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Introduction
The objective of this report is to provide the financial analysis of Tesla, which is a leading and well-known US-based organization manufacturing electric cars and promoting solutions for clean energy. Tesla came into being in 2003 and is involved in the process of designing, manufacturing, and selling EVs. Further, it also provides products like solar energy and a storage system for batteries. The market position of Tesla is strong and has a high market share. The report will provide an analysis of the financial health using ratio analysis for five years, an analysis of working capital management, which will also follow the recommendations for strategies for improvement in liquidity position. The discussion will also be done about the plan for financial restructuring, whereas, as per the provided scenario, capital budgeting and investment appraisal for Tesla will be evaluated.
1- [bookmark: _Toc224784037]Financial health check 
· [bookmark: _Toc224784038]Analysis of the past five-year financial statements 
	Year
	2025
	2024
	2023
	2022
	2021

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

	Change (%)
	-2.9%
	0.9%
	18.8%
	51.4%
	105.6%



There has been strong growth in the revenue seen from 2021 to 2023, which shows that Tesla is working towards expansion and meeting high market demand (Li, 2025). The growth percentage reduced in 2024 and further dropped in 2025, which could be because of the pressure from competitors. 2024 and 2025 raise questions about the sustainability of growth in previous years, or this could be due to the mature phase of Tesla.

	Year
	2025
	2024
	2023
	2022
	2021

	Cost of Sales
	     77,733 
	        80,240 
	     79,113 
	     60,609 
	       40,217 

	Change (%)
	-3.1%
	1.4%
	30.5%
	50.7%
	61.5%



There has been a sharp increase in the cost of sales in the years 2021, 2022, and 2023, which is due to the increase in revenue (Wang, 2023). Although there was slow growth in 2024 and a decline in sales in 2025, the cost grew at a high pace in 2024, which means that there are inefficiencies in the management of cost.

	Year
	2025
	2024
	2023
	2022
	2021

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

	Change (%)
	-46.1%
	-52.2%
	19.0%
	123.0%
	554.8%



There is volatility observed in the net profit of Tesla over 5 years. There has been good growth in the net profit in 2021 and 2022, which starts declining in the coming years, where net profit declined by 52% in 2024 and 46% in 2025. This decline might be because of increased expenses and cost of sales, which reduced the profit margins (Song, 2022).

	Year
	2025
	2024
	2023
	2022
	2021

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

	Change (%)
	12.9%
	14.5%
	29.5%
	32.5%
	19.1%



There has been a consistent increase in the total assets of Tesla, which means that the company is making regular investments and expansions. The capacity for the long-term is well supported by the increase in assets (Bhadkamar and Bhattacharya, 2022). Between 2021 and 2023, total assets increased by a good margin, questioning whether these investments are generating healthy returns.

	Year
	2025
	2024
	2023
	2022
	2021

	Total Liabilities
	     54,941 
	        48,390 
	     43,009 
	     36,440 
	       30,548 

	Change (%)
	13.5%
	12.5%
	18.0%
	19.3%
	7.5%



There has been a steady increase in the total liabilities, which shows that expansion and growth are connected with the external debt. There is a moderate rate of growth, and a decline in profits can be due to a rise in financial risk (Chiu, 2026). If the strength of the earnings continues to decline, this will put pressure on Tesla to repay its debt.

	Year
	2025
	2024
	2023
	2022
	2021

	Total Equities
	     82,137 
	        72,913 
	     62,634 
	     44,704 
	       30,189 

	Change (%)
	12.7%
	16.4%
	40.1%
	48.1%
	35.8%



There has been a significant increase in the equity, which shows that capital is growing strongly, whereas retained earnings also grow at the same time when the company is making good profits (Olesia and Zhou, 2023). The equity growth for the long term may slow down due to a decline in profitability in recent years.


