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[bookmark: _Toc227848464]1. Introduction 
Tesla Inc. has been at the forefront of the electric vehicle market with its headquarters located in the United States. This company designs, develops, and markets EVs, battery-based energy storage systems, and renewable energy (Tesla, 2025a). During the past years, Tesla has reshaped the global car industry by incorporating consistent innovation and zero-carbon vehicle practices in terms of battery, autonomous driving, and sustainable mobility (Shelar, 2024). As a global corporation, Tesla has its manufacturing plants in North America, Europe, and Asia and is generally considered as a leader within its segment serving EV, as it competes not only with other conventional car manufacturers, but also with other new EV brands. 
This report will review the financial performance of Tesla in the last five years, by outlining major financial concerns and providing strategic financial restructuring suggestions as the Chief Financial Officer (CFO). It also evaluates the opportunities for investments by applying capital budgeting methods. It also evaluates the opportunities for investments by applying capital budgeting methods. The report addresses financial analysis, working capital management, restructuring and investment appraisal to aid in making informed decisions.
[bookmark: _Toc227848465]2. Financial Health Check 
[bookmark: _Toc227848466]2.1 Overview of Financial Performance 
In recent years, Tesla Inc. has shown remarkable financial growth regarding its revenue and asset base, indicating how the company is expanding speedily across the world, while more people are adopting EVs. Nevertheless, in recent years, profitability indicators have shown a significant decline, whereas sales have increased consistently. Financial performance gained its peak in about 2022-2023, and thereafter it was compressed in 2024-2025 [Referred to Appendix 1]. Such trends imply an increase in the cost of production and pricing challenges, as well as the augmented rivalry in the EV marketplace. Although Tesla has been financially healthy, the drop in efficiency from revenue to profit potential underscores the developing operational and strategic issues.
[bookmark: _Toc227848467]2.2 Profitability Analysis
The profitability ratios of Tesla showcase that its profitability has been decreasing in the past few years (Tesla Annual Report, 2025). ‘Gross profit margin’ decreased by 28.81% in 2021 to 18.03% in 2025, which means higher costs of production and heavy pricing tactics to maintain prominent market shares. ‘Operating margins’ also declined significantly, as 15.45% in 2022 to 4.59% in 2025, which signals a stable increase in operating costs and reduced efficiency. This trend has the same pattern through the ‘Net profit margin’, which was recorded 15% (2023) and 4.07% (2025), respectively, showing intense pressure on the overall profitability. The other two ratios, the ‘Return on Assets (ROA)’ and the ‘Return on Equity (ROE)’, similarly deteriorated and instead of staying at 28.16% (2022), were currently recorded as 4.69% (2025). This is an indication of reduced efficiency of assets and funds of the shareholders in terms of delivering returns. Altogether, despite high profitability levels in Tesla during the period of its active growth, the financial data shows trends of compression of margins and lower returns, referring to the necessity to optimise costs and make changes in the financial policy.

[bookmark: _Toc227606944]Figure 1: Trends in Profitability Ratios
(Source: Excel)
[bookmark: _Toc227848468]2.3 Liquidity Analysis
Liquidity analysis evaluates the capacity of a firm to pay its short-term liabilities through its current assets (Lalithchandra and Rajendhiran, 2021). The liquidity position of Tesla Inc., as per the five-year ratio analysis, shows mixed performance. However, the ‘Current ratio’ increased substantially to 2.16 (2025) compared to 1.15 (2023), which means taking strategies to become more financially stable, where assets are higher than liabilities Likewise, the ‘Quick ratio’ also increased to 1.77 in 2025 and dropped to less than 1 in 2023-2024, implying its enhanced capacity to settle the commitments without selling inventory. Nonetheless, past fluctuations reveal that there was some tight liquidity experienced, probably caused by the aggressive growth and limited working capital. Overall, the recent improvement means better cash management and a better balance-sheet positioning, though continuity is fundamental. 

[bookmark: _Toc227606945]Figure 2: Trends in Liquidity Ratios
(Source: Excel)
[bookmark: _Toc227848469]2.4 Efficiency (Activity) Analysis
Efficiency analysis is used to measure the efficiency of a firm in using its resources to make a profit (Rashid, 2021). Through efficiency ratios, Tesla has shown a loss of its operational performance in the past couple of years. The drop in ‘Inventory turnover’ occurred in 2021 (6.99) and 2025 (6.27), which implies slower inventory rotation and a possibility of overstocking. The history of ‘Receivables turnover’ decreased drastically in 2025 compared to previous years 2021 and 2025 (23.07 to 14.38, respectively), which shows slower turnover times and potential credit control problems. Also, the ‘Asset turnover’ decreased by 0.99 in 2022 to 0.69 in 2025, which implies the lower efficiency of using the available assets to conduct sales. These tendencies indicate that Tesla may not achieve the growth rates of its expansion and assets built by revenue collection, which points out inefficiencies that might affect the profit, alongside a failure to cope with these inefficiencies.

