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[bookmark: _Toc227840264]1. Introduction
[bookmark: _6yth3uesr60u][bookmark: _Toc227840265]1.1 Company Background
Tesla, Inc. is a major manufacturer of electric vehicles (EV) internationally based in the United States and focuses on battery electric cars, energy storage, and mobility technologies powered by artificial intelligence. The company has become a leader in the EV market, having obtained a substantial increase in the number of vehicles manufactured, as well as international market share. Over the past few years, Tesla has been able to sustain a high level of revenue, with a revenue of about 94.8 billion in 2025, but this was a slight decrease because of the pricing pressures and the growing competition in the EV market (Macrotrends, 2024). In spite of these challenges, Tesla still has continued to diversify its business model beyond the automotive production into the energy storage and autonomous technologies, which are likely to spearhead the growth in future. But recent financial statements and industry news show a downward trend in automotive margins and rising operational expenses, which signify the arising financial difficulties (Sriram, 2026).
[bookmark: _x8hrc7mut0eh][bookmark: _Toc227840266]1.2 Purpose of the Report
This report is aimed at critically assessing the financial performance of Tesla in the last five years and determining the financial health of the company. The analysis will determine the main strengths, weaknesses and risks that are impacting the financial position of the company. Moreover, the report aims to offer strategic financial advice as Chief Financial Officer (CFO) that would enhance the financial health, efficiency, and long-term value-creating.
[bookmark: _fgbqw2wnakhz][bookmark: _Toc227840267]1.3 Scope of Analysis
This report is based on four areas, namely financial performance analysis through ratio evaluation, working capital management, strategic financial restructuring and investment appraisal. The financial statements of Tesla are analysed, backed by the academic and industry resources to provide a comprehensive and evidence-based analysis.
[bookmark: _4auqgo36r5dv][bookmark: _Toc227840268]2. Financial Health Check of Tesla
[bookmark: _i1aqjek2uod8][bookmark: _Toc227840269]2.1 Overview of Tesla’s Five-Year Financial Performance
The financial performance of Tesla over the span of the period depicted a high growth and a significant decline in the past years. The firm recorded the greatest momentum in the middle of the period after which the profitability and returns started to decline. Although liquidity has been improving consistently, which means a greater financial stability over short-term, operational efficiency decreased because of slower cash collection and flexibility in payment management. In general, the company has a mixed financial position, with good liquidity and declining profitability and efficiency, indicating growing financial and operational pressures in the later years.
[bookmark: _cg00d5e6bp6g][bookmark: _Toc227840270]2.2 Profitability Ratio Analysis
[image: ]
Figure 1: Tesla Profitability Ratios (Gross, Operating and Net Profit Margin) Trend (2021-2025)
(Tesla, 2020; Tesla, 2022; Tesla, 2023; Tesla, 2025)
The profitability of Tesla shows that it has achieved a high profitability in 2022 and then a steady decrease in the following years. Gross profit margin increased slightly from 0.25 in 2021 to 0.26 in 2022, which was an indicator of efficiency in the cost but declined to 0.18 from 2023 onwards, which was an indicator of increased cost and loss of price power. 
[image: ]
Figure 2: Tesla Return on Assets (ROA) and Return on Equity (ROE) Trend (2021-2025)
(Tesla, 2020; Tesla, 2022; Tesla, 2023; Tesla, 2025)
In a similar manner, operating profit margin rose from 0.12 in 2021 to 0.17 in 2022 before falling sharply to 0.05 in 2025, implying that operating expenses were increasing compared to the revenues. A similar trend is observed in net profit margin that reached its highest point of 0.15 and went down at a declined to 0.04. The ratios of returns were also weakened, as both ROA and ROE rose in 2022 and then declined thereafter. All these trends in general point to decreased profitability due to increased costs, competition, and decreased operational efficiency as time goes on.
[bookmark: _bau0c61gk3fp][bookmark: _Toc227840271]2.3 Liquidity Ratio Analysis
[image: ]
Figure 3: Tesla Liquidity Ratios (Current, Quick and Operating Cash Flow Ratio) Trend (2021-2025)
(Tesla, 2020; Tesla, 2022; Tesla, 2023; Tesla, 2025)
Over the five years, the liquidity position of Tesla has been steadily increasing, which is the sign of stronger short-term financial stability. The current ratio increased from 1.38 in 2021 to 1.53 in 2022, 1.73 in 2023, 2.02 in 2024, and reached 2.16 in 2025. This means that Tesla has enhanced its short-term liquidity position of meeting short term obligations through current assets. The quick ratio shows a similar upward trend, moving from 1.00 in 2021 to 0.94 in 2022, before increasing to 1.13 in 2023, 1.42 in 2024, and 1.53 in 2025.  This implies that Tesla has a better liquid position in terms of its assets, and will not have to depend heavily on inventory to settle its obligations. Nevertheless, the operating cash flow ratio is comparatively low and volatile, declining from 0.58 in 2021 to 0.55 in 2022, further to 0.46 in 2023, slightly improving to 0.52 in 2024, and falling again to 0.46 in 2025. This means that although Tesla has high balance sheet liquidity, the cash generated by its operations in comparison to its liabilities is restricted. Altogether, Tesla shows good liquidity according to current and quick ratios, but the poorer performance on operating cash flow indicates that there are cash management inefficiencies.
