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[bookmark: _heading=h.6htbt57rnhaf]Introduction
The electric vehicle (EV) sector on a global scale has experienced an impressive development within the past few years owing to increasing awareness of environmental issues, government policies, and advancements in battery technology. Numerous established car producers are moving towards electric mobility, which adds more competition and innovation in the market. One such company is Tesla, Inc., which is a top company in the industry and has a strong brand and innovation in electric vehicles and energy solutions. Tesla was established in 2003, and it has recorded tremendous revenue and market valuation growth, but it has not gone without financial turns and operating difficulties. This report will set out to discuss the financial performance of Tesla in the last five years and determine its strengths and weaknesses. It also analyses the financial strength of the company and the working capital management of the company with the help of ratio analysis and suggests the strategic financial restructuring. Besides this, the report evaluates three investment projects, based on such methods of capital budgeting as NPV, IRR and Payback Period.

[bookmark: _heading=h.25qmocjvzc3]Main body
[bookmark: _heading=h.1sd54t6pul9v]1. Financial Health Check
[bookmark: _heading=h.ptyudl9dixf1]1.1 Overview of Financial Performance
Tesla Inc. has been experiencing a high rate of revenue growth in the last five years, which indicates the growing popularity of electric vehicles across the world and the development of new markets. The growth in revenue was through the rise of the number of vehicles delivered, augmented production capacity and the increase of energy storage and services. Profitability has, however, been fluctuating throughout the period. Economies of scale and efficiency of cost have led to an increase in gross profit, but the margins have felt pressure in recent years as prices have gone down and production costs have increased (Weber, 2023). Overall net profit also rose, and this is a sign of good long-term performance, but short-term volatility was witnessed because of investments and pricing strategies.

[bookmark: _heading=h.reqtofc4utbi]1.2 Ratio Analysis
[bookmark: _heading=h.n121vailtk3v]1.2.1 Profitability Ratios
Gross Profit Margin
	Gross Profit Margin

	Particulars
	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
	17,100

	Gross Profit Margin (%) = (Gross Profit / Revenue) * 100
	21.02%
	25.28%
	25.60%
	18.25%
	17.50%



Operating Profit Margin
	Operating Profit Margin

	Particulars
	2020
	2021
	2022
	2023
	2024

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

	Operating Profit (EBIT)
	1,994
	6,523
	13,656
	8,891
	7,076

	Operating Profit Margin (%) = (EBIT / Revenue) * 100
	6.32%
	12.12%
	16.76%
	9.19%
	7.24%



Net Profit Margin
	Net Profit Margin

	Particulars
	2020
	2021
	2022
	2023
	2024

	Net Income
	721
	5,519
	12,556
	14,997
	13,900

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

	Net Profit Margin (%) = (Net Income / Revenue) * 100
	2.29%
	10.25%
	15.41%
	15.50%
	14.23%



Return on Capital Employed (ROCE)
	Return on Capital Employed (ROCE)

	Particulars
	2020
	2021
	2022
	2023
	2024

	EBIT
	1,994
	6,523
	13,656
	8,891
	7,076

	Capital Employed
	36,000
	62,000
	95,000
	110,000
	115,000

	ROCE (%) = (EBIT / Capital Employed) * 100
	5.54%
	10.52%
	14.37%
	8.08%
	6.15%



[bookmark: _heading=h.iz8cvlfk9uz9]1.2.2 Liquidity Ratios
Current Ratio
	Current Ratio

	Particulars
	2020
	2021
	2022
	2023
	2024

	Current Assets
	26,717
	30,489
	40,917
	49,616
	52,000

	Current Liabilities
	14,248
	22,121
	26,709
	28,748
	28,900

	Current Ratio = CA / CL
	1.88
	1.38
	1.53
	1.73
	1.80



Quick Ratio
	Quick Ratio

	Particulars
	2020
	2021
	2022
	2023
	2024

	Quick Assets
	22,600
	23,900
	33,000
	40,800
	43,300

	Current Liabilities
	14,248
	22,121
	26,709
	28,748
	28,900

	Quick Ratio = QA / CL
	1.59
	1.08
	1.24
	1.42
	1.50



[bookmark: _heading=h.zeqvzrd0tp3n]1.2.3 Efficiency Ratios
Inventory Turnover
	Inventory Turnover