· [bookmark: _Toc224784039]Ratio analysis 
· Profitability Ratio
As per the calculation provided in the appendices, the earning performance of Tesla has been declining in 2024 and 2025 after showing good results in 2021-2023, which shows that in that phase, the demand for electric vehicles was high, whereas efficiency was also high for production (Okanga, 2022). The decline in the profitability ratio in 2024 and 2025 was due to an increase in the cost of sales, high inflation, and an increase in production costs. Tesla was also reducing the prices of its products to maintain the price of its shares. The high competition of electric vehicles also causes companies to keep prices lower. All the profitability ratios show a similar kind of trend, like good results in 2021-2023 and declining performance in 2024 and 2025 (Vuković et al., 2022). Decline in ROA shows that although Tesla is making investments in increasing assets, it is not providing them with sufficient returns. There is also an increase in cost pressure.
· Liquidity Ratio
There has been consistent growth observed in the liquidity position of Tesla, including both the current and quick ratios. It has been analyzed that the current ratio was 1.37 in 2021, which increased to 2.16 in 2025, which shows that more current assets are held by the company in 2025 compared to current liabilities (Olayinka, 2022). The quick ratio grows from 1.08 in 2021 to 1.77 in 2025, which means that there are sufficient liquid assets available with Tesla to cover short-term obligations without any dependency on inventory (Li et al., 2023). Tesla also maintained the strategy of keeping a higher cash balance, which shows better management of working capital by the company. The cash inflows are also significant in the early years when Tesla was making a good profit (Xiuguo and Shengyong, 2022). The good liquidity position helps the company to reduce financial risk. In 2025, the current ratio of Tesla is almost double the benchmark 1, which indicates that some of the resources are not allocated well. 
· Efficiency Ratio
The management of working capital with respect to the efficiency ratio shows mixed performance considering operational efficiency. The receivable days were consistent at 13 days from 2021 to 2023, which increased to 18 days in 2025, which means that customers are taking more time to settle the credit, and it hurts the working capital of Tesla (Alwan and Risman, 2023). The reason for increased receivable days might be because of an increase in the credit days, or the company has achieved growth in global sales, or it might also be the case where the company was dependent on the financing structure for the purchase of vehicles (Wang and Yu, 2022). There was improvement seen in the inventory turnover, which rose to 77 days in 2022 but was brought down to 58 days in 2025, reflecting improvement in the efficiency of production and significant management of inventory (Coelho et al., 2023). In 2022 and 2023, the increase in inventory turnover days was due to low vehicle sales due to COVID-19.
· Gearing Ratio
The gearing ratio of Tesla was higher in 2021 and 2022, as the company works towards progressive reduction in the reliance on long-term debt to overcome its financial leverage. The debt-to-equity ratio drops from 101% to 67% in 2025, which means that Tesla is now increasing equity in its capital structure to overcome its financial risk (Wang, 2023). This reduction is a sign of the company dealing positively with the fluctuation in economic conditions. Moreover, the interest coverage ratio is declining in 2025 to 12.88 times, which was 71.5 times in 2022 due to high operating profits (Li, 2025). The current ratio is also under the main levels in 2025, but the decline is not due to an increase in interest expense but due to high operating expenses, which reduce operating profits. There is stability in the leverage position of Tesla, but with lower profits, the company may struggle to settle its long-term debt.
· Investment Ratio
There has been a reduction in the shareholders' return examined from the investment ratio of Tesla, although the share prices show stability (Song, 2022). There was a good rise in EPS of Tesla between 2021 and 2023, which was due to better expansion strategies and good profits. There was a sharp drop in EPS in 2024, which became 2.24, and a further drop to 1.2 in 2025, showing the worst position due to a reduction in profitability. There is a significant increase seen in the price-to-earnings ratio, which becomes 209 in 2025, which is because of an increase in the expectations of investors related to the growth of the company in the future, but in the case of Tesla, the share prices are on the higher side despite a reduction in profitability (Bhadkamar and Bhattacharya, 2022). The pricing of Tesla's shares is based on the potential of the company to grow in the future.
· Cash Flow Ratio
The efficiency of Tesla to generate cash is weakened, but still, the cash flow generated from operating activities is positive. The ratio for operating cash flow was 58% in 2021, which reduced to 46% which is, because less cash was collected from credit customers and more payments were made by the company during the year (Chiu, 2026). The cash generated from operating activities is not a large enough portion to cover the current debt. The reduction in the operating cash flow is due to the increased requirements of working capital and lower growth in profitability (Olesia and Zhou, 2023). Likewise, the cash flow margin ratio dropped from 21% in 2021 to 16% in 2025, showing low cash generated from operating activities compared to the sales. The reduction is because of the increased cost of production and low prices of sales, whereas operational expenses also increased.
· [bookmark: _Toc224784040]Trends, Strength and Weakness 
The trend is showing mixed performance for Tesla over the past 5 years. At the start of 2021, the growth and expansion were strong for the company related to revenue and profitability because there was high demand for electric vehicles, and Tesla also maintained better operational efficiency. From 2024, there was a major decline in profits. ROE and ROA also reduced, even though revenue showed growth and the company was making consistent investments in assets (Okanga, 2022). This shows that growth is not converting into better earnings, showing declining margins and increased pressure from costs. The major strength of Tesla is dependent on the improvement in liquidity and financial stability. Another positive sign was a reduction in the reliance on debt; however, liquidity for Tesla was also strong, and operating cash flow is positive (Vuković et al., 2022). The weakness was the reduction in profits and EPS. This was because of the aggressive strategies for prices and increased market competition.
2- [bookmark: _Toc224784041]Working Capital Management Analysis 
· [bookmark: _Toc224784042]Cash Operating Cycle
	Cash Operating Cycle
	Formula
	2025
	2024
	2023
	2022
	2021

	Receivable turnover (Days)
	(Receivable / Sales )*365
	(4576 / 94827)*  365 = 18 Days
	(4418 / 97690)* 365 = 17 Days
	 (3508 / 96773)* 365 = 13 Days 
	 (2952 / 81462)* 365 = 13 Days 
	 (1913 / 53823)* 365 = 13 Days 

	Inventory Turnover (in days)
	(Inventory / COGS ) 365
	(12392 / 77733)* 365 = 58 Days
	(12017 / 80240)* 365 = 55 Days
	 (13626 / 79113) * 365 = 63 Days 
	 (12839 / 60609) * 365 = 77 Days 
	 (5757 / 40217) * 365 = 52 Days 