[bookmark: _Toc227606946]Figure 3: Trends in Efficiency Ratios
(Source: Excel)
[bookmark: _Toc227848470]2.5 Gearing (Leverage) Analysis 
Gearing analysis showcased the aspects indicating whether a company is financed as compared to equity financing, as well as its financial competence (Aldo, 2022). Tesla shows a more or less stable improving leverage position. Also, the ‘Debt ratio’ dropped from 0.49 in 2021 to 0.40 in 2025, which signalled its heavy dependence on external liabilities. In the same aspect, the ‘Debt-to-equity’ ratio has increased up to 0.67 in 2025, which is indicative of an increased equity base and less financial risk. The ‘Equity ratio’ was also on growth, and this indicated improved financial stability. But the ‘Interest coverage ratio’ indicates a negative trend, with 71.83 in 2022, compared to 15.62 in 2025, or the lower profitability of the business to pay interest on operating earnings. Although Tesla is on a medium leverage, dropping coverage ratios can be an indication of an imminent risk in case the profitability deteriorates.

[bookmark: _Toc227606947]Figure 4: Trends in Gearing Ratios
(Source: Excel)
[bookmark: _Toc227848471]2.6 Investment Ratios
The investment ratios refer to the returns earned by the shareholders and the appeal of the company's equity (Nukala and Prasada Rao, 2021). The performance of Tesla in terms of investment depicts a downtrend over the past few years. ‘Earnings per Share (EPS)’ declined drastically, recorded as 4.73 in 2023 to 1.18 in 2025, meaning less profitability available to shareholders. This decline is consistent with reduced net income and margin compression. It has not paid dividends, where the ‘Dividend yield’ remained steady at 0, recommending a reinvestment strategy emphasised on growth and innovation over dividend payments. Although this strategy will facilitate long-term growth, the decrease in EPS could cause damaged investors' trust in the short run. Altogether, the increasing attractiveness of investments in Tesla is heavily linked with the future growth of investments.

[bookmark: _Toc227606948]Figure 5: Trends in Investment Ratios
(Source: Excel)
[bookmark: _Toc227848472]2.7 Cash Flow Analysis 
Cash flow analysis evaluates the capability of the firm to generate cash through its operations and carry out its investment and financing endeavors (Pereira et al. 2024). Tesla conducts its business through stronger operating cash flow during the period, which progresses accordingly, recorded as 11,497 million in 2021 and increased to 14,747 million in 2025. This clearly indicates strong core operations. On the other hand, free cash flow is not quite predictable, and the values are decreasing, with a $8,340 million movement in 2021, $6,220 million movement in 2025. The cash flow stability ratio increased significantly to 3.83 in 2025, which means that the operating cash flows increased significantly as compared to net income, thereby increasing financial resilience. In spite of the waning profitability, Tesla has good cash generation, through which liquidity and investment are supported. This implies that the company would be financially flexible, but the accumulated capital expenditure in the future would strain free cash flows.

[bookmark: _Toc227606949]Figure 6: Cash Flow Analysis for Tesla
(Source: Excel)
[bookmark: _Toc227848473]2.8 Summary of Key Findings 
The financial analysis conducted based on annual reports of Tesla Inc affirms its high-growth, high-profitability marginal compression and operational adaptation. The main trend observed denotes the continuous decline in profitability ratios such as gross margin, operating margin, ROA, and ROE, especially after 2023. This indicates the increasing cost pressure, pricing strategies to maintain in the market, and a decline in the effectiveness of the generation of returns. Moreover, the efficiency ratios including ‘Asset turnover’ as well as ‘Receivables turnover’ has negative trend, indicating some issues regarding the optimisation of assets and controlling working capital.
Nonetheless, Tesla has demonstrated several positive aspects as well. In 2025, it has a high 'Current ratio' and a strong 'Quick ratio', which implies its better financial basis. The company also minimises financial risk by having a relatively low and stable leverage. Moreover, operating cash flows are very substantial and rising indicating a sound core operation and viability of investments.
However, there are numerous threats. This will negatively affect the financial stability of the company should the trend continue. The growing competitiveness in the EV market, as well as the requirements of high capital investments, may push margins further. Overall, Tesla is still financially stable, as it needs to make some strategic changes to continue its performance in the long run.
[bookmark: _Toc227848474]3. Working Capital Management Analysis
[bookmark: _Toc227848475]3.1 Cash Operating Cycle Analysis
The cash operating cycle demonstrates how businesses use to assess the efficiency in handling their working capital and the time taken by them to transform their resources into cash flow (Yilmaz, 2023). In Tesla Inc., there is a significant increase in working capital over the past 5 years. The ‘Working capital’ also rose tremendously, as recorded between $7,395 million in 2021 compared to $36,928 million in 2025, implying better short-term financial status and enhanced liquidity buffer [Referred to Appendix 2]. 

[bookmark: _Toc227606950]Figure 7: Trends in Working Capital
(Source: Excel)
The ‘Days Sales Outstanding (DSO)’ rose to 25.38 days in 2025, as compared to 15.82 days in 2021, thus showing that the company is experiencing delays in collecting receivables, which can adversely impact cash inflows. On the other hand, ‘Days Payable Outstanding (DPO)’ decreased from 112.88 days in 2021 to 86.74 days in 2025, which refers to Tesla’s capacity to settle debts to the suppliers quickly, further reducing the company's cash holding period.