	Particulars
	2020
	2021
	2022
	2023
	2024

	Cost of Sales
	24,906
	40,217
	60,609
	79,113
	80,590

	Inventory
	4,101
	6,780
	10,327
	14,200
	15,500

	Inventory Turnover = COS / Inventory
	6.07
	5.93
	5.87
	5.57
	5.20



Receivables Days
	Receivables Days

	Particulars
	2020
	2021
	2022
	2023
	2024

	Receivables
	1,886
	2,400
	2,900
	3,200
	3,300

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

	Receivables Days = (Receivables / Revenue) * 365
	22
	16
	13
	12
	12



Payables Days
	Payables Days

	Particulars
	2020
	2021
	2022
	2023
	2024

	Payables
	10,000
	13,500
	18,000
	21,000
	22,500

	Cost of Sales
	24,906
	40,217
	60,609
	79,113
	80,590

	Payables Days = (Payables / COS) * 365
	147
	123
	108
	97
	102



[bookmark: _heading=h.5npu3ff7n6yr]1.2.4 Gearing Ratios
Debt-to-Equity
	Debt-to-Equity Ratio

	Particulars
	2020
	2021
	2022
	2023
	2024

	Total Debt
	13,300
	10,600
	5,800
	3,800
	3,200

	Shareholders’ Equity
	22,200
	30,200
	44,700
	62,000
	68,000

	Debt-to-Equity = Debt / Equity
	0.60
	0.35
	0.13
	0.06
	0.05



Debt Ratio
	Debt Ratio

	Particulars
	2020
	2021
	2022
	2023
	2024

	Total Debt
	13,300
	10,600
	5,800
	3,800
	3,200

	Total Assets
	52,000
	62,000
	82,000
	106,000
	110,000

	Debt Ratio = Debt / Assets
	0.26
	0.17
	0.07
	0.04
	0.03



Interest Coverage
	Interest Coverage Ratio

	Particulars
	2020
	2021
	2022
	2023
	2024

	EBIT
	1,994
	6,523
	13,656
	8,891
	7,076

	Interest Expense
	800
	800
	740
	620
	550

	Interest Coverage = EBIT / Interest
	2.49
	8.15
	18.45
	14.34
	12.87




[bookmark: _heading=h.bibl6b3fai3l]1.2.5 Investment Ratios
EPS
	Earnings Per Share (EPS)

	Particulars
	2020
	2021
	2022
	2023
	2024

	Net Income
	721
	5,519
	12,556
	14,997
	13,900

	Shares Outstanding (millions)
	1,000
	1,050
	3,500
	3,600
	3,650

	EPS = Net Income / Shares
	0.72
	5.26
	3.59
	4.17
	3.81



P/E Ratio
	P/E Ratio

	Particulars
	2020
	2021
	2022
	2023
	2024

	Market Price ($)
	700
	1,100
	220
	250
	260

	EPS
	0.72
	5.26
	3.59
	4.17
	3.81

	P/E Ratio = Price / EPS
	972.22
	209.13
	61.28
	59.95
	68.24



[bookmark: _heading=h.insqg7z9grsf]1.2.6 Cash Flow Analysis
Operating cash flow trends
	Operating Cash Flow

	Particulars ($M)
	2020
	2021
	2022
	2023
	2024

	Operating Cash Flow
	5,943
	11,497
	14,724
	13,256
	12,800



Free cash flow
	Free Cash Flow

	Particulars ($M)
	2020
	2021
	2022
	2023
	2024

	Operating Cash Flow
	5,943
	11,497
	14,724
	13,256
	12,800

	Capital Expenditure
	3,200
	6,500
	7,100
	8,800
	9,000

	Free Cash Flow
	2,743
	4,997
	7,624
	4,456
	3,800



Overall summary
The financial growth of Tesla, Inc. is high in the five years, with great improvement in revenue and profitability to 2022 due to additional production and economies of scale (Huang, 2023). Nevertheless, in the recent past, the margins have been deteriorating because of pricing strategies and cost increases. Liquidity is steady, and this means that the company can fulfil its short-term liabilities. There has been an increased efficiency in the management of receivables, but there is a slight decrease in inventory turnover. Gearing is also lower, and financial risk is minimised, as well as the capital structure is improved.