	Payable Turnover (in days)
	(Trade Payable / COGS ) 365
	(13371 / 77733)* 365 = 63 Days
	(12474 / 80240)* 365 = 57 Days
	 (14431 / 79113) * 365 = 67 Days 
	 (15255 / 60609) * 365 = 92 Days 
	 (10025 / 40217) * 365 = 91 Days 

	Cash Operating Cycle
	Receivable days + Inventory days - Payable days
	 18+58-63 = 13 Days
	 17+55-57 = 15 Days
	  13+63-67 = 9 Days 
	  13+77-92 = (2) Days 
	  13+52-91 = (26) Days) 



The analysis for the cash operating cycle of Tesla shows the unfavorable position in 2024 and 2025, which was due to effective working capital management; the cash operating cycle was efficient (Habib, 2022). The net cash operating cycle days were negative in 2021 and 2022, which means that the company is only paying its vendors/ suppliers once the cash is received from customers. This shows a better relationship with the suppliers to get extended credit terms, which can not affect the cash flow position negatively, and the bargaining power of Tesla over its suppliers was high (Zheng et al., 2022). In 2021 and 2022, the inventory and receivable management was effective.
There was a positive cash operating cycle from 2023 to 2025. This shows that inventory and receivables are taking more time, and payable days are reduced compared to the performance in previous years (Aldubhani et al., 2022). This shows that vendors have reduced their credit days and made adjustments in the payment terms. Although the cash operating cycle shows 15 days in 2024, it is also efficient in comparison to the standards of the industry. The declining position from negative to positive cash operating cycle of Tesla shows a reduction in the efficiency of working capital management (Mandipa and Sibindi, 2022). This is due to a reduction in demand and expansion into global markets.
· [bookmark: _Toc224784043]Recommendation 
Tesla can work towards improvement in its liquidity position through reforms of working capital, which are targeted. The main focus of the company should be on effective management of receivables, payables, and inventory (Ahmad et al., 2022). The liquidity position of Tesla is comparatively strong throughout the period, but the decline in cash operating cycle shows that the strategies for cash conversion need to be improved and become more efficient. Firstly, for making improvements in the management of receivables, this can be done through a reduction in the credit days offered to the customers, as this will increase the cash collection and conversion of credit sales into cash quickly (Rahmiyati et al., 2024). The cash inflows become weak due to an increase in receivable days, which is because of the expansion in financing structure for buyers. The credit assessment should be strict, providing customers with discounts for paying earlier (Hamshari et al., 2022). The cash inflows can also be improved by creating a partnership with the financial institutions to adjust the financing of customers based on the statement of financial position.
Secondly, there is a need for optimization to improve inventory management. There is an improvement in inventory days considering the results in 2021 and 2022, but the fluctuations throughout the five years were high, which shows ineffectiveness in the production facilities, planning, and forecasting of demand. There is a need for the adoption of AI-based forecasting methods and data analytics to integrate this with production and trends in market demand (Anton and Nucu, 2022). These strategies can help Tesla overcome holding costs by reducing excess inventory. The inventory management should also include a just-in-time system, which can help in the reduction of inventory levels and save some cash (Stanić et al., 2023).
Lastly, for management of payables, Tesla should use its relationship with the suppliers to get extended credit days, and this should not affect the relationship. In the years of 2021 and 2022, there were extended credit days offered to Tesla by vendors, which was efficient for its positive cash flow (Banerjee and Guha Deb, 2024). Rebuilding beneficial credit days or benefiting from the marketing position can have a positive effect on the liquidity position in the short term. There should be a balanced approach so that there will be no issues in supply chain management.
· [bookmark: _Toc224784044]Short-term vs Long-term financing options
The analysis of the balance sheet for Tesla shows that the company holds a mixture of short and long-term financing options, and each resource has different consequences for the financial flexibility and liquidity risk. The short-term financing options for Tesla mainly include short-term liabilities like accounts payable and other obligations due in a year. Whereas non-current financing options include non-current debt (due for more than a year) and equities. There is an important role of short-term financing in the structure of working capital for Tesla. In the cash operating cycle, Trade payables are also included, and these were efficient previously. The payable days were higher for Tesla in 2021 and 2022 (Anton and Nucu, 2022). This shows that Tesla is efficient in taking more time to pay suppliers due to the effective use of credit days offered by suppliers, and has no cost of financing for this.
The advance of trade payables (as a short-term financing option) is reduced because of an increase in days in 2024 and 2025. This has also put pressure on liquidity. Short-term financing options are flexible, and they are cheaper as well compared to long-term financing. There is a chance of exposure to liquidity risk with more dependency on short-term finance if short-term debts are not paid quickly (Stanić et al., 2023). Conversely, the long-term financing options are the main basis of the capital structure of Tesla. There is a stable growth in the equities from 2021 to 2025, showing that Tesla is dependent on shareholders' investment and retained earnings for expansion. This reliance reduces the dependency on debt and also decreases the financial risk.
 Over the years, the debt-to-equity ratio for Tesla has also reduced, which means that its financial leverage is declining, and financial stability is improving. Although there is long-term debt, the support is provided by a strong interest coverage ratio (Banerjee and Guha Deb, 2024). The strategic point of view shows that there is stability provided through long-term financing, and also provides support to the capital-based investments, like facilities of production and development of advanced technologies.
3- [bookmark: _Toc224784045]Strategic Financial Restructuring Plan
· [bookmark: _Toc224784046]Recommendation for financial restructuring option 
After the analysis shows a reduction in profits, weak profit margins, and pressure from working capital of Tesla, the efficiency can be restored using financial restructuring, which will also help in sustaining long-term expansion and providing strength to the returns. There should be a combination of strategic alternatives, such as injection of equity, partnerships, and divestiture, that can be an effective choice for Tesla (Zaramella, 2023). Initially, there should be consideration of exclusive divestiture for those segments that are least important and underperforming. The expansion by Tesla is in areas like AI, energy storage, and autonomous driving. There is no guarantee that each business segment can provide a steady and quick return (Moridu and Abidin, 2023). The cash can be saved through divestiture of low-profit or high-capital segments. This can also help in the reduction of operational issues and provide a platform where management can prioritize important and high-return divisions like software-based services and EV. This will also work towards improvement in the utilization of assets and profits, especially considering the current reduction in ROA (Celestin, 2024).