[bookmark: _nb2jc0duvzjt][bookmark: _Toc227840272]2.4 Efficiency Ratio Analysis
[image: ]
Figure 4: Tesla Efficiency Ratios (Inventory, Receivable, Payable Days and Cash Conversion Cycle) Trend (2021-2025)
(Tesla, 2020; Tesla, 2022; Tesla, 2023; Tesla, 2025)
The efficiency ratios of Tesla show that the effectiveness of its operations has weakened with time. Inventory days rose from 52.25 in 2021 to 77.32 in 2022, before improving to 54.66 in 2024 but remaining relatively high at 58.19 in 2025. Receivable days increased from 12.97 to 17.61, indicating slower customer collections. Meanwhile, the payable days declined from 90.98 to 62.78 which decreased the capability of Tesla to hold payments and cash. This caused the cash conversion cycle to change from a negative favourable position to a positive one, which means that the cash is held longer in operations. Overall, decreased productivity is reflected in weaker receivables management and decreased supplier credit benefits.
[bookmark: _dvpujmh97k9m][bookmark: _Toc227840273]2.5 Gearing Ratio Analysis
[image: ]
Figure 5: Tesla Gearing Ratios (Debt-to-Equity, Debt Ratio and Interest Coverage) Trend (2021-2025)
(Tesla, 2020; Tesla, 2022; Tesla, 2023; Tesla, 2025)
The gearing position of Tesla has been enhanced in the past, which implies that there is a decreased financial risk. The debt-to-equity ratio declined from 1.01 in 2021 to 0.82 in 2022, 0.69 in 2023, 0.66 in 2024, and stabilised at 0.67 in 2025, showing reduced reliance on debt financing. Similarly, the debt ratio decreased from 0.49 in 2021 to 0.44 in 2022, and further to 0.40 in 2023, 2024, and 2025, indicating a stronger equity base. The interest coverage ratio improved significantly from 17.58 in 2021 to 71.50 in 2022, then declined to 56.99 in 2023, 20.22 in 2024, and 12.88 in 2025. But despite being above the critical levels, the downward trend indicates that it may not be able to meet the interest cost as profitability is declining. In total, the capital structure of Tesla is rather stable, whereas the decreasing interest coverage indicates the growing financial pressure.
[bookmark: _wknc66d30hkd][bookmark: _Toc227840274]2.6 Investment Ratio Analysis
[image: ]
Figure 6: Tesla Investment Ratios (Basic EPS and P/E Ratio) Trend (2021-2025)
(Tesla, 2020; Tesla, 2022; Tesla, 2023; Tesla, 2025)
The investment ratios of Tesla indicate that the returns of investors are decreasing and the market is becoming more volatile. Basic EPS increased from 1.87 in 2021 to 4.02 in 2022, and further to 4.73 in 2023, before declining to 2.23 in 2024 and 1.18 in 2025, indicating reduced earnings available to shareholders. The P/E ratio shows extreme fluctuations, falling from 179.96 in 2021 to 96.65 in 2022, then sharply to 26.29 in 2023, before increasing again to 89.83 in 2024 and rising significantly to 399.69 in 2025. This is an indicator of greater market uncertainty and possible overvaluation compared to falling earnings. Tesla does not pay dividends showing that it has a growth-oriented reinvestment strategy, not shareholder payouts.
[bookmark: _52rbr92r830g][bookmark: _Toc227840275]2.7 Cash Flow Analysis
[image: ]
Figure 7: Tesla Cash Flow Components Trend (Operating, Investing and Financing Activities) (2021-2025)
(Tesla, 2020; Tesla, 2022; Tesla, 2023; Tesla, 2025)
Tesla’s cash flow performance shows mixed trends. Operating cash flow increased from 11,497 in 2021 to 14,724 in 2022, declined to 13,256 in 2023, then rose to 14,923 in 2024, before slightly decreasing to 14,747 in 2025. Investing cash flow remained consistently negative, with a minimum of -7,868 in 2021 to a maximum of -18,787 in 2024, indicating an intensive capital investment. The change in financing strategies is evidenced by a shift in financing cash flows whereby it was negative; -5,203 in the year 2021 and positive in the year 2024, 3,853. Cash balances were not decreasing, and short-term investments grew considerably, as they rose to 27,546 in 2025 compared to 131 in 2021, which helps to ensure liquidity.
[bookmark: _tigscn8ygrc0][bookmark: _Toc227840276]2.8 Key Strengths, Weaknesses and Threats
[bookmark: _uu1j3773k0aw]Strengths
· Good liquidity with current ratio going to 2.16.
· Lower leverage and debt ratio of 0.40.
· Large cash holdings and growing short term investments.
[bookmark: _eboamsn1ejom]Weaknesses
· Decreasing profitability (net margin decreased to 0.04)
· Falling ROE (0.28 to 0.05)
· Increasing receivable days and positive cash conversion cycle.
[bookmark: _5f6x7fvhltzq]Threats
· Increasing cost pressures lowering margins.
· Reducing investor returns (EPS has dropped to 1.18)
· Weaker interest coverage which is a sign of financial stress
[bookmark: _ncjovz51b8v2][bookmark: _Toc227840277]3. Working Capital Management Analysis
[bookmark: _wwgo80nijx4i][bookmark: _Toc227840278]3.1 Overview of Tesla’s working capital position
The current assets and current liabilities of Tesla have seen an increase between 2021 and 2025, as current assets rose from 27,100 to 68,642 and current liabilities increased from 19,705 to 31,714. As a result, net working capital grew from 7,395 to 36,928, indicating stronger liquidity; however, efficiency deteriorated because the operating cash flow to net working capital ratio fell from 1.55 to 0.40. This implies that Tesla was less efficient in transforming working capital into cash despite the improvement in liquidity. According to academic literature like that of Silva and Silva (2026), over-investment in working capital may lead to less efficiency and profitability, and that optimal and not excessive management of working capital is necessary. 