[bookmark: _heading=h.b8n9ep19hqc6]1.3 Key Findings
Strengths
Tesla's revenue has increased significantly over the past five years as the number of individuals demanding electric vehicles to buy continues to go up, and with globalisation. High profitability of the company was recorded in 2021 and 2022 due to improvement in the production efficiency and realisation of economies of scale. It has a stable liquidity position with current and quick ratios higher than 1, which shows that it can pay its short-term obligations. Tesla has also minimised its debts massively, which boosted its gearing status and minimised financial risk (Thulin, 2024).
Weaknesses
Over the past years, Tesla has suffered because of diminishing profit margins, as a result of aggressive prices and escalating production costs. This means pressure on profit even as revenue is growing. The inventory turnover decreased a bit, indicating a lack of efficient handling of inventory in terms of managing stocks. Liquidity is stable, but the company is very dependent on the continuous cash flow to finance its activities and growth. High capital spending has reduced the free cash flow and, therefore, might curtail the short-term financial flexibility (Guizani, 2021). 
Risks
Tesla is experiencing mounting competition with international automotive companies like BYD and Volkswagen joining the EV market, and all the conventional car companies entering the market. Price discounts and reduced profit margins may result because of this competition (Abid, 2022). Increased cost of raw materials, particularly the costs of batteries, impose cost pressures and affect the profitability of the company because of the globalisation process.
[bookmark: _heading=h.fqrjsh3c55u5]2. Working Capital Management Analysis
[bookmark: _heading=h.e12znw1ikydk]2.1 Cash Operating Cycle
	Cash Operating Cycle Calculation

	Particulars
	2020
	2021
	2022
	2023
	2024

	Inventory Days
	60
	62
	61
	67
	70

	Receivables Days
	22
	16
	13
	12
	12

	Payables Days
	146
	122
	108
	97
	102

	Cash Operating Cycle (Days)
	-64
	-44
	-34
	-18
	-20


The cash operating cycle of Tesla, Inc. is negative over the five years, which is a sign that it was very efficient in terms of working capital (Thomas, 2023). The negative cycle indicates that Tesla will be paid by customers and suppliers will not be paid, which enhances the liquidity. The cycle indicates a decreasing trend whereby the negative cycle was at -64 days in 2020 and will be approximately at -20 days in 2024. This implies a slow decline in productivity. The growth in the number of inventory days and the decline in payables days are some of the main causes of this change.
[bookmark: _heading=h.7oxwc47aq3h2]2.2 Analysis of Current Working Capital
Working capital position
Tesla has a high working capital position (Nobanee, 2021). The periodical current and quick ratios are above 1. This indicates that the company is able to pay the short-term requirements without any problems. Negative cash operating cycle enhances the availability of cash.
Liquidity issues
Tesla is not experiencing significant liquidity challenges. It is producing high operating cash flows annually. Nonetheless, there is a diminishing free cash flow with increment of capital expenditure. Quick payment of the suppliers also decreases liquidity benefits (Wang, 2025).
Overtrading or idle cash
There is not much indication of Tesla overtrading (Qu, 2022). The company controls sales growth in an effective manner. Nevertheless, increasing inventory is an indication of some inefficiency. This could refer to overstocking. 
[bookmark: _heading=h.bir22d7w05st]2.3 Recommendations for Improvement
Inventory management (JIT, automation)
The Tesla company will need to enhance inventory management through Just-in-Time (JIT) and high levels of automation (Khalil, 2025). This will lower holding costs and excess inventory. The improved demand forecasting will be able to match sales with production. 
Receivables management (credit policies)
Tesla ought to have stringent credit policies to have customers pay in a short time (Le, 2021). Efficiency can be enhanced through digital payment systems and automated invoicing. Discounting the payments received early can help to get faster payments.
Payables management (negotiation strategies)
Tesla needs to negotiate with suppliers to have superior credit terms in order to extend their payment terms (Ma, 2021). This will enhance the cash flow and have a negative cash cycle. Negotiations require building strong supplier relationships.
[bookmark: _heading=h.cgu5icf5lw3]2.4 Financing Options
[bookmark: _heading=h.jwc501971ze6]Short-Term Financing
Bank overdrafts
Bank overdrafts can offer short-term financing for Tesla. They enable the firm to withdraw over and above the balance in its accounts when they are required. This assists in dealing with a short-term cash crunch.
Trade credit
The trade credit will enable Tesla to pay its suppliers late within a short time. This enhances the cash flow and the day-to-day operations. It is a cheap way of financing because it is not often associated with interest.
Commercial paper
Commercial paper is a short-term and unsecured form of borrowing that is used by large corporations like Tesla. It assists in raising funds within a short time at minimal interest rates, rather than bank loans. It is appropriate in the management of working capital requirements.
[bookmark: _heading=h.10bbdb4slgd]Long-Term Financing
Equity
Equity financing is a means through which Tesla can raise money by issuing shares. It is not payable at a fixed interest rate or at all. This reduces financial risk. It also enhances the capital structure. Nevertheless, its application can water down the ownership of current shareholders.
Long-term debt
The debt that is long term gives Tesla access to huge expansion and investment financing. It is less expensive than equity because of tax advantages on interest. It does not dilute ownership. It, however, adds to financial risk.