The second option for Tesla will be to look for joint ventures and strategic partnerships instead of going for a complete merger. Entering into advanced technologies and new markets solely requires heavy capital investment and increases financial risk. By creating a partnership with the local suppliers (manufacturers), manufacturers of batteries, and tech-firms, the cost can be shared, the exposure of risk will be reduced, and market entry will become fast for Tesla (Al-Filali et al., 2024). This method is realistic in extreme competition and high capital markets, such as those in developing markets, such as China. Lastly, Tesla should look to provide strength to its equity base. It is important to look for target-based equity injection, and it is beneficial when used tactically.
Since Tesla has a high P/E ratio, the value of Tesla shares is highly valued by investors. The issuance of new equity at beneficial market value can gather more funds for expansion, innovation, and R&D with less increase in financial leverage (Colliard and Gromb, 2025). But to avoid dilution of shareholders, careful management is required. There is also the option of in-house financial restructuring for Tesla, which can be done through improvement in the allocation of capital and cost efficiency (Aniebonam, 2024). The process includes rationalization of production cost and optimization of supply chain, whereas those investment projects should be given importance that can provide high returns (Grundy et al., 2022). The profitability can be improved through measures towards cost control.
· [bookmark: _Toc224784047]Evaluation of impact on shareholders' value, debt structure, and operational flexibility 
There will be a high impact on the value of shareholders, operational flexibility, and the structure of debt through the provision of restructuring actions. The implications can be both negative and positive. From the perspective of shareholders' value, measures like cost optimization or divestiture will possibly increase the value for improvement in return and profitability ratios (Oyeyipo et al., 2023). The priority should be given to the high-earning main operations; the stability can be provided by Tesla's earnings, likely to increase EPS, which declined in 2024 and 2025. Moreover, timely injection of equity is required, considering the high market valuation for Tesla (Taiwo, 2022). This will help Tesla achieve growth without financial risk. The ownership of existing shareholders can be diluted with the issuance of new shares, which will bring a negative reaction from the market in the short term if there is no clear support provided through the growth outlook (Alsharari, 2024).
Considering the structure of debt, there is a chance of further strengthening the position of Tesla. It was observed during ratio analysis that reliance on long-term debt has been reduced by Tesla, which was justified by the debt-to-equity ratio. Procedures from divestiture and improvement in cash inflows can be used to pay present liabilities, or, with better terms, it can be refinanced, which can assist in the reduction of interest payments (Belling et al., 2022). This method can also improve the interest coverage ratio, which has declined because of weak operating profit. The beneficial outcomes from financial leverage can also be reduced with the reduction in debt, as a company can earn less returns from equity if there is no balance in the capital structure (Celestin, 2022).
Related to the operational flexibility, restructuring actions like joint ventures and strategic alliances will considerably increase the ability of Tesla to adapt according to the changes in the conditions of the market (Adriana et al., 2024). With resources and risk being shared, there is no need to have heavy capital for adopting advanced technologies and expansion into new markets for Tesla. Making liquidity stronger and improving working capital can lead Tesla to tackle financial pressure more effectively.
· [bookmark: _Toc224784048]International and Ethical Considerations 
There is the exposure of ethical and international considerations to Tesla due to its international operations, which highly impact the tactical decisions and financial performance of the company. Taxation is an important factor to consider. There are various regulations of countries in which Tesla operates, which can provide benefits to the company in terms of tax incentives, especially in the jurisdictions where promotion and support are provided to electric vehicles, like China, the USA, and various countries of Europe (Feldman and Sakhartov, 2022). For corporate tax practices, there is international scrutiny, and minor international tax laws are implemented, which can diminish these benefits and increase the liabilities for tax. 
Another important issue is the currency risk. The revenue generated by Tesla and the cost it paid are in multiple currencies, leading to exposure to currency risk due to high fluctuation in the exchange rates (Zaramella, 2023). There is a strong position of the US Dollar, as the revenue from international markets can be reduced when it is converted into US dollars, which can hurt profits. Suitable strategies for hedging are required for effective management of currency rate instability (Moridu and Abidin, 2023).
The cost structure of Tesla is also affected due to global inflation, especially during the purchase of raw materials like battery parts and lithium. The increase in the input cost can lower profit margins, particularly if the company goes with a competitive pricing approach for maintaining its market competition (Celestin, 2024). Moreover, the pressure from inflation can affect the purchasing power of customers, which can adversely impact the demand for electric cars.
From an ethical outlook, there is an important role of corporate social responsibility to increase the brand image of Tesla. The focus of the company is towards clean energy and sustainability; therefore, it is required for Tesla to maintain significant ethical and environmental values. This shows that Tesla should adopt strategies for ethical procurement of materials, especially related to the practices of labor (Al-Filali et al., 2024). If Tesla cannot comply with these standards, it can lead to a reduction in the confidence of investors and reputational damage (Grundy et al., 2022). It is required for Tesla to have a balance in global risk, ethical practices, and financial performance.
4- [bookmark: _Toc224784049]Investment Appraisal and Capital Budgeting
· [bookmark: _Toc224784050]Calculation of PBP, ARR, NPV, PI, and IRR
Below mentioned are the working for payback period, accounting rate of return, net present value, profitability index, and internal rate of return for the provided 03 projects.
Project A
Payback period
	Payback Period
	