[bookmark: _Toc227606951]Figure 8: Trends in DSO and DPO
(Source: Excel)
This trend of increasing DSO and decreasing DPO suggests an increasing cash conversion cycle and may impose a strain on liquidity regardless of an increase in working capital. Despite Tesla being liquid, management inefficiencies in receivables and payables are observed, indicating more disciplined working capital management is needed.
[bookmark: _Toc227848476]3.2 Liquidity Issues Identified
Although Tesla Inc. has enhanced its working capital ratios, there are underlying liquidity issues. The increase in ‘Days sales outstanding’ indicates the decreased velocity of the cash collected by the customers, which can postpone cash collection and result in a temporary mismatch of funds (Akpadaka and Edeh, 2022). Meanwhile, the minimisation of ‘Days Payable Outstanding’ implies that the company is paying its suppliers faster and minimising the benefit of trade credit (Tobazaa and Gatsi, 2025).  On the other hand, consistent shifts in the ‘Quick ratio’ in the previous years (reduction to less than 1 in 2023-2024) indicate liquid assets were not enough to meet current liabilities without inventory. Disturbances can also be caused by rapid growth and a large capital investment in capital, resulting in temporary liquidity constraints. All these concerns illustrate the issue of inefficiencies in their receivables and payables management, further restricting cash supply unless managed.
[bookmark: _Toc227848477]3.3 Working Capital Improvement Strategies
In order to improve working capital effectiveness, Tesla Inc. needs to consider optimisation of its receivables, payables, and inventory. Minimising its ‘Days Sales Outstanding’ can require the formation of stricter credit policy measures, incentives for early payments as well as better digital payment systems. Improvement in receivables collection process can also quicken cash inflows. Tesla should incorporate long payment terms with suppliers by ensuring longer ‘Days Payable Outstanding’ to retain the cash easily without harming supplier relationships. Demand forecasting and proposing ‘Just-In-Time’ would enable inventory management to help reduce holding costs and turnover (Pal, 2023). Moreover, the efficiency could be maximised by installing advanced financial systems, such as the AI-based cash flow modeling systems and other automated working capital systems. Therefore, these measures will help to balance the liquidity and operational inefficiency to consolidate the short-term financial position of Tesla.
[bookmark: _Toc227848478]3.4 Financing Working Capital
The working capital needs can be achieved by combining both short-term and long-term funding (Habib and Dalwai, 2024). The trade credit, bank overdrafts, and short-term loans are short-term financing alternatives available to Tesla Inc. as they are flexible and provide immediate access to funds, potentially holding a higher refinancing risk. These sources can be used to deal with short-term cash inflows. On the other hand, long-term sources of financing include long-term debt and equity financing that are more stable and require less refinancing pressure, while involving immense expense and dilutions. Tesla is capable of using both of the two options to fund its operations to reinforce its good equity base and moderately leveraged position. This approach should follow a balanced manner, with the short-term financing meeting immediate liquidity requirements, and the long-term financing solving the requirements of intense growth and investing in capital-intensive projects. This provides financial flexibility rather than extending risks.
[bookmark: _Toc227848479]3.5 Recommendations
As per the analysis, Tesla Inc. needs to implement a fairer and more efficient working capital strategy. Alternatives should be incorporated by prioritising the reduction of ‘Days Sales Outstanding’ to get greater credit control and speedy collection systems to improve cash inflows. Meanwhile, it is necessary to maintain cash without damaging the supplier relationship by moderately increasing the number of ‘Days payable outstanding’. The inventory management should also be optimised by the company to avoid inventory shortages and enhance the efficiency of turnover (Keith, 2023). From a financial perspective, a hybrid financing strategy is also advised to be used, where short and long-term financing can assure flexibility but remain stable. Overall, Tesla should align its working capital practices to meet its rapid growth plan. Enhancing liquidity and promoting long-term growth will be highly dependent on strengthening the cash flow management and operations.
[bookmark: _Toc227848480]4. Strategic Financial Restructuring Plan
[bookmark: _Toc227848481]4.1 Need for Restructuring
Tesla Inc. is in urgent need of a strategic restructuring as reflected by the level of its financial and operational performance. One of the biggest issues identified is the significant drop in profitability, as it has been reported that Tesla faced an immense loss of about 46 percent in 2025 due to lowered vehicle sales and altered government regulations (Alpha Spread, 2026). There has also been pressure on operating margins, mainly caused by escalating costs and aggressive pricing for capturing sufficient market share. 
From external aspects, there has been an increasing intensity in the competitive environment. Competitors such as BYD have overtaken Tesla as the EV leader as the company suffers the decline in the deliveries and market share in Europe (Herzlich, 2026). Besides, the increase of EV subsidies and tariff-related costs have also influenced its budgets. 
Domestically, the company has been incurring significant capital expenditure to invest in new technologies with a capital spend of more than 20 billion in terms of AI, robotics and automation (Trade The Pool, 2026). Although it supports long-term growth, these investments cause short-term pressure on cash flows and margins. Overall, a downward profitability, increasing competition, and a massive committed capital base require a well-planned financial restructuring plan to maintain its growth and shareholders' value.
[bookmark: _Toc227848482]4.2 Proposed Restructuring Strategies