[bookmark: _heading=h.kjqkwbv3v2y]3. Strategic Financial Restructuring Plan
[bookmark: _heading=h.ro8za9iw3hjk]3.1 Need for Restructuring
According to the financial analysis of Tesla, Inc., strategic financial restructuring is evidently necessary (Helmold, 2020). Despite the high revenue growth and low leverage rates of the company, there has been a decline in the profitability margins over the past number of years. This can be largely attributed to aggressive pricing, increased cost of production and competition. Weaknesses in working capital efficiency have also been created by inventory inefficiencies and low payables advantage. Moreover, negative growth in free cash flow as a result of high capital spending puts pressure on short-term financial flexibility.

[bookmark: _heading=h.ai1gncuocrju]3.2 Restructuring Options
[bookmark: _heading=h.huepqhw9iloo]Option 1: Divestiture
Divestiture entails the sale of non-core assets or non-performing business lines. Tesla can sell off unprofitable operations or unnecessary investments to become more efficient (Qadir, 2025). This will assist in minimising expenses and the release of cash to meet the main activities of EV manufacturing and innovation. It is also capable of enhancing profitability and profit on capital. Divestiture enables the management to concentrate on areas that are experiencing high growth. Nevertheless, it can decrease diversification and the future sources of revenue. Thus, Tesla needs to assess the assets to be sold carefully.
[bookmark: _heading=h.7gaz17swcch]Option 2: Equity Injection
Equity injection entails raising capital through new share issuances to investors (Xiong, 2023). This option can enable Tesla to fund the growth, research, and new technologies. It minimises debt financing and minimises financial risk. This enhances the capital structure of the company and financial stability. It is, however, in the issuing of new shares that existing shareholders may be diluted, and the earnings per share diminish. It can also impact investor confidence in the event that it is not handled in the right way. Equity financing should be employed by Tesla in case the market conditions are favourable.
[bookmark: _heading=h.a2a0eik2p5sv]Option 3: Merger/Acquisition
Merger or acquisition allows Tesla to grow through strategic alliances with other companies. It can help Tesla gain access to new technologies, markets, and resources. This strategy can improve competitive advantage and increase market share. It can also develop cost synergies and efficiencies. Mergers and acquisitions are, however, expensive and risky to integrate. There can be cultural differences and conflicts between management. Tesla has to assess possible partners carefully so as to fit strategically (Abdelazim, 2022).