[bookmark: _t3d77mxz9uiw][bookmark: _Toc227840279]3.2 Cash operating cycle analysis
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Figure 8: Tesla Working Capital and Cash Conversion Cycle Analysis (2021-2025)
(Tesla, 2020; Tesla, 2022; Tesla, 2023; Tesla, 2025)
The receivable days rose to 17.61 in 2025 compared to 12.97 in 2021, which means that the company slows down payment collection and an increased share of cash is tied up in receivables. This trend increases further beyond 2023 and this indicates the lack of efficiency in collection. The academic literature, including Aldubhani et al. (2022), suggests that a longer period of time of the receivable might adversely affect the profitability of the organization because companies will need more time to transform the sales into cash. Operation pressure is also indicated by inventory days. Inventory holding increased significantly from 52.25 in 2021 to 77.32 in 2022, before improving to 54.66 in 2024 but rising again to 58.19 in 2025. Though there were certain improvements by the year 2022, the level of inventory is still relatively high, indicating the inefficiency in inventory management. According to literature, high inventory ratios tie up capital and drive up the carrying cost, lowering the general firm performance (Aldubhani et al., 2022). The payable days decreased to 62.78 in 2025 compared to 90.98 in 2021, indicating that Tesla is paying suppliers faster. Although this could help in improving the supplier relationships, this will weaken the capacity of the firm to hold cash over a long period of time. Trade credit is viewed as a cheap source of financing, and a downturn in its availability undermines liquidity (Zeidan and Shapir, 2017). This led the cash conversion cycle to change from -25.76 in 2021 to 13.02 in 2025, which implies a shift in favourable to inefficient positions. This implies that the working cash is retained in operations indicating a weakening working capital efficiency (Zeidan and Shapir, 2017).
[bookmark: _yd5k10oscovs][bookmark: _Toc227840280]3.3 Main working capital problems
The primary working capital issue faced by Tesla is not the lack of current assets but rather the lack of efficiency in the utilization of the current assets. First, there was an upward trend in the receivable days with sluggish collection. Second, the inventory was also high, particularly following the extreme increase in 2022. Third, the number of payable days dropped significantly, and it decreased supplier-finance assistance. Lastly, operating cash flow / NWC has dropped to 0.40, which indicates the fact that the growth of net working capital did not result in the corresponding cash generation. All these trends indicate that Tesla is balance sheet strong but operationally less efficient. That trend is consistent with the body of literature that posits that excess capital in working capital may decrease profitability and performance. (Akbar, Jiang and Akbar, 2020).
[bookmark: _5ma2nzo6k6us][bookmark: _Toc227840281]3.4 Strategies to improve liquidity
Tesla should first tighten receivables management by accelerating the billing, enhancing customer credit, and improving the close following up of the outstanding payments. Second, it ought to enhance inventory control by enhancing demand forecasting and production scheduling to avoid stock-piling. Third, Tesla ought to re-negotiate terms with suppliers where the terms are commercially viable to recover part of the lost benefit in terms of payable days. Fourth, management must control working capital with more restrictive internal goals on working capital; receivable, inventory, and payable days, as opposed to just depending on the strength of the current ratio. These reforms would reduce the CCC and release cash tied up in operations. This suggestion aligns with journal results which demonstrate that effective CCC management can enhance cash flow, profitability and firm value (Stavropoulos and Zounta, 2025).
[bookmark: _4tid0uwg13j3][bookmark: _Toc227840282]3.5 Short-term versus long-term financing options
Day-to-day working capital changes ought to be financed by short-term financing, including trade credit and short-term bank facilities, since it is temporary when compared to operating needs (Nicolas, 2021). Long term financing like long term debt or long term equity is not suitable to fund the strategic expansion and capital investment but the normal working capital requirements. As the problem with Tesla is more of efficiency than the absolute lack of liquidity, it must not over-depend on the costly long-term funding of operational issues that can be resolved internally. (Dainelli, Bet and Fabrizi, 2024)
[bookmark: _w18upbx8prqi][bookmark: _Toc227840283]3.6 Recommended working capital approach for Tesla
A balanced working capital policy that is aimed at enhancing efficiency, but not only raising liquidity, should be embraced at Tesla. A company needs to focus on keeping down the receivable days, optimizing inventory and moderately increasing payable days (Olaiya et al., 2024). Moreover, a balance between the short-term and long-term financing will provide flexibility in operations and financial stability. A more efficient cash conversion cycle will result in better liquidity, less financing requirements and overall better financial performance.
[bookmark: _v0417lx463wv][bookmark: _Toc227840284]4. Strategic Financial Restructuring Plan
[bookmark: _rp1zgewcrcue][bookmark: _Toc227840285]4.1 Why Tesla may need financial restructuring