	
	

	Year
	Cash Inflow
	Amount
	PayBack

	
	
	Needed
	Balance
	Period

	1
	10,000,000
	(50,000,000)
	(40,000,000)
	1

	2
	12,000,000
	(40,000,000)
	(28,000,000)
	2

	3
	14,000,000
	(28,000,000)
	(14,000,000)
	3

	4
	10,000,000
	(14,000,000)
	(4,000,000)
	4

	5
	8,000,000
	(4,000,000)
	4,000,000
	

	
	
	
	
	

	
	
	
	
	

	
	4,000,000
	0.5000
	
	

	
	8,000,000
	
	
	

	
	0.5 x 12 months =
	6.0000
	

	
	Payback period = 4 years, 6 months
	
	



Accounting Rate of Return
Depreciation = 50,000,000 / 5 = 10,000,000 annually 
Average cash flow = (10000000 + 12000000+14000000+10000000+8000000)/5
Average cash flow = 10,800,000
Profit = 10,800,000 – 10,000,000
Profit = 800,000
Accounting rate of return = 800,000 / 50,000,000 = 1.6%
Net Present Value
	Net Present Value
	
	

	 Year 
	 Cash Flow 
	 DCF 
	 Present Value of Cash Flows 

	 
	
	10%
	

	0
	(50,000,000)
	1.0000
	(50,000,000)

	
	
	
	

	1
	10,000,000
	0.9091
	9,090,909

	2
	12,000,000
	0.8264
	9,917,355

	3
	14,000,000
	0.7513
	10,518,407

	4
	10,000,000
	0.6830
	6,830,135

	5
	8,000,000
	0.6209
	4,967,371

	
	
	
	41,324,177

	
	Net Present Value
	(8,675,823)

	 
	 
	 
	 



Profitability Index
PI = Present value/investments
PV = 9090909 + 9917355 + 10518407 + 6830135 + 4967371 = 41,324,177
PI = 41324177 / 50000000 = 0.83
Internal Rate of Return 
2.72% (calculated using Excel formula)
PROJECT B
Payback Period 
	Project B
	
	
	

	Payback Period
	
	
	

	Year
	Cash Inflow
	Amount
	PayBack

	
	
	Needed
	Balance
	Period

	1
	11,000,000
	(50,000,000)
	(39,000,000)
	1

	2
	11,000,000
	(39,000,000)
	(28,000,000)
	2

	3
	11,000,000
	(28,000,000)
	(17,000,000)
	3

	4
	11,000,000
	(17,000,000)
	(6,000,000)
	4

	5
	11,000,000
	(6,000,000)
	5,000,000
	

	
	
	
	
	

	
	
	
	
	

	
	6,000,000
	0.5455
	
	

	
	11,000,000
	
	
	

	
	0.5455 x 12 months =
	
	6.5460

	
	0.5460 x 30 Days =
	
	16

	
	Payback period = 4 years, 6 months, and 16 Days
	



Accounting rate of return 
Depreciation = 50,000,000 / 5 = 10,000,000 annually 
Average cash flow = (11000000 + 11000000+11000000+11000000+11000000)/5
Average cash flow = 11,000,000
Profit = 11,000,000 – 10,000,000
Profit = 1,000,000
Accounting rate of return = 1,000,000 / 50,000,000 = 2%
Net present value
	Net Present Value
	
	

	 Year 
	 Cash Flow 
	 DCF 
	 Present Value of Cash Flows 

	 
	
	10%
	

	0
	(50,000,000)
	1.0000
	(50,000,000)

	
	
	
	

	1
	11,000,000
	0.9091
	10,000,000

	2
	11,000,000
	0.8264
	9,090,909

	3
	11,000,000
	0.7513
	8,264,463

	4
	11,000,000
	0.6830
	7,513,148

	5
	11,000,000
	0.6209
	6,830,135

	
	
	
	41,698,654

	
	Net Present Value
	(8,301,346)

	 
	 
	 
	 



Profitability index
PI = Present value/investments
PV =10000000+9090909+8264463+7513148+6830135 = 4,169,8655
PI = 4,169,8655 / 50000000 = 0.83

Internal rate of return 
3.26% (calculated using Excel formula)