[bookmark: _heading=h.k9194keokkx2]3.3 Impact Evaluation
Shareholder value
Shareholder value to Tesla can be enhanced through financial restructuring. Divestiture strategies and mergers are some of the strategies that can enhance profitability and efficiency (Brahmana, 2021). The increased returns could be in the improved returns to the shareholders. Long-term growth can be financed by the use of equity, and this could raise share prices. Nonetheless, the issuance of new shares can dilute shares and decrease the earnings per share. This can create an adverse response by investors in case the returns are negative. As such, Tesla has to juggle between growth and shareholders. Restructuring will also lead to better investor confidence and long-term value.
Debt structure
Tesla's debt structure can be improved greatly by restructuring it (Castro, 2022). The debt levels are already at a low level, which lowers the financial risk of the company. Reliance on borrowing can also be minimised through equity financing. This enhances the debt equity ratio and consolidates the balance sheet. Nonetheless, too much debt to spur growth may exert financial strain. The payment of interest can have an impact on the cash flow and profitability. Tesla is expected to have the optimal debt-to-equity balance. The effective debt structure makes the company financially stable, and it facilitates growth.
Financial flexibility
Financial flexibility is the capability of Tesla to adapt to change and invest in emerging opportunities. High debt and cash flow are the strengths that enhance flexibility. Equity injection and divestiture are strategies to restructure a company that would augment available funds. This enables Tesla to make an investment in innovation and growth. Yet, large capital investment can lead to flexibility in the short run. Inadequate cash flow (free) may hamper fast decision-making. Tesla will have to control expenditures and cash reserves (Li, 2025).

[bookmark: _heading=h.58wihtv1zu33]3.4 International Considerations
Exchange rate risk
The Tesla Company has several foreign markets and receives income in various currencies (Zhu, 2022). The fluctuations in the exchange rate may have a great influence on revenue and costs. A good US dollar can minimize international sales, which are converted back into dollars. Simultaneously, volatility of currencies might lead to a rise in the price of imported raw materials and components. This brings confusion in the financial performance and the profit margin. Global operations also expose Tesla to both the risk of transactions and the risk of translations. To deal with this, the firm may employ the hedging methods that include forward contracts and currency swaps.
Global expansion
Tesla is spreading at a high rate to other international markets like China and Europe, and other developing economies (Lei, 2025). Such growth opens up more revenue-generating opportunities, and it enhances market presence. It also assists the company in diversification of its source of income and to avoid overreliance on a market. Nonetheless, international growth entails excessive capital expenditure in plants, technology and infrastructure. It is also the duty of Tesla to contend with varying rules, political climates, and consumer tastes in every area. These may cause operational complexity and risk. Market share may also be impacted by local competition as well.
Tax implications
Tesla is based in various countries, which have varying tax laws and regulations. Novelty related to taxation, i.e., the corporate taxation rates or the electric vehicle incentives, may directly influence the profitability. The international business establishes complicated taxation frameworks, such as intra-company pricing and international transactions (Ermilova, 2020). To prevent legal fines and reputational losses, Tesla should make sure that all the tax laws are adhered to. Meanwhile, proper tax planning may allow for savings on taxes and enhance financial efficiency. In certain countries, the company is able to enjoy tax incentives on sustainable energy and electric cars.
[bookmark: _heading=h.tr7gs9r9lx6s]3.5 Ethical Considerations
Corporate Social Responsibility (CSR)
Tesla is interested in corporate social responsibility, which involves clean energy and carbon emission reduction. Its fundamental trade promotes the sustainability of the environment through electric cars and renewable energy. Another area where the company spends money is innovation to enhance energy efficiency. Nevertheless, Tesla is being criticised in terms of labour policies and working conditions. These issues should be addressed to preserve its ethical image. The company has to take care of the employees and provide safe working conditions (Asad, 2023). It is also necessary to be transparent in reporting the CSR activities. Good CSR activities can enhance the reputation of the brand and establish trust between the stakeholders.
Sustainability in EV production
Tesla is geared towards the objective of making EVs a more sustainable production process by lessening the environmental impact. It concentrates on battery technology and energy conservation. The company takes renewable energy in manufacturing facilities where feasible. Nevertheless, EV manufacturing remains a problematic issue in terms of environmental issues, particularly with battery production. Of concern are high energy consumption and the generation of waste. Tesla should also keep on enhancing the recycling operations and minimising emissions in the supply chain (Ilić, 2024). Environmental impact can be reduced by sustainable production practices and increased long-term viability.
Ethical sourcing
Some of the raw materials Tesla uses in the production of batteries include lithium, cobalt and nickel. These materials are ethically sourced so as to prevent environmental and social damage. There are certain mining processes which are associated with unfavourable labour practices and environmental degradation. Tesla should also make sure that its suppliers act in an ethical and sustainable manner (Ren, 2025). This involves responsible sourcing, fair labour practices and minimised environmental impact. The company must make regular supply chain audits and ensure transparency. Brand trust and reputational risk can be enhanced and decreased through ethical sourcing. 
[bookmark: _heading=h.8rvumec2j78]4. Investment Appraisal & Capital Budgeting
[bookmark: _heading=h.6um2gpl95iea]4.1 Project Evaluation Methods
[bookmark: _heading=h.dpzm6wls5sab]Payback Period (PBP)
Payback Period is the duration of time needed to pay off the initial investment by using cash inflows. It is concerned with risk and liquidity. The smaller the payback period, the better, because it implies faster payback.
[bookmark: _heading=h.z1wwm6knanfx]Accounting Rate of Return (ARR)
Accounting Rate of Return is used to measure the profit percentage that an investment earns on average on the initial investment. It employs accounting profits and not cash flows. A higher ARR is preferred. 
[bookmark: _heading=h.rxpjhdw37nwn]Net Present Value (NPV)
Net Present Value compares the value of the cash inflows at present and the initial investment. It takes into consideration the time value of money. When NPV is positive, it shows that an investment is profitable. 
[bookmark: _heading=h.c55ynrucya9a]Profitability Index (PI)
Profitability Index is the relation of the cash inflows of the present value to the investment. When the value exceeds 1, it means that the project is acceptable. It takes into account the time value of money.
[bookmark: _heading=h.wyu8bcic5rrf]Internal Rate of Return (IRR)
The discount level or rate to zero net present value of a project is known as the internal rate of return. It is the anticipated rate of investment. When the IRR is higher than the required rate, then the project will be accepted.