Tesla’s financial analysis indicates a need for restructuring due to declining profitability, deteriorating return ratios, and low operational efficiency despite high liquidity. The profit margins and returns have declined over the years and the cash conversion cycle has changed to positive, indicating a decline in the efficiency of working capital. Studies have continually indicated that poor management of working capital affects profitability and performance of a firm adversely (Deloof, 2003) as well as, decreased operating cash flow as compared to net working capital indicates poor use of short-term assets. Research highlights that companies should have an optimal quantity of working capital because too much investment in current assets decreases efficiency and profitability (Afrifa and Padachi, 2016). Thus, Tesla needs to be restructured to enhance efficiency in its operations, efficiency in using capital, and resume profitability.
[bookmark: _k25sfgdsfo0y][bookmark: _Toc227840286]4.2 Option 1: Equity injection / retained earnings support
Retained earnings or new equity issuance can support equity-based restructuring and strengthen Tesla’s financial stability. The reinvestment of earnings can be done in operations, innovation and efficiency improvement without the financial risk being increased. Literature indicates that financial strength and decreased bankruptcy risk is achieved through lower leverage and higher equity bases (Myers, 1984; Modigliani and Miller, 1958). Moreover, research indicates that companies that have more equity-based financing are in a better position to deal with financial volatility and long-term expansion (Rasyid et al., 2018). But, the new equity could dilute the shareholders and will lower the share earnings in the short run. Thus, Tesla ought to focus more on retained earnings as opposed to issuing external equity where feasible.
[bookmark: _vjcwvuk855ta][bookmark: _Toc227840287]4.3 Option 2: Debt restructuring or refinancing
Another possible solution to enhance financial flexibility is debt restructuring. Refinancing of existing debts at lower interest rates or extending the periods of repayments can decrease the financial strain and enhance cash flow stability. Despite a decrease in Tesla leverage, a decrease in interest coverage means that it is less able to pay interest. As demonstrated in Saif-Alyousfi, Alsadan and Almaee (2025), companies whose profitability is decreasing need to consider debt structures keenly to prevent financial turmoil. Besides, Afrifa and Padachi (2016) argue that there should be an optimal ratio between debt and equity in order to maximise the value of a firm. Although debt restructuring can enhance short-term liquidity, over dependence on debt can result in the long-term financial risk. Hence, Tesla ought to pursue a wary refinancing strategy.
[bookmark: _u3dxlmy09oo0][bookmark: _Toc227840288]4.4 Option 3: Divestment / cost rationalisation / strategic partnerships
Cost rationalisation and strategic adjustments are crucial in operational restructuring and enhancing efficiency. By enhancing the management of the supply chain, optimisation of production processes, and removal of inefficiencies, Tesla will be able to cut costs. As noted by Handoyo et al. (2023), profitability and the performance of a firm are directly related to operational efficiency. Also, excess inventory can be minimized and receivables can be better managed to increase working capital efficiency and release cash. The financial burden can also be reduced through strategic partnerships as the investment costs and technological risk can be shared. This is especially applicable to capital intensive industries like in electric vehicles, where teamwork can increase innovation and cut capital needs. Further focus and efficiency can be enhanced through divestment of non-core operations. According to Enqvist, Graham and Nikkinen (2014), the companies that simplify their operations and concentrate on the core competencies perform better financially.
[bookmark: _2i9jt8vwrft5][bookmark: _Toc227840289]4.5 Impact on shareholder value
Financial restructuring has short-term and long-term impacts on shareholder value. Equity financing can decrease shareholder returns in the short run by diluting earnings per share (Marquardt and Wiedman, 2007). Nonetheless, in the long-term, higher efficiency, lower cost and profitability are likely to augment firm value. According to Aktas, Croci and Petmezas (2015), the management of the working capital and the restructuring of capital have a positive impact on the value of the firm and returns to shareholders. As such, the restructuring measures that will ensure operational efficiency and profitability, will increase the wealth of the shareholders in the long run.
[bookmark: _kp1glcx5em7][bookmark: _Toc227840290]4.6 Impact on debt structure and operational flexibility
The restructuring of the debt and better working capital management can be of great help in increasing the flexibility of the operations. Reduced level of debt minimizes financial risk and enhances the responsiveness of firms to changes in the market. According to Xuan, Thu and Nguyen (2025), the companies that have an effective working capital management and appropriate capital structure will be in a better position to deal with economic shocks and financial stability. Moreover, the cash conversion cycle should be improved to increase liquidity, as it will help the firms to work more efficiently without the need to finance it through external sources. This enhances flexibility in operations and sustainable development.
[bookmark: _wm0en4n5y2qp][bookmark: _Toc227840291]4.7 International and ethical considerations
Taxation: Tesla is a global company that is vulnerable to different tax laws. Effective tax planning may help to decrease the financial load and enhance profitability.
Currency risk: Variations in exchange rates may influence revenues and expenses, especially the global operations. Currency risk is a critical issue to manage in order to be financially stable.