PROJECT C
Payback Period 
	Project C
	
	
	

	Payback Period
	
	
	

	Year
	Cash Inflow
	Amount
	PayBack

	
	
	Needed
	Balance
	Period

	1
	5,000,000
	(50,000,000)
	(45,000,000)
	1

	2
	10,000,000
	(45,000,000)
	(35,000,000)
	2

	3
	20,000,000
	(35,000,000)
	(15,000,000)
	3

	4
	25,000,000
	(15,000,000)
	10,000,000
	

	5
	5,000,000
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	15,000,000
	0.6000
	
	

	
	25,000,000
	
	
	

	
	0.6 x 12 months =
	
	7.2000

	
	0.2 x 30 Days =
	
	6

	
	Payback period = 3 years, 7 months, and 6 Days
	



Accounting rate of return 
Depreciation = 50,000,000 / 5 = 10,000,000 annually 
Average cash flow = ((5000000+10000000+20000000+25000000+5000000))/5
Average cash flow = 13,000,000
Profit = 13,000,000 – 10,000,000
Profit = 3,000,000
Accounting rate of return = 3,000,000 / 50,000,000 = 6%
Net present value
	Net Present Value
	
	

	Year
	Cash Flow
	DCF
	Present Value of Cash Flows

	
	
	10%
	

	0
	(50,000,000)
	1.0000
	(50,000,000)

	
	
	
	

	1
	5,000,000
	0.9091
	4,545,455

	2
	10,000,000
	0.8264
	8,264,463

	3
	20,000,000
	0.7513
	15,026,296

	4
	25,000,000
	0.6830
	17,075,336

	5
	5,000,000
	0.6209
	3,104,607

	
	
	
	48,016,156

	
	Net Present Value
	(1,983,844)

	 
	 
	 
	 



Profitability index
PI = Present value/investments
PV = 4545455+8264463+15026296+17075336+3104607 = 4,801,6157

PI = 4,801,6157 / 50000000 = 0.96

Internal rate of return 
8.59% (calculated using Excel formula)
Summary
	
	Project A
	Project B
	Project C

	PBP
	4.5 years
	4.55 years
	3.6 years

	ARR
	1.60%
	2%
	6%

	NPV
	(8,675,823)
	(8,301,346)
	(1,983,844)

	PI
	0.83
	0.83
	0.96

	IRR
	2.72%
	3.26%
	8.59%



· [bookmark: _Toc224784051]Recommendation 
From the provided results of capital budgeting, it has been examined that the project C offers more attractive results; the NPV of all 03 project is negative. The investment appraisal methods show that the most suitable option to invest in for Tesla is project C. The reason behind the selection of Project C is the better results and performance compared to the other 02 options. From the provided matrix, the accounting rate of return for Project C is higher, i.e. 6% whereas it also offers an internal rate of return of 8.59% (Awodire et al., 2023). The profitability index of 0.96 is also higher than that of others, whereas the investment returns in 3.6 years. Although Project C also falls short in meeting the requirement of internal rate of return at 8.59% because the available discount rate is 10%, but if compared to the outcomes of other projects, it is the nearest one (Putri et al., 2026). The financial risk is also low in Project C compared to other projects. 
In relation to the financial performance, there is a weakening of profits shown by Tesla in 2025 and 2024, where the profit margins, along with ROE and ROA, have been declining since 2024. This shows that the company is facing pressure from increased costs; however, the lower returns are achieved despite making regular investments in asset resources (Purnamasari and Adriza, 2024). In this scenario, the selection of Project C can be a suitable approach because this investment opportunity provides better returns and the recovery of cash is on an immediate basis (3.6 years); therefore, the project can be said to be strategically suitable for Tesla. Since the cash flow of Tesla is showing a weak position, a shorter payback period can assist the company in improving its efficiency in managing working capital (Nunden et al., 2022).
The liquidity of Tesla can also be improved, whereas the uncertainty from economic conditions can be dealt with strategically. Considering liquidity in the selection of a project, there is a strong liquidity position of Tesla, which is justified by its current and quick ratios above, showing the improvement over the past 5 years, but the latest decline in the operating cycle of cash shows that the cash of Tesla is stuck in long-term operational activities (Gnap and Pitera, 2023). There can be quicker cash inflows from Project C, which will provide support to the liquidity by improving the recovery of cash. Thus, the financial pressure for the short term can be improved, whereas there will also be an improvement in the management of working capital.  In terms of risk, there is also the important role of non-financial aspects in making the selection of provided projects (Andon et al., 2024). The international environment of Tesla is highly evolving, in which there are political risks like adjustments in the regulations of each jurisdiction in which Tesla operates, trade barriers, and grants for electric vehicles.
The project, which can provide an immediate return, can decrease the revelation of these challenges because the invested amount is recovered before any change in policy or law that can affect the performance (Focacci, 2022). Moreover, there is also high competition in the electric vehicle market related to customer loyalty. The aggressive pricing strategies are used by new companies to attract more customers and also to provide substitute products. There is the option for Tesla to maintain its agility by investing in projects like Project C, whereas the company can also look for reinvestment in innovative products, which can increase the strength of the brand and also customer loyalty (Bakri et al., 2022). The cash flows of Project C are not stable and are highly dependent on last year's inflows. This shows some portion of risk when market circumstances change. Other than this, the performance of Project C is better than the other two options; it is recommended for Tesla (Sari and Muslim, 2024).
· [bookmark: _Toc224784052]A combination of projects using capital rationing 
If there is the restriction of having £ 100 million as the available investment budget, then there is the option available with Tesla to go with the selection of a combination of any 02 available projects, despite investing in a single one. There is a requirement of £ 50 million for every single project; there is the option to invest in any 02 project (Amin and Adil, 2025). The goal of using capital rationing is to look for the maximum value of net present value, which can increase the value of shareholders.
Below is the net present value for each project 
	