[bookmark: _heading=h.urpvknekt8v3]4.2 Calculation of Projects
[bookmark: _heading=h.f24ckxc9qbie]Project A
Payback Period (PBP)
	Project A – Payback Period

	Year
	Cash Flow (£)
	Cumulative (£)

	1
	10,000,000
	10,000,000

	2
	12,000,000
	22,000,000

	3
	14,000,000
	36,000,000

	4
	10,000,000
	46,000,000

	5
	8,000,000
	54,000,000

	Remaining after Year 4
	4,000,000

	Fraction of Year 5
	0.5

	Payback Period
	4.5 years



Accounting Rate of Return (ARR)
	Project A

	Particulars
	Amount (£)

	Total Cash Inflow
	54,000,000

	Initial Investment
	50,000,000

	Total Profit
	4,000,000

	Average Annual Profit
	800,000

	ARR (%) = (Average Profit / Initial Investment) * 100
	1.60%



Net Present Value (NPV)
	Project A

	Year
	Net cash flow
	10%. discounting rate
	Present Value

	1
	£10,000,000
	0.909
	£9,090,000

	2
	£12,000,000
	0.826
	£9,912,000

	3
	£14,000,000
	0.751
	£10,514,000

	4
	£10,000,000
	0.683
	£6,830,000

	5
	£8,000,000
	0.620
	£4,960,000

	Owners Capital
	£50,000,000

	Total PV
	£41,306,000

	Net Present Value
	-£8,694,000



Profitability Index (PI)
	Project A

	Year
	Net cash flow
	10%. discounting rate
	Present Value

	1
	£10,000,000
	0.909
	£9,090,000

	2
	£12,000,000
	0.826
	£9,912,000

	3
	£14,000,000
	0.751
	£10,514,000

	4
	£10,000,000
	0.683
	£6,830,000

	5
	£8,000,000
	0.620
	£4,960,000

	Owners Capital
	£40,000,000

	Initial Investment
	£41,306,000

	Profitability Index
	£1



Internal Rate of Return (IRR)
	Project A

	Year
	Net cash flow

	Owners Capital
	-£40,000,000

	1
	£10,000,000

	2
	£12,000,000

	3
	£14,000,000

	4
	£10,000,000

	5
	£8,000,000

	IRR
	6%



[bookmark: _heading=h.2pqfpk6u6h53]Project B
Payback Period (PBP)
	Project B – Payback Period