Inflation: Inflation escalates costs of production and diminishes the profit margins. These effects need to be counteracted by an appropriate cost management strategy.
CSR and sustainability: The EV industry heavily depends on corporate social responsibility. Sustainable practices help to improve brand image and competitiveness in the long run. Zahra (2025) highlights that business practices that are ethical and sustainable add positive value to the firm value and stakeholder trust.
[bookmark: _52xs0pd44ydm][bookmark: _Toc227840292]4.8 Recommended restructuring strategy
The balanced restructuring strategy that Tesla needs to implement is centred on efficiency, but not financial leverage. Cost optimisation, working capital efficiency and selective use of retained earnings should be prioritised by the company. Minimizing receivable and inventory days, increasing the efficiency of the cash conversion cycle and having a stable capital structure will increase financial performance. Singhania and Mehta (2017) are a firm advocate of the idea that companies with optimal working capital management and balanced financing structure are more likely to be more profitable and grow better in the long-term. In general, an operational efficiency enhancement strategy, a wise approach to finances, and sustainable operations will allow Tesla to regain profitability and remain competitive over the long term.
[bookmark: _25ff6nvtskq4][bookmark: _Toc227840293]5. Investment Appraisal and Capital Budgeting
[bookmark: _vpz9fmoyqceo][bookmark: _Toc227840294]5.1 Introduction to the investment decision.
Tesla is assessing three projects, which are mutually exclusive, with a capital limit of £100 million. The initial investment in each project is £50 million with a life of five years. This analysis is meant to evaluate the financial feasibility of the projects through conventional capital budgeting methods which encompass Payback Period (PBP), Accounting rate of Return (ARR), Net Present Value (NPV), Profitability Index (PI) and Internal rate of Return (IRR). The task is to find the most appropriate project (or a combination of projects) that fits into the financial situation of Tesla, especially given its deteriorating profitability and efficiency.
[bookmark: _v86h0dqlwf5c][bookmark: _Toc227840295]5.2 Project data and assumptions
[image: ]
Figure 9: Project data and assumptions
The evaluation is based on a 10% discount rate, representing Tesla’s required rate of return. All projects depreciate on a straight line basis and this is why the depreciation charge is at 10 million per year. The cash flow patterns of each project are different. Project A generates variable cash flows, with 10 million pounds of cash inflows during Year 1, and 8 million pounds of cash inflows during Year 5. Project B is generating constant annual inflows of £11 million over the five years. Project C displays a more fluctuating yet growth-oriented trend as the cash inflows rise to a high level of £25 million in Year 4 and then drops. The capital budget limit is 100 million, which implies that two projects can be chosen at the same time.
[image: ]
Figure 10: Investment Appraisal Results for Projects A, B and C
[bookmark: _q8votsz2gspv][bookmark: _Toc227840296]5.3 Payback Period (PBP)
The payback period measures the time required to recover the initial investment. Project C has the shortest payback period of 3.60 years, meaning that it will recover capital more quickly. The payback period of Project A is 4.50 years and Project B has the highest at 4.55. In terms of liquidity, Project C is the best choice since it lowers the risk as cash is returned sooner. This is especially significant in the case of Tesla as its efficiency is on the decline, and the cash conversion cycle grows. The payback method however fails to look at time value of money or cash flows after the payback period hence its limitation in use as a standalone decision criterion (Yard, 2000).
[bookmark: _fszfi6fx1v1][bookmark: _Toc227840297]5.4 Accounting Rate of Return (ARR)
ARR is the average accounting profit in comparison to the initial investment (Vipond, 2019). Project C is once again the most favoured project with ARR of 6.00%, much higher than Project B, which has a 2.00% and Project A, which has 1.60%. This is backed by the fact that Project C has a greater average accounting profit of 3.00 than 1.00 in Project B and 0.80 in Project A. This implies that Project C has a higher accounting profitability. But ARR relies on accounting profits and not based on cash flow and fails to take into account the time value of money which diminishes its reliability in making investment decisions.
[bookmark: _elccoqligpik][bookmark: _Toc227840298]5.5 Net Present Value (NPV)
NPV is the most theoretically sound form of investment appraisal because it takes into consideration the time value of money and the overall cash flows (Chen, 2022). All the projects have negative NPVs at the discount rate of 10%. Project A has an NPV of -8.68, Project B -8.30, and Project C -1.98. Despite the fact that none of the projects can satisfy the required threshold of the returns, Project C is the one with the lowest negative NPV which makes it the most acceptable in terms of finance of the three. The negative NPVs indicate that none of the projects would be value-added to Tesla at the cost of capital. This is a vital result, since NPV is a direct measure of value creation. Strictly speaking, all projects need to be discarded. But real-life situations might dictate the use of the least negative option.
[bookmark: _6kc3g1d3pp29][bookmark: _Toc227840299]5.6 Profitability Index (PI)