Tesla Inc should implement a multi-dimensional restructuring strategy in order to overcome those challenges. First, portfolio restructuring is essential for stronger concentration on segments with a higher margin, such as energy storage and software-driven services. The energy division of Tesla is estimated to produce a substantial revenue growth projected to be $18.3 billion and margins are approximately 29%, which is higher than its automotive operations (Sriram, 2026). This can level the revenues and lessen the reliance on automobile sales.
Second, restructuring of operations must entail cost reduction by ensuring supply chain efficiencies, automation, and production in areas where labour and manufacturing are cheap. Tesla’s approach of launching cheaper models of EVs can increase volume, but should be handled cautiously to prevent further margin reduction (Sriram, 2026b).
Third, financial restructuring must entail a high-equity level with selective uses of low-cost debt to fund growth. This can be used in Tesla’s low leverage to maximise the capital structure without increasing the financial risk further.
Lastly, there should also be aggressive expansion into AI, robotic technologies, and autonomous driving technology under strict capital investment. This can achieve long-term competitiveness without losing short-term financial stability.
[bookmark: _Toc227848483]4.3 Impact Analysis
The suggested restructuring plans are likely to have a wide influence on the financial and operational performance of Tesla Inc. In shareholder terms, the high-margin segments that can stabilise earnings and enhance long-term value include the energy storage and software services. As an instance, Tesla's energy division is estimated to generate $18.3 billion in revenues in 2026 with a margin of about 29%, which is much greater than the margin of the automotive industry. This change will be able to boost profitability and investor confidence (Sriram, 2026a). 
Regarding the debt structure, Tesla is relatively low-leveraged, which enables it to balance moderate debt financing without the significant growth of financial risk. This would maximise the capital structure and decrease dependence on the equity dilution. Nevertheless, deteriorating interest coverage ratios and decreased profits, reportedly reduced by more than 40% in recent periods, reflect avoiding excessive debts (Sriram, 2026c). It will be coupled with cost optimisation and portfolio restructuring that will enhance operational efficiency and flexibility. The use of strategies to discontinue low-margin and focus on advanced segments such as AI and autonomous driving can help strengthen the competitive edge of Tesla. Additionally, the restructuring will increase profitability, risk mitigation and sustainability.
[bookmark: _Toc227848484]4.4 International Considerations
Being a global EV leader, Tesla Inc. should consider several international factors in its strategy of restructuring. A particular concern is the intensifying competition around the world, especially by the Chinese producers like BYD, which surpassed Tesla in EV globally with about 2.26 million units in the year 2025, whereas Tesla at 1.64 million in the same year (The Times of India, 2026). This indicates the necessity of regional strategies and competitiveness in terms of costs. The exchange of currencies is also a financial risk for Tesla as it is involved in various regions such as the U.S., Europe and China (Investing, 2026). The fluctuation in the exchange rates may impact the revenue and profitability translation, especially in growing markets. In addition, extending EV subsidies and tax credits in large markets has negatively impacted the demand and pricing policy and impaired margins. Another important risk is supply chain risks, especially under geopolitical turbulence and dependence on the global battery supply networks. Inflation and the upsurged cost of raw materials also affect production costs. On the ethical front, Tesla should adhere to international environmental laws and is sustainable in its production. In order to remain competitive, these worldwide concerns should be effectively handled.
[bookmark: _Toc227848485]4.5 Ethical and CSR Considerations
The long-term sustainability of Tesla Inc. is deeply rooted in ethical and corporate social responsibility implications. On the environmental front, Tesla has contributed greatly to the promotion of electric mobility, stating that its customers prevented almost 32 million metric tons of CO2 emissions in 2024 (Tesla, 2025b). Also, the company ensured approximately 82 percent of its manufacturing processes worldwide through sustainable production practices and green manufacturing initiatives (Deepak, 2025). Nevertheless, there are several difficulties in the social and governance aspects. It has been reported that Tesla faces issues revolving around labour policies, Openness of direction, and sustainability image, with Tesla depriving over $7 billion of brand value in 2025 alone (Brand Finance, 2025). These issues highlight the importance of enhancing the governance frameworks and consultations with the stakeholders. Hence, Tesla needs to incorporate excellent labour and ethical sourcing policies in the supply chain.
[bookmark: _Toc227848486]4.6 Final Restructuring Recommendation
According to the financial and strategic analysis, a balanced restructuring strategy is suggested to Tesla Inc. Diversification in high-margin segments (including energy storage and software services) should be the utmost priority of the company without damaging its leadership in EV innovations. The enhancement of supply chain and cost optimisation are also significant portions to cross the declining margins and profitability (Kotte, 2024). Another strategy that Tesla should pursue is to remain low leveraged but strategically use debt when making strategic investments. Due to the unpredictability in profits and the reduction in carbon credit revenues in 2025, it is extremely important to propose stricter capital allocation (Jennifer, 2026). Moreover, the inclusion of the ESG in the restructuring decisions will improve sustainability in the long run and stakeholders’ confidence. Thus, Tesla will be able to enhance profitability, resilience, and competitive edge in the changing EV market by aligning its financial strategy with global market trends and ethical standards.