	Year
	Cash Flow (£)
	Cumulative (£)

	1
	11,000,000
	11,000,000

	2
	11,000,000
	22,000,000

	3
	11,000,000
	33,000,000

	4
	11,000,000
	44,000,000

	5
	11,000,000
	55,000,000

	Remaining after Year 4
	6,000,000

	Fraction of Year 5
	0.55

	Payback Period
	4.55 years



Accounting Rate of Return (ARR)
	Project B

	Particulars
	Amount (£)

	Total Cash Inflow
	55,000,000

	Initial Investment
	50,000,000

	Total Profit
	5,000,000

	Average Annual Profit
	1,000,000

	ARR (%) = (Average Profit / Initial Investment) * 100
	2.00%



Net Present Value (NPV)
	Project B

	Year
	Net cash flow
	10%. discounting rate
	Present Value

	1
	£11,000,000
	0.909
	£9,999,000

	2
	£11,000,000
	0.826
	£9,086,000

	3
	£11,000,000
	0.751
	£8,261,000

	4
	£11,000,000
	0.683
	£7,513,000

	5
	£11,000,000
	0.620
	£6,820,000

	Owners Capital (d)
	£50,000,000

	Total PV
	£41,679,000

	Net Present Value (c-d)
	-£8,321,000



Profitability Index (PI)
	Project B

	Year
	Net cash flow
	10%. discounting rate
	Present Value

	1
	£11,000,000
	0.909
	£9,999,000

	2
	£11,000,000
	0.826
	£9,086,000

	3
	£11,000,000
	0.751
	£8,261,000

	4
	£11,000,000
	0.683
	£7,513,000

	5
	£11,000,000
	0.620
	£6,820,000

	Owners Capital
	£30,000,000

	Initial Investment
	£41,679,000

	Profitability Index
	£1



Internal Rate of Return (IRR)
	Project B

	Year
	Net cash flow

	Owners Capital
	-£30,000,000

	1
	£11,000,000

	2
	£11,000,000

	3
	£11,000,000

	4
	£11,000,000

	5
	£11,000,000

	IRR
	17%



[bookmark: _heading=h.lm98jjsv3dqr]Project C
Payback Period (PBP)
	Project C – Payback Period

	Year
	Cash Flow (£)
	Cumulative (£)

	1
	5,000,000
	5,000,000

	2
	10,000,000
	15,000,000

	3
	20,000,000
	35,000,000

	4
	25,000,000
	60,000,000

	Remaining after Year 3
	15,000,000

	Fraction of Year 4
	0.6

	Payback Period
	3.6 years



Accounting Rate of Return (ARR)
	Project C

	Particulars
	Amount (£)