Profitability index is the value of the present inflows divided by the unit of investment (Chen, 2025). Project C once again tops with a PI of 0.96, and the PI of Projects A and B are 0.83 each. All PI values are less than 1, which means that none of the projects are acceptable. Nevertheless, Project C has a high PI meaning that it creates more value per pound of investment than the other projects. This is strengthening the fact that it is relatively attractive even though it did not satisfy the necessary criterion.
[bookmark: _v27utf7mjrb][bookmark: _Toc227840300]5.7 Internal Rate of Return (IRR)
IRR is the discount rate which makes the NPV equal to zero. Project C has the highest IRR of 8.59%, Project B has 3.26% and Project A has 2.72%. Even though Project C has the highest performance, its IRR falls short of the minimum rate of 10%, which means that it does not meet the minimum expectation of returns. This validates the results of the NPV analysis, which strengthens the idea that none of the projects is economically viable as per the current assumptions. But Project C is nearest to the needed return.
[bookmark: _c6ckt0dldo61][bookmark: _Toc227840301]5.8 Comparison of the three projects
Comparative analysis of all the methods depicts similar findings. Project C is superior to the other projects in the payback period, ARR, NPV, PI and IRR. Project A is not a good investment in any sense, as its returns are low, and the payback period is quite long. Project B offers a good cash flow, but without high profitability and return performance. Project C offers better financial performance, in most criteria, in spite of its volatile cash flows. It is the most appealing because it has a shorter rate of payback, higher profitability and is comparatively better in terms of the NPV.
[bookmark: _7is1aaxv7lrg][bookmark: _Toc227840302]5.9 Best single project for Tesla
Project C is the best single project based on the analysis. It has quicker capital recovery, greater accounting returns and minimal negative NPV. In the case of Tesla which is in the process of experiencing falling profitability and efficiency, a project that yields faster returns and a relatively higher profitability is desirable. Even though Project C does not satisfy the necessary rate of return to the extent, it fits better into Tesla's needs to enhance financial performance and cash flow generation.
[bookmark: _q3frdy3meoj1][bookmark: _Toc227840303]5.10 Best project combination under £100 million capital rationing
With a capital limitation of 100 million pounds, Tesla will have an opportunity to choose between two projects. The results of the combination are that:
· A + B yields a combined NPV of -16.98
· A + C yields -10.66
· B + C yields -10.29
Among them, B + C offers the largest combined NPV (least negative), so it is the best option in capital rationing. This is a mix that allows to balance between stability (Project B) and greater possibility of higher returns (Project C), and will provide a more diversified investment strategy.
[bookmark: _7odpvwhjes8j][bookmark: _Toc227840304]5.11 Final recommendation
Strictly speaking all the projects must be rejected since they are associated with negative NPVs at the 10 percent discount rate. But in case Tesla has to go ahead because of the strategic reasons, the Project C will be the best standalone alternative. With capital restrictions, the Project B and Project C combination is suggested because it offers the highest value combined and is a balanced risk and return. In general, Tesla must give both financial and strategic considerations prior to making investment decisions, especially considering its current falling profitability and efficiency.
[bookmark: _juwv5la9qjue][bookmark: _Toc227840305]6. Conclusion
[bookmark: _66i5ni59eee9][bookmark: _Toc227840306]6.1 Summary of financial position
Tesla’s financial position over the past five years reflects a mixed performance. Although the company has maintained strong liquidity and has reduced reliance on debt, its profitability and return ratios have decreased tremendously after 2022. Margins have declined and return on assets and equity have also diminished showing decreased efficiency in making profits. On the whole, Tesla is still able to stand financially within the short term but experiences a growing pressure on long-term profitability and performance.
[bookmark: _46d1xgrr4ny][bookmark: _Toc227840307]6.2 Summary of working capital and restructuring findings
Working capital analysis indicates that net working capital has been on the rise, but efficiency has declined. The reduction of negative cash conversion cycle to a positive cash conversion cycle is a sign that there is more cash held up in operations. The major problems are the decreased speed of receiving the payments, the variable inventory control, and decreased supplier credit. The restructuring review indicates that improvements in cost control, working capital efficiency, and balanced financing are needed to restore financial performance and operational flexibility.
[bookmark: _uyv8511f627x][bookmark: _Toc227840308]6.3 Final CFO recommendation
It is advised that Tesla lays emphasis on operational efficiency and cost optimisation but should have a balanced capital structure. It is recommended to make selective investment in Project C, the combination of Projects B and C under capital constraints to sustain profitability and long-term growth.
[bookmark: _s5ykleo2ztcj]
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[bookmark: _tmzc8us20e1o][bookmark: _Toc227840311]Appendix 1: Five-year financial statement extracts (Tesla, 2020; Tesla, 2022; Tesla, 2023; Tesla, 2025)
	[bookmark: _vys732l4kvyp]Tesla, Inc. - Five-year financial statement extracts (USD millions, except per-share data)