[bookmark: _xc6636gf0i5m][bookmark: _Toc227848487]5. Investment Appraisal and Capital Budgeting
[bookmark: _w39xx73c8bso][bookmark: _Toc227848488]5.1 Overview of Investment Projects
Tesla is considering three investment projects that will entail an initial investment of £50 million each and yield cash flows in five years. The projects vary in terms of cash flow patterns and their strategic implications. Project A has moderate, but decreasing returns following an early growth, Project B has consistent and stable annual cash inflows, and Project C has a high-growth with an uneven structure of cash flow with a high returns rate in later years. These projects can be seen as various investment profiles with Project B being more stability and predictability-focused, Project A being moderate growth, and Project C being higher returns with greater variability. Due to the current financial performance of Tesla, with its decreasing profitability rates and lower returns on assets and equity, it is important to choose the most suitable investment strategy to guarantee efficient distribution of capital and value generation in the long run.
[bookmark: _7zciodhpe7xw][bookmark: _Toc227848489]5.2 Assumptions
There are several assumptions on which the evaluation is based. The discount rate used is 10% to indicate the cost of capital and risk of investment in Tesla. It is assumed that it uses straight-line depreciation, which means that the annual depreciation expense will be £10 million pounds in five years. The cash flows are assumed to be paid at the end of every year, and the effects of taxation, inflation, and external financing are not considered in order to make it simple. The projects are also first considered separately, but capital rationing constraints later reduce the number of projects to two.
[bookmark: _1pwbjk1tgjri][bookmark: _Toc227848490]5.3 Payback Period (PBP) Analysis
‘Payback period’ measures the time required for the original investment to be repaid with cash inflows (liquidity and risk). The findings in this report indicate that Project C has the shortest payback period of 3.6 years; Project A has a payback period of 4.5 years, and Project B has a payback period of approximately 4.55 years. This indicates that Project C enables Tesla to recoup its investment sooner, avoids the risk of uncertainty, and enhances liquidity. Since Tesla has volatile profitability and cash flow performance, the shorter payback periods are beneficial, as they increase financial flexibility. The payback method however, does not take into account the time value of money or cash flows after the point of recovery, and as such, it is not very useful as a comprehensive tool of evaluation (Sinaga et al., 2023). [Referred to Appendix 3]
[bookmark: _z1h5y56t272z][bookmark: _Toc227848491]5.4 Accounting Rate of Return (ARR)
The ‘accounting rate of return’ is used to measure profitability using accounting profits as opposed to cash flows. The findings reveal that Project C has the highest ‘ARR’ of 6% as opposed to 2% and 1.6% of Projects B and A, respectively. This suggests that Project C yields higher accounting returns, which is mainly explained by its high cash inflows later in years. Between Project B and A, Project B exhibits stable and lower returns, and Project A exhibits low profitability. Although ‘ARR’ is a simple metric of return, it does not account for the time value of money and could potentially mislead investors regarding the amount of cash that will ultimately be generated. However, it helps to conclude that Project C is the most profitable among the three. [Referred to Appendix 4]
[bookmark: _vh25sbmbkcbd][bookmark: _Toc227848492]5.5 Net Present Value (NPV)
The ‘Net Present Value’ is viewed to be the most credible appraisal method because it takes into consideration the time value of money, and the value creation is directly measured. The results of the ‘NPV’ show that the three projects are all in negative values: Project A (-£8.68 million), Project B (-£8.30 million), and Project C (-£1.98 million). These findings indicate that not all the projects are capable of yielding the 10% rate of return needed, which means that they would decrease the shareholder value if they are pursued separately. Nevertheless, Project C has the lowest negative ‘NPV’; it is the most economically feasible project of the three. The negative ‘NPVs’ can be the result of conservative assumptions or comparatively high discounts, but they indicate the value of cautious allocation of capital (Bhatnagar et al., 2025; Singh and Chatterjee, 2025). [Referred to Appendix 5] 
[bookmark: _23982n3tnj6d][bookmark: _Toc227848493]5.6 Profitability Index (PI)
The ‘profitability index’ is used to gauge the effectiveness of the investment based on the comparison of the future worth of cash inflows to the original investment. A value of larger than one means a viable project. The results show ‘PI’ values of 0.83 for both Projects A and B, and 0.96 for Project C. None of them are over the acceptable threshold, but Project C is the best once again, meaning that it yields the most significant return to the amount of investment. This confirms the results of the ‘NPV’ analysis and the choice of Project C as the most efficient investment. [Referred to Appendix 5]
[bookmark: _s55w0ouyzbkm][bookmark: _Toc227848494]5.7 Internal Rate of Return (IRR)
The ‘internal rate of return’ is the discount rate at which the NPV equals zero and is used to give an indication of the expected return. Projects A and B will have an ‘IRR’ approximately equal to 3, and Project C will have an ‘IRR’ of 9. Despite the fact that none of the projects yield more than the ‘required rate of return’, which is 10, Project C is the nearest to the benchmark, and thus, its performance is relatively strong. This implies that Project C is most likely to be viable given that things get better, like the cost of capital diminishes, or there is an increase in the efficiency of operations (Sun, 2022; Koyyada and Kalyani, 2025). [Referred to Appendix 5]
[bookmark: _lgy86or29d24][bookmark: _Toc227848495]5.8 Comparative Evaluation of Projects
[bookmark: _Toc227606952]Table 5.8.1: Final Comparison Table 
	FINAL COMPARISON TABLE