	Total Cash Inflow
	65,000,000

	Initial Investment
	50,000,000

	Total Profit
	15,000,000

	Average Annual Profit
	3,000,000

	ARR (%) = (Average Profit / Initial Investment) * 100
	6.0%



Net Present Value (NPV)
	Project C

	Year
	Net cash flow
	10%. discounting rate
	Present Value

	1
	£5,000,000
	0.909
	£4,545,000

	2
	£10,000,000
	0.826
	£8,260,000

	3
	£20,000,000
	0.751
	£15,020,000

	4
	£25,000,000
	0.683
	£17,075,000

	5
	£5,000,000
	0.620
	£3,100,000

	Owners Capital (d)
	£50,000,000

	Total PV
	£48,000,000

	Net Present Value (c-d)
	-£2,000,000



Profitability Index (PI)
	Project C

	Year
	Net cash flow
	10%. discounting rate
	Present Value

	1
	£5,000,000
	0.909
	£4,545,000

	2
	£10,000,000
	0.826
	£8,260,000

	3
	£20,000,000
	0.751
	£15,020,000

	4
	£25,000,000
	0.683
	£17,075,000

	5
	£5,000,000
	0.620
	£3,100,000

	Owners Capital
	£50,000,000

	Initial Investment
	£48,000,000

	Profitability Index
	£1



Internal Rate of Return (IRR)
	Project C

	Year
	Net cash flow

	Owners Capital
	-£50,000,000

	1
	£5,000,000

	2
	£10,000,000

	3
	£20,000,000

	4
	£25,000,000

	5
	£5,000,000

	IRR
	6%


[bookmark: _heading=h.4hdfofl8osen]
[bookmark: _heading=h.cs4jnvb19a2s]4.3 Comparison of Projects
The three projects demonstrate various financial results regarding investment appraisal techniques (Kaoma, 2025). Project C is most profitable, and with the least payback period, it will be very profitable with a rapid payback period. Project B has a steady cash flow trend and average returns, yet the payback period is marginally longer. Project A is the least attractive and the least quick to recover. All the projects have negative values in terms of NPV, though Project C has the smallest negative NPV, which means a relatively high level of performance. In general, Project C is superior in most of the evaluation techniques. As such, it is the most suitable project of the three alternatives.
[bookmark: _heading=h.vbey3934oym2]4.4 Recommendation
Project C should be the recommended best investment choice. It has the best profitability in terms of ARR and the shortest payback period, which enhances liquidity. High capital expenditure is a critical concern to Tesla, Inc. because it has high cash flow and its recovery is fast. Project C is somewhat negative in NPV, but it is better in comparison with the others. Risk-wise, increased speed of returns will minimise market risk and demand variability. The Tesla company is in a very competitive and dynamic industry, and thus, its flexibility is relevant (Lang, 2021). Hence, Project C is contributing to long-term growth and sustainability as it is in line with the financial performance and risk management goals.
[bookmark: _heading=h.qg64cq8wxjgn]4.5 Capital Rationing Decision
	Capital Rationing Decision (Budget = £100 million)

	Combination
	Project Cost (£)
	NPV Project 1 (£)
	NPV Project 2 (£)
	Total NPV (£)
	Ranking

	A + B
	100,000,000
	-8,694,000
	-8,321,000
	-17,015,000
	Lowest

	A + C
	100,000,000
	-8,694,000
	-2,000,000
	-10,694,000
	Medium

	B + C
	100,000,000
	-8,321,000
	-2,000,000
	-10,321,000
	Highest (Best)



Combination B + C is the most appropriate because it has the most positive (or least negative) NPV of all combinations. Even though the combinations with negative NPVs are all, B + C is the lowest loss. Thus, in capital rationing, such a combination is the most economically efficient and desirable investment decision (Czubak, 2024).
[bookmark: _heading=h.79heuwoffa4t]Conclusion
Tesla, Inc. analysis indicates that the company has experienced a high growth in revenue in the last five years due to the growth in demand and international expansion. The profitability was good until 2022, and the past few years have seen it drop as a result of pricing policies and cost increases. Liquidity is stable, and the company has a good working cash position with a negative cash operating cycle. There has, however, been a slight reduction in efficiency because of increased inventory and lower payables advantage. The financial reorganizational approach implies Tesla needs to concentrate on cost management, operational effectiveness, and selective investment approaches. Project C is individually the most attractive in the list of investment alternatives because it has greater returns and a shorter payback. The Projects B and C are both suggested under capital rationing because of their maximised total NPV. As a CFO, the recommendations that Tesla can make are sustainable growth, financial flexibility, and addressing competition, costs, and global-related risks.
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[bookmark: _heading=h.gu0tz9zuhqc]Appendix
· Current Ratio = CA / CL
· Quick Ratio = QA / CL
· Inventory Turnover = COS / Inventory
· Receivables Days = (Receivables / Revenue) * 365
· Payables Days = (Payables / COS) * 365
· Debt-to-Equity = Debt / Equity
· Debt Ratio = Debt / Assets
· Interest Coverage = EBIT / Interest
· EPS = Net Income / Shares
· P/E Ratio = Price / EPS
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