	
	
	
	
	
	

	Line item
	2021
	2022
	2023
	2024
	2025

	Income statement extracts

	Total revenues
	53,823.00
	81,462.00
	96,773.00
	97,690.00
	94,827.00

	Total cost of revenues
	40,217.00
	60,609.00
	79,113.00
	80,240.00
	77,733.00

	Gross profit
	13,606.00
	20,853.00
	17,660.00
	17,450.00
	17,094.00

	Income from operations
	6,523.00
	13,656.00
	8,891.00
	7,076.00
	4,355.00

	Interest income
	56.00
	297.00
	1,066.00
	1,569.00
	1,680.00

	Interest expense
	-371.00
	-191.00
	-156.00
	-350.00
	-338.00

	Other (expense) income, net
	135.00
	-43.00
	172.00
	695.00
	-419.00

	Income before income taxes
	6,343.00
	13,719.00
	9,973.00
	8,990.00
	5,278.00

	Income tax (benefit) / provision
	699.00
	1,132.00
	-5,001.00
	1,837.00
	1,423.00

	Net income attributable to common stockholders
	5,519.00
	12,556.00
	14,997.00
	7,091.00
	3,794.00

	Basic EPS
	1.87
	4.02
	4.73
	2.23
	1.18

	Diluted EPS
	1.63
	3.62
	4.30
	2.04
	1.08

	
	
	
	
	
	

	Cash flow statement extracts

	Net cash provided by operating activities
	11,497.00
	14,724.00
	13,256.00
	14,923.00
	14,747.00

	Net cash used in investing activities
	-7,868.00
	-11,973.00
	-15,584.00
	-18,787.00
	-15,478.00

	Net cash provided by (used in) financing activities
	-5,203.00
	-3,527.00
	2,589.00
	3,853.00
	1,139.00

	Cash and cash equivalents
	17,576.00
	16,253.00
	16,398.00
	16,139.00
	16,513.00

	Short-term investments
	131.00
	5,932.00
	12,696.00
	20,424.00
	27,546.00

	
	
	
	
	
	

	Balance sheet extracts

	Accounts receivable, net
	1,913.00
	2,952.00
	3,508.00
	4,418.00
	4,576.00

	Inventory
	5,757.00
	12,839.00
	13,626.00
	12,017.00
	12,392.00

	Prepaid expenses and other current assets
	1,723.00
	2,941.00
	3,388.00
	5,362.00
	7,615.00

	Total current assets
	27,100.00
	40,917.00
	49,616.00
	58,360.00
	68,642.00

	Accounts payable
	10,025.00
	15,255.00
	14,431.00
	12,474.00
	13,371.00

	Accrued liabilities and other
	5,719.00
	7,142.00
	9,080.00
	10,723.00
	13,279.00

	Current portion of debt and finance leases
	1,589.00
	1,502.00
	2,373.00
	2,456.00
	1,640.00

	Total current liabilities
	19,705.00
	26,709.00
	28,748.00
	28,821.00
	31,714.00

	Debt and finance leases, net of current portion
	5,245.00
	1,597.00
	2,857.00
	5,757.00
	6,736.00

	Total liabilities
	30,548.00
	36,440.00
	43,009.00
	48,390.00
	54,941.00

	Total stockholders' equity
	30,189.00
	44,704.00
	62,634.00
	72,913.00
	82,137.00

	Retained earnings
	329.00
	12,885.00
	27,882.00
	35,209.00
	39,003.00

	Property, plant and equipment, net
	18,884.00
	23,548.00
	29,725.00
	35,836.00
	40,643.00

	Total assets
	62,131.00
	82,338.00
	1,06,618.00
	1,22,070.00
	1,37,806.00

	Stock Price
	293.34
	349.87
	113.06
	183.25
	431.66


[bookmark: _uubuxltn6ltr][bookmark: _Toc227840312]Appendix 2: Ratio formulas and full calculations (Tesla, 2020; Tesla, 2022; Tesla, 2023; Tesla, 2025)
	Ratio calculation

	Ratio
	2021
	2022
	2023
	2024
	2025
	Formula basis

	Profitability ratios

	Gross profit margin
	0.25
	0.26
	0.18
	0.18
	0.18
	Gross profit / Revenue

	Operating profit margin
	0.12
	0.17
	0.09
	0.07
	0.05
	Operating profit / Revenue

	Net profit margin
	0.10
	0.15
	0.15
	0.07
	0.04
	Net income attributable / Revenue

	Return on assets (ROA)
	0.09
	0.15
	0.14
	0.06
	0.03
	Net income attributable / Total assets

	Return on equity (ROE)
	0.18
	0.28
	0.24
	0.10
	0.05
	Net income attributable / Equity

	Liquidity ratios

	Current ratio
	1.38
	1.53
	1.73
	2.02
	2.16
	Current assets / Current liabilities

	Quick ratio
	1.00
	0.94
	1.13
	1.42
	1.53
	(Current assets - Inventory - Prepaids) / Current liabilities

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

	Efficiency ratios

	Asset turnover
	0.87
	0.99
	0.91
	0.80
	0.69
	Revenue / Total assets

	Inventory days
	52.25
	77.32
	62.87
	54.66
	58.19
	Inventory / Cost of revenues × 365