	Evaluation Method
	Project A
	Project B
	Project C
	Decision Rule
	Best Project

	‘Payback Period (years)’
	4.5
	4.55
	3.6
	Lower is better
	C

	‘ARR (%)’
	1.60%
	2.00%
	6.00%
	Higher is better
	C

	‘NPV (£m)’
	-8.68
	-8.3
	-1.98
	Positive preferred
	C (least negative)

	‘Profitability Index (PI)’
	0.83
	0.83
	0.96
	>1 acceptable
	C (closest)

	‘IRR (%)’
	3%
	3%
	9%
	>10% required
	C (closest)


The comparison of all methods of appraisal has a common pattern. Project C performs better than the other projects regarding all measures, such as payback period, ARR, NPV, PI, and IRR. Project B is stable, but does not have high returns, whereas Project A has mediocre performance and is not outstanding in any particular field. Although Project C is better compared to the other projects, it is crucial to note that the NPVs of all the projects are negative, which implies that none of the projects meets the financial needs of Tesla fully. This brings out the necessity of a balanced decision, taking into account the quantitative outcomes as well as the strategic considerations.
[bookmark: _2l3y9wv06c45][bookmark: _Toc227848496]5.9 Final Investment Decision
The preferred investment is project C which is better than all alternatives in terms of ‘PBP’, ‘ARR’, ‘IRR’ and ‘NPV’ (less negative). This decision is supported by Tesla’s financial performance. The company has gone through a fall in its profitability, and the ‘net profit margin’ decreased, as compared to 14.90% (2022) to 4.07% (2025), and the ‘ROE’ dropped significantly, showing decreased returns generated. Project C in this scenario is the most appropriate since it has the highest returns (‘ARR’ 6, ‘IRR’ 9) and the shortest payback period (3.6 years) which will allow the capital to be recouped sooner and enhanced profitability. Moreover, the liquidity position is very good (current ratio 2.16; operating cash flows are stable), which enables Tesla to implement a project with unpredictable returns but greater returns over the long term. Despite the negative NPVs in all projects, Project C will reduce the loss of value and offer the most opportunity to facilitate the recovery of profitability. Thus, it best fits the financial requirements of Tesla at the moment.
[bookmark: _7jk0v0ym3guc][bookmark: _Toc227848497]5.10 Capital Rationing Decision
[bookmark: _Toc227606953]Table 5.10.1: Capital Rationing Table
	CAPITAL RATIONING TABLE

	
	
	£(m)
	

	Budget
	
	100
	

	Each project
	
	50
	

	Selection of Best Projects

	Combination
	Investment (£m)
	Total ‘NPV’ (£m)
	Decision

	A + B
	100
	-16.98
	❌ Worst

	A + C
	100
	-10.66
	❌

	B + C
	100
	-10.28
	✅ Best


The best combination is Project B and Project C at the constraint of less than 100 million because it gives the maximum value of combination ‘NPV’ (-£10.28 million). Such a decision is in line with the financial status of Tesla. Project C satisfies the decreasing profitability of the firm by increasing the potential return whereas Project B offers stability and predictability in cash flows, which is helpful in promoting liquidity and minimizing risk. Since Tesla is highly liquid and its efficiency and profitability are declining, this combination will guarantee that there is a trade-off between risk (stability B) and the return (growth C). It also contributes to stability of cash flows as well as increasing potential of value in the long run.
[bookmark: _7yu8f0387ufk][bookmark: _Toc227848498]5.11 Consideration of Non-Financial Factors
In making investment decisions, although financial measures are important, non-financial factors also are crucial. These include: strategic alignment, technology innovation, market dynamics, and regulatory issues. Project C might also be less profitable because of its unbalanced cash flow pattern, but there is a possibility that it has more operational and market risks. Nevertheless, it is consistent with the long-term growth and innovation-oriented strategy of Tesla. Project B is stable, and this is important in times of financial uncertainty. There are external risks like political instabilities, supply chain disruptions, and environmental regulations that should also be taken into consideration. Tesla is a very dynamic and competitive business, with technological development and consumer preferences playing a very important role in performance. Moreover, investment decisions are becoming more and more concerned with sustainability and corporate social responsibility. The projects will help Tesla achieve its environmental goals and improve its brand image, which will probably provide long-term benefits.
[bookmark: _Toc227848499]6. Conclusion 
It can be concluded that Tesla Inc. highlights a dynamic transition between its high performance and profitability, shifted to financial strain and re-evaluation of strategies. Even though the company consists of liquidity, cash flow, and a steady capital structure, it has declining profitability, efficiency, and increasing competition. The working capital analysis reveals inefficiencies areas in the receivable management and payables, as it presents improved operational management. The proposed reorganisation plan, which is focused on reduction of costs, penetration to high-margin regions and tight monetary control, offers a feasible way of profitability and higher shareholder value. Supported by its profitability and liquidity, Project C becomes viable for the company to invest, along with suggestions for investing in both Project B and Project C comprising a budget of £100 million. Overall, Tesla can be considered a financially stable company, but its continued performance will rely on the successful strategic implementation, greater efficiency, and flexibility towards global market and regulatory shifts.
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[bookmark: _Toc227848501]Appendix 1: Calculation of Financial Ratios for Five-years 2021, 2022, 2023, 2024 and 2025 for Tesla (Values in $ million)
	Profitability Ratios of Tesla 
	2025
	2024
	2023
	2022
	2021

	
	
	
	
	
	
	

	Gross Profit Margin
	(Gross Profit ÷ Revenue) × 100
	18.03
	17.86
	18
	25.60
	28.81

	Operating Margin
	(Operating Income ÷ Revenue) × 100
	4.59
	7.24
	9
	15.45
	13.81

	Net Profit Margin
	(Net Income ÷ Revenue) × 100
	4.07
	7.32
	15
	14.90
	11.95

	Return on Assets (ROA)
	(Net Income ÷ Total Assets) × 100
	2.80
	5.86
	14
	15.29
	6.85

	Return on Equity (ROE)
	 (Net Income ÷ Shareholders’ Equity) × 100
	4.69
	9.81
	24
	28.16
	12.63