	Project A
	Project B
	Project C

	NPV
	    (8,675,823)
	    (8,301,346)
	    (1,983,844)


So that there should be the available combinations as mentioned below 
	
	Project A
	Project B
	Total

	NPV
	    (8,675,823)
	    (8,301,346)
	  (16,977,169)

	
	
	
	

	
	Project A
	Project C
	Total

	NPV
	    (8,675,823)
	    (1,983,844)
	  (10,659,667)

	
	
	
	

	
	Project B
	Project C
	Total

	NPV
	    (8,301,346)
	    (1,983,844)
	  (10,285,189)



Considering the selection on the basis of the financial point of view, Tesla should go with the selection of Project B and C as it offers a lower net present value, and the combination of these 02 projects can be said as optimal using capital rationing. In all the provided combinations, the obtained net present value is negative, but the option of projects B and C has the least destruction of value and can be said to be a rational combination (Al Wahaibi et al., 2024). The performance-based selection shows better returns offered by Project C, having the highest value of all the calculated investment appraisal techniques; however, Project B offers stable and consistent cash flows, in which the company can receive annually 11 million, since the value of cash flow is the same, it reduces risk and volatility.
Conversely, the returns offered by Project A are weaker and have a major contribution towards negative net present value, which means that this option is not suitable to select. The current condition of Tesla from a financial perspective shows that the company is facing reduced profitability in 2024 and 2025; however, cash inflows are also weak (Adhikari, 2022). The combination of Project B and C can provide better returns and a quick recovery of cash, which was injected as investment in these 02 projects. With the improvement in liquidity, the strength will also be provided to the portfolio as the cash inflows seem predictable (Nurfitriani and Latif, 2025). Considering the uncertainties in the operations of Tesla, this combination of projects can provide stability to the cash flow.
From a risk point of view, Tesla needs to have diversification. The cash inflows of Project C are not stable, and a major dependency seems to have developed in recent years, which means that there is ambiguity; the combination of Project C with B can bring stability in cash inflows (Awodire et al., 2023). The risk can also be balanced by the company, which can arise because of demand fluctuation and regulatory changes. The environment in which Tesla operates has high competition because the industry is driven by regular innovations, and it is important to have financial flexibility (Putri et al., 2026). Therefore, the optimal decision is to go with the combination of Project B and C.
[bookmark: _Toc224784053]Conclusion 
The above-mentioned financial analysis for Tesla for the period of 5 years shows that from 2021 to 2023, the company has a strong financial position with sufficient profit margins and good cash generated from operational activities. There was significant growth achieved in revenue as well. But the years 2024 and 2025 show a decline in profits and revenue growth due to increased cost pressure and a fall in the demand for electric vehicles. The working capital and cash flow management of Tesla were also facing high pressure. The company was making continuous efforts to increase its revenue and assets, but returns were not coming as expected. The reason for the decline in performance is aggressive pricing strategies and the issues in the international market of Electric vehicles. With the low financial leverage, the liquidity position of Tesla was also strong, but the shareholders' returns were declining in recent years, which emphasizes the need for Tesla to have cost control and better utilization of assets.
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	Profitability Ratios
	Formula
	2025
	2024
	2023
	2022
	2021

	Net Profit Margin
	Net profit / Revenue 
	3855 / 94827 = 4.1%
	7153 / 97690 = 7.3%
	 14974 / 96773 = 15.47% 
	 12587 / 81462 = 15.45% 
	 5644 / 53823 = 10.5% 

	Operating Profit Margin
	Operating profit / Revenue 
	4355 / 94827 = 4.6%
	7076 / 97690 = 7.2%
	 8891 / 96773 = 9.2% 
	 13656 / 81462 = 16.8% 
	 6523 / 53823 = 12.1% 

	ROA
	Net profit / Total Assets
	3855 / 137806 = 2.8%
	7153 / 122070 = 5.9%
	 14974 / 106618 = 14% 
	 12587 / 82338 = 15.3% 
	 5644 / 62131 = 9.1% 

	ROE
	Net profit / Total Equities
	3855 / 82137 = 4.7%
	7153 / 72913 = 9.8%
	 14974 / 62634 = 23.9% 
	 12587 / 44704 = 28.2% 
	 5644 / 30189 = 18.7% 






	Liquidity Ratios
	Formula
	2025
	2024
	2023
	2022
	2021

	Current ratio
	Current assets / current liabilities
	68642 / 31714 = 2.16
	58360 / 28812 = 2.02
	 49616 / 28748 = 1.72 
	 40917 / 26709 = 1.53 
	 27100 / 19705 = 1.37 