	Receivable days
	12.97
	13.23
	13.23
	16.51
	17.61
	Accounts receivable / Revenue × 365

	Payable days
	90.98
	91.87
	66.58
	56.74
	62.78
	Accounts payable / Cost of revenues × 365

	Cash conversion cycle
	-25.76
	-1.32
	9.52
	14.43
	13.02
	Inventory days + Receivable days - Payable days

	Gearing ratios

	Debt-to-equity
	1.01
	0.82
	0.69
	0.66
	0.67
	Total liabilities / Equity

	Debt ratio
	0.49
	0.44
	0.40
	0.40
	0.40
	Total liabilities / Total assets

	Interest coverage
	17.58
	71.50
	56.99
	20.22
	12.88
	Operating profit / ABS(Interest expense)

	Investment ratio note

	Basic EPS
	1.87
	4.02
	4.73
	2.23
	1.18
	 

	P/E ratio
	  179.96 
	  96.65 
	  26.29 
	  89.83 
	  399.69 
	Stock Price/ Earnings Per Share (Diluted)


[bookmark: _tt9rimijsx4x][bookmark: _h63bjob3mjmw][bookmark: _Toc227840313]Appendix 3: Working capital / cash cycle calculations (Tesla, 2020; Tesla, 2022; Tesla, 2023; Tesla, 2025)
	Working capital calculation and cash operating cycle

	Measure
	2021
	2022
	2023
	2024
	2025

	Total current assets
	27100.00
	40917.00
	49616.00
	58360.00
	68642.00

	Total current liabilities
	19705.00
	26709.00
	28748.00
	28821.00
	31714.00

	Net working capital = Current assets - Current liabilities
	7395.00
	14208.00
	20868.00
	29539.00
	36928.00

	Year-on-year change in NWC = Current year NWC - prior year NWC 
	5074.00
	6813.00
	6660.00
	8671.00
	7389.00

	Accounts receivable, net
	1913.00
	2952.00
	3508.00
	4418.00
	4576.00

	Inventory
	5757.00
	12839.00
	13626.00
	12017.00
	12392.00

	Accounts payable
	10025.00
	15255.00
	14431.00
	12474.00
	13371.00

	Receivable days = AR / Revenue × 365
	12.97
	13.23
	13.23
	16.51
	17.61

	Inventory days = Inventory / Cost of revenues × 365
	52.25
	77.32
	62.87
	54.66
	58.19

	Payable days = AP / Cost of revenues × 365
	90.98
	91.87
	66.58
	56.74
	62.78

	Cash conversion cycle = Receivable days + Inventory days - Payable days
	-25.76
	-1.32
	9.52
	14.43
	13.02

	Net cash from operating activities
	11497.00
	14724.00
	13256.00
	14923.00
	14747.00

	Operating cash flow / NWC =Operating cash flow / Net working capital 
	1.55
	1.04
	0.64
	0.51
	0.40


[bookmark: _ocgz2y4jib5s][bookmark: _Toc227840314]Appendix 4: Investment appraisal calculations
	Discount rate
	10.00%

	Project life (years)
	5

	Depreciation basis
	Straight-line

	Max capital budget
	100

	Cash flow line
	Project A
	Project B
	Project C
	Discount factor

	Initial investment
	-50.00
	-50.00
	-50.00
	1.0000

	Year 1
	10.00
	11.00
	5.00
	0.9091

	Year 2
	12.00
	11.00
	10.00
	0.8264

	Year 3
	14.00
	11.00
	20.00
	0.7513

	Year 4
	10.00
	11.00
	25.00
	0.6830

	Year 5
	8.00
	11.00
	5.00
	0.6209

	PV of inflows
	Project A
	Project B
	Project C

	PV Y1
	9.090909091
	10
	4.545454545

	PV Y2
	9.917355372
	9.090909091
	8.26446281

	PV Y3
	10.51840721
	8.26446281
	15.02629602

	PV Y4
	6.830134554
	7.513148009
	17.07533638

	PV Y5
	4.967370584
	6.830134554
	3.104606615

	Annual depreciation
	10.00
	10.00
	10.00

	Accounting profit Y1
	0.00
	1.00
	-5.00

	Accounting profit Y2
	2.00
	1.00
	0.00

	Accounting profit Y3
	4.00
	1.00
	10.00

	Accounting profit Y4
	0.00
	1.00
	15.00

	Accounting profit Y5
	-2.00
	1.00
	-5.00

	Average accounting profit
	0.80
	1.00
	3.00

	Combination
	Initial outlay
	Combined NPV
	Decision note

	A + B
	100
	-16.97716872
	Within £100m cap

	A + C
	100
	-10.65966681
	Within £100m cap

	B + C
	100
	-10.28518916
	Within £100m cap

	Best option under capital rationing
	B + C

	Metric
	Project A
	Project B
	Project C

	Payback period (years)
	4.50
	4.55
	3.60

	ARR
	1.60%
	2.00%
	6.00%

	NPV
	-8.68
	-8.30
	-1.98

	Profitability index
	0.83
	0.83
	0.96

	IRR
	2.72%
	3.26%
	8.59%
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