	Liquidity Ratios for Tesla
	2025
	2024
	2023
	2022
	2021

	
	
	
	
	
	
	

	Current Ratio
	Current Assets ÷ Current Liabilities
	2.16
	1.21
	1.15
	1.53
	1.38

	Quick Ratio
	(Current Assets − Inventory) ÷ Current Liabilities
	1.77
	0.96
	0.84
	1.05
	1.08

	Efficiency (Activity) Analysis for Tesla 
	2025
	2024
	2023
	2022
	2021

	Inventory Turnover
	Cost of Goods Sold ÷ Average Inventory
	6.27
	6.68
	5.81
	4.72
	6.99

	Receivables Turnover
	Net Credit Sales ÷ Average Accounts Receivable
	14.38
	16.41
	22.38
	22.77
	23.07

	Asset Turnover
	Revenue ÷ Average Total Assets
	0.69
	0.80
	0.91
	0.99
	0.87

	Gearing (Leverage) Analysis for Tesla 
	2025
	2024
	2023
	2022
	2021

	Debt Ratio
	Total Liabilities ÷ Total Assets
	0.40
	0.40
	0.40
	0.44
	0.49

	Equity Ratio
	Shareholders’ Equity ÷ Total Assets
	0.60
	0.60
	0.59
	0.54
	0.49

	Debt-to-Equity Ratio
	Total Liabilities ÷ Shareholders’ Equity
	0.67
	0.66
	0.69
	0.82
	1.01

	Interest Coverage Ratio
	EBIT ÷ Interest Expense
	15.62
	25.69
	63.93
	71.83
	17.10

	Investment Ratios for Tesla 
	2025
	2024
	2023
	2022
	2021

	Earnings Per Share (EPS)
	Net Income ÷ Weighted Average Shares Outstanding
	1.18
	2.23
	4.73
	4.02
	1.87

	Dividend Yield 
	(Dividend per Share ÷ Market Price per Share) × 100
	0.00%
	0.00%
	0.00%
	0.00%
	0.00%

	Cash Flow Analysis for Tesla 
	2025
	2024
	2023
	2022
	2021

	Operating Cash Flow
	Cash Flow from Operating Activities
	14747
	14,923
	13,256
	14,724
	11,497

	Free Cash Flow
	Operating Cash Flow − Capital Expenditures
	6220
	3,581
	4,357
	8,242
	8,340

	Cash flow stability
	Operating Cash Flow ÷ Net Income
	3.83
	2.09
	0.89
	1.17
	2.04


(Source: Excel)
[bookmark: _Toc227848502]Appendix 2: Calculation of Working Capital Management Analysis for Five-years 2021, 2022, 2023, 2024 and 2025 for Tesla (Values in $ million)
	
	
	2025
	2024
	2023
	2022
	2021

	Current ratio
	Current assets / Current Liabilities 
	2.16
	1.21
	1.15
	1.53
	1.38

	Quick ratio
	Current assets- Inventories / Current Liabilities 
	1.77
	0.96
	0.84
	1.05
	1.08

	Working Capital
	Current assets - Current Liabilities 
	36928
	9970
	6607
	14208
	7395

	Inventory Turnover ratio
	Cost of goods sold / Average Inventory 
	6.27
	6.68
	5.81
	4.72
	6.99

	Receivable turnover ratio
	Credit sales/ Accounts receivable 
	14.38
	16.41
	22.38
	22.77
	23.07

	Days Sales Outstanding
	365/Receivables Turnover Ratio
	25.38
	22.25
	16.31
	16.03
	15.82

	Accounts payable ratio
	Cost of goods sold/Accounts payable 
	4.21
	4.96
	4.51
	3.25
	3.23

	Days Payable Outstanding
	365/Accounts payable ratio
	86.74
	73.59
	80.89
	112.26
	112.88


(Source: Excel)
[bookmark: _Toc227848503]Appendix 3: Payback Period
	Payback Period

	Year
	Project A
	Cumulative
	Project B
	Cumulative
	Project C
	Cumulative

	0
	-50
	-50
	-50
	-50
	-50
	-50

	1
	10
	-40
	11
	-39
	5
	-45

	2
	12
	-28
	11
	-28
	10
	-35

	3
	14
	-14
	11
	-17
	20
	-15

	4
	10
	-4
	11
	-6
	25
	10

	5
	8
	4
	11
	5
	5
	15

	
	
	
	
	
	
	

	PBP
	4.5
	
	4.545455
	
	3.6
	


(Source: Excel)
[bookmark: _Toc227848504]Appendix 4: Accounting Rate of Return (ARR)
	Accounting Rate of Return (ARR)

	Depreciation
	10
	
	
	
	
	

	
	
	
	
	
	
	

	Year
	Project A
	Profit
	Project B
	Profit
	Project C
	Profit

	1
	10
	0
	11
	1
	5
	-5

	2
	12
	2
	11
	1
	10
	0

	3
	14
	4
	11
	1
	20
	10

	4
	10
	0
	11
	1
	25
	15

	5
	8
	-2
	11
	1
	5
	-5

	
	
	
	
	
	
	

	Average profit:
	
	0.8
	
	1
	
	3

	ARR:
	
	1.6
	
	2
	
	6


(Source: Excel)
[bookmark: _Toc227848505]Appendix 5: Net Present Value (10% Discount Rate), Profitability Index and IRR
	Net Present Value (10% Discount Rate)