	Quick Ratio
	(Current assets - inventories) / current liabilities
	(68642 - 12392) / 31714 = 1.77
	(58360 - 12017) / 28812 = 1.60
	 (49616 - 13626) / 28748 = 1.25 
	 (40917 - 12839) / 26709 = 1.05 
	 (27100 -5757) / 19705 = 1.08 




	Efficiency Ratios
	Formula
	2025
	2024
	2023
	2022
	2021

	Receivable turnover (Days)
	(Receivable / Sales )*365
	(4576 / 94827)*  365 = 18 Days
	(4418 / 97690)* 365 = 17 Days
	 (3508 / 96773)* 365 = 13 Days 
	 (2952 / 81462)* 365 = 13 Days 
	 (1913 / 53823)* 365 = 13 Days 

	Inventory Turnover (in days)
	(Inventory / COGS ) 365
	(12392 / 77733)* 365 = 58 Days
	(12017 / 80240)* 365 = 55 Days
	 (13626 / 79113) * 365 = 63 Days 
	 (12839 / 60609) * 365 = 77 Days 
	 (5757 / 40217) * 365 = 52 Days 




	Gearing Ratios
	Formula
	2025
	2024
	2023
	2022
	2021

	Debt to equity
	Total Debt / Total Equity
	54941 / 82137 = 67%
	48390 / 72913 = 66%
	 43009 / 62634 = 69% 
	 36440 / 44704 = 82% 
	 30548 / 30189 = 101% 

	Interest Coverage
	Operating profit/ Interest Expense
	4355 / 338 = 12.88
	7076 / 350 = 20.22
	 8891 / 156 = 56.99 
	 13656 / 191 = 71.5 
	 6523 / 371 = 17.58 







	Investment Ratios
	Formula
	2025
	2024
	2023
	2022
	2021

	EPS
	Net income / Average shares
	3855 / 3520 = 1.2
	7153 / 3197 = 2.24
	 14974 / 3174 = 4.72 
	 12587 / 3130 = 4.02 
	 5644 / 2959 = 1.91 

	P/E Ratio
	Market Price of Share / EPS
	250 / 1.2 = 209.14
	250 / 2.24 = 111.74
	 248 / 4.72 = 52.57 
	 123 / 4.02 = 30.59 
	 352 / 1.91 = 184.54 



	Cash Flow Ratios
	Formula
	2025
	2024
	2023
	2022
	2021

	Operating cash flow ratio
	Operating cash flow / current liabilities 
	14747 / 31714 = 46%
	14923 / 28821 = 52%
	 13256 / 28748 = 46% 
	 14724 / 26709 = 55% 
	 11497 / 19705 = 58% 

	Cash flow margin ratio
	Operating cash flow / Net sales
	14747 / 94827 = 16%
	14923 / 97690 = 15%
	 13256 / 96773 = 14% 
	 14724 / 81462 = 18% 
	 11497 / 53823 = 21% 





Cost of Sales	
2025	2024	2023	2022	2021	77733	80240	79113	60609	40217	



Net Profit 	
2025	2024	2023	2022	2021	3855	7153	14974	12587	5644	



Total Asset	
2025	2024	2023	2022	2021	137806	122070	106618	82338	62131	



Total Liabilities	
2025	2024	2023	2022	2021	54941	48390	43009	36440	30548	



Total Equities	
2025	2024	2023	2022	2021	82137	72913	62634	44704	30189	


PROFITABILITY

Net Profit Margin	
2025	2024	2023	2022	2021	4.1000000000000002E-2	7.2999999999999995E-2	0.1547	0.1545	0.105	Operating Profit Margin	
2025	2024	2023	2022	2021	4.5999999999999999E-2	7.1999999999999995E-2	9.1999999999999998E-2	0.16800000000000001	0.121	ROA	
2025	2024	2023	2022	2021	2.8000000000000001E-2	5.8999999999999997E-2	0.14000000000000001	0.153	9.0999999999999998E-2	ROE	
2025	2024	2023	2022	2021	4.7E-2	9.8000000000000004E-2	0.23899999999999999	0.28199999999999997	0.187	



LIQUIDITY

Current ratio	
2025	2024	2023	2022	2021	2.16	2.02	1.72	1.53	1.37	Quick ratio	
2025	2024	2023	2022	2021	1.77	1.6	1.25	1.05	1.08	



EFFICIENCY

Receivable turnover (Days)	
2025	2024	2023	2022	2021	18	17	13	13	13	Inventory Turnover (in days)	
2025	2024	2023	2022	2021	58	55	63	77	52	




Debt to equity	
2025	2024	2023	2022	2021	0.67	0.66	0.69	0.82	1.01	



Interest Coverage	
2025	2024	2023	2022	2021	12.88	20.22	56.99	71.5	17.579999999999998	


CASH FLOW

Operating cash flow ratio	
2025	2024	2023	2022	2021	0.46	0.52	0.46	0.55000000000000004	0.57999999999999996	Cash flow margin ratio	
2025	2024	2023	2022	2021	0.16	0.15	0.14000000000000001	0.18	0.21	




Revenue	
2025	2024	2023	2022	2021	94827	97690	96773	81462	53823	
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