	
	
	
	
	
	
	

	Year
	Factor (10%)
	
	
	
	
	

	1
	0.90909091
	
	
	
	
	

	2
	0.82644628
	
	
	
	
	

	3
	0.7513148
	
	
	
	
	

	4
	0.68301346
	
	
	
	
	

	5
	0.62092132
	
	
	
	
	

	
	
	
	
	
	
	

	Present Value (PV)
	
	
	
	
	

	
	
	
	
	
	
	

	Year
	Project A
	PV
	Project B
	PV
	Project C
	PV

	1
	10
	9.09090909
	11
	10
	5
	4.54545455

	2
	12
	9.91735537
	11
	9.090909091
	10
	8.26446281

	3
	14
	10.5184072
	11
	8.26446281
	20
	15.026296

	4
	10
	6.83013455
	11
	7.513148009
	25
	17.0753364

	5
	8
	4.96737058
	11
	6.830134554
	5
	3.10460662

	
	
	
	
	
	
	

	NPV
	
	-US$8.68
	
	-US$8.30
	
	-US$1.98

	PI
	
	0.82648354
	
	0.833973089
	
	0.96032313

	IRR
	
	3%
	
	3%
	
	9%


(Source: Excel)
Efficiency (Activity) Analysis for Tesla 

Inventory Turnover	2025	2024	2023	2022	2021	6.2728373143963845	6.6772072896729631	5.806032584764421	4.7206947581587348	6.9857564703838806	Receivables Turnover	2025	2024	2023	2022	2021	14.38395979020979	16.405613399728384	22.379988597491447	22.767615176151761	23.065865133298484	Asset Turnover	2025	2024	2023	2022	2021	0.6881195303542661	0.80027852871303351	0.90766099532911892	0.98936092691102528	0.86628253206933736	2025	2024	2023	2022	2021	
Ratios




Gearing (Leverage) Analysis for Tesla 

Debt Ratio	2025	2024	2023	2022	2021	0.39868365673483014	0.39641189481445072	0.40339342324935751	0.44256600840438193	0.49167082454813216	Equity Ratio	2025	2024	2023	2022	2021	0.59603355441707906	0.59730482510035221	0.58746177943686806	0.5429327892346183	0.48589271056316491	Debt-to-Equity Ratio	2025	2024	2023	2022	2021	0.66889465161863715	0.66366765871655264	0.68667177571287163	0.81513958482462423	1.0118917486501706	Interest Coverage Ratio	2025	2024	2023	2022	2021	15.615384615384615	25.685714285714287	63.929487179487182	71.827225130890056	17.097035040431265	2025	2024	2023	2022	2021	

Ratios




Investment Ratios for Tesla 

Earnings Per Share (EPS)	2025	2024	2023	2022	2021	1.18	2.23	4.7300000000000004	4.0199999999999996	1.87	Dividend Yield 	2025	2024	2023	2022	2021	0	0	0	0	0	2025	2024	2023	2022	2021	
Ratios




Cash Flow Analysis for Tesla 

Operating Cash Flow	2025	2024	2023	2022	2021	14747	14923	13256	14724	11497	Free Cash Flow	2025	2024	2023	2022	2021	6220	3581	4357	8242	8340	Cash flow stability	2025	2024	2023	2022	2021	3.8254215304798964	2.086257514329652	0.88526779751569384	1.1697783427345674	2.0370304748405386	2025	2024	2023	2022	2021	
Ratios




Working Capital 

Working Capital	2025	2024	2023	2022	2021	36928	9970	6607	14208	7395	
Values in ($ million)




Days Sales Outstanding and Days Payable Outstanding 

Days Sales Outstanding	2025	2024	2023	2022	2021	25.375488066118717	22.248482339955849	16.30921295647633	16.031542925159947	15.824249291784703	Days Payable Outstanding	2025	2024	2023	2022	2021	86.736719569196865	73.589946662356553	80.885044762826126	112.26183995645074	112.8836958198365	
Days




Profitability Ratios of Tesla 

Gross Profit Margin	2025	2024	2023	2022	2021	18.026511436616154	17.862626676220696	18.248891736331416	25.598438535759005	28.806741192411923	Operating Margin	2025	2024	2023	2022	2021	4.5925738450019509	7.2433207083631892	9.1874799789197397	15.451376101740689	13.810552168021681	Net Profit Margin	2025	2024	2023	2022	2021	4.0652978582049411	7.3221414679086907	15.47332417099811	14.903881564410401	11.949525745257453	Return on Assets (ROA)	2025	2024	2023	2022	2021	2.7974108529381883	5.8597526009666581	14.044532818098258	15.286987782069033	6.8546722048143023	Return on Equity (ROE)	2025	2024	2023	2022	2021	4.6933781365279961	9.8103218904722063	23.907143085225275	28.156317108088764	12.625268432355046	2025	2024	2023	2022	2021	
Ratios




Liquidity Ratios for Tesla

Current Ratio	2025	2024	2023	2022	2021	2.1644068865485275	1.2060343046083901	1.1536190099746564	1.53195552061103	1.3752854605430094	Quick Ratio	2025	2024	2023	2022	2021	1.7736646276092578	0.95769787146104568	0.8368015996651863	1.0512561308922086	1.0831261101243339	2025	2024	2023	2022	2021	
Ratios
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