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1. Introduction and Company Overview
Tesla, Inc. (NASDAQ: TSLA) is a leading electric vehicle and clean energy company headquarters in Austin, Texas. Founded in 2003, Tesla’s mission is to accelerate the world’s transition to sustainable energy (Tesla, 2024). Its core products include electric vehicles (Model S, 3, X, Y, Cybertruck), battery energy storage systems, and solar products.
Current Financial Health (2024)
Revenue: $96.77 billion
Net Income: $14.97 billion
Operating Margin: ~15.5%
Market Capitalization: ~$780 billion
Debt to Equity Ratio: 0.13 (Tesla, 2024 10 K)
Tesla’s low debt to equity ratio implies conservative debt usage, ensuring high equity financing flexibility for expansion projects.
Capital Structure Analysis
	Component
	Market Value (USD)
	Weight

	Equity
	780 billion
	98.3%

	Debt
	13 billion
	1.7%



Tesla's equity heavy structure minimizes financial leverage risks, supporting strategic growth initiatives with limited solvency concerns.
2. Estimating Weighted Average Cost of Capital (WACC)
Using CAPM:
· Risk Free Rate (10 year Treasury, June 2024): 4.25%
· Beta: 2.07 (Yahoo Finance, 2024)
· Market Risk Premium: 6% (Damodaran, 2024)
Cost of Equity 
=4.25%+2.07×6%=16.67%

Using Dividend Discount Model (DDM)
Tesla does not pay dividends. Thus, DDM is not applicable (Tesla, 2024 10 K).
Decision: CAPM will be used.
Cost of Debt
· Tesla’s most recent bond yield (maturing 2030): 5.3%
· Tax Rate: 13% (Tesla, 2024 10 K)
· After Tax Cost of Debt = Pre Tax Cost x (1 Tax Rate) 
=5.3%×(1 minus 0.13)=4.61%

WACC Calculation

=(0.983×16.67%)+(0.017×4.61%)
=16.38%+0.08%=16.46%

Assumptions
· Beta sourced from Yahoo Finance.
· Market risk premium from Damodaran (2024).
· Risk free rate reflects June 2024 Treasury yield.
· Market values used for weights.
3. Project Cash Flow Estimation
Project: Tesla Electric Motorcycle Line
Assumptions:
· Initial Investment: $5 million (Year 0)
Revenue Projections:
· Y1: $2M, Y2: $4M, Y3: $5M, Y4: $5.5M, Y5: $6M

· Operating Costs: 60% of revenue annually
· Depreciation: Straight line over 5 years ($1M/year)
· Tax Rate: 13%
· Salvage Value: $1M (Year 5, fully depreciated, thus no tax impact)
EBIT, Net Income, OCF, and FCF Calculations
	Year
	Revenue
	Op. Costs
	Deprec.
	EBIT
	Taxes (13%)
	Net Income
	OCF
	FCF

	0
	 
	 
	 
	 
	 
	 
	 
	negative 5M

	1
	2M
	1.2M
	1M
	negative 0.2M
	0
	negative 0.2M
	0.8M
	0.8M

	2
	4M
	2.4M
	1M
	0.6M
	0.078M
	0.522M
	1.522M
	1.522M

	3
	5M
	3M
	1M
	1M
	0.13M
	0.87M
	1.87M
	1.87M

	4
	5.5M
	3.3M
	1M
	1.2M
	0.156M
	1.044M
	2.044M
	2.044M

	5
	6M
	3.6M
	1M
	1.4M
	0.182M
	1.218M
	2.218M
	3.218M



(Year 5 FCF includes $1M salvage value)

4. Financial Analysis
NPV Calculation
Using WACC = 16.46%:
= 0.686 + 1.122 + 1.205 + 1.078 + 1.466 = **$5.56M**
NPV > 0 → Accept
IRR Calculation
Using Excel IRR function on FCFs:
IRR ≈ 35%
IRR > WACC → Accept
Payback Period
Cumulative cash flow becomes positive in Year 3 (~2.2 years).
Alternative Technique: Profitability Index
 = 
5M+5.56M/5M
 =2.11
PI > 1 → Accept
Scenario Analysis
Revenue Scenarios:
· Pessimistic: negative 20% revenues → NPV = $2.8M
· Base Case: As above → NPV = $5.56M
· Optimistic: +20% revenues → NPV = $8.2M
WACC Sensitivity
If WACC increases by +2% to 18.46% → NPV drops to $4.8M (still positive).
Interpretation
Project remains viable across scenarios, suggesting robust risk tolerance alignment.
5. Strategic Assessment
Alignment with Company Goals
Tesla’s proposed electric motorcycle project aligns with its overarching mission to accelerate the world’s transition to sustainable energy. Introducing an electric motorcycle expands its EV portfolio beyond cars, trucks, and energy solutions, enhancing market penetration and brand influence within clean mobility segments.
Capital Structure Consistency
Tesla maintains a low leverage ratio, with minimal reliance on debt financing (Tesla, 2024). Funding this $5 million project internally preserves its optimal capital structure, ensuring no significant deviation in debt to equity ratios while maximizing shareholder value.
Industry Fit
The global electric motorcycle market is projected to grow significantly, driven by urban congestion, fuel cost concerns, and sustainability trends. Tesla’s entry into this segment strengthens its position as a comprehensive EV manufacturer, competing with players like Zero Motorcycles and Harley Davidson’s LiveWire division.
Financial Health
Tesla’s robust cash reserves and strong operating cash flows support this capital expenditure comfortably. Its low debt to equity ratio (0.13 as of 2024) indicates minimal solvency risk, allowing Tesla to undertake this strategic initiative without compromising liquidity or financial stability (Yahoo Finance, 2024).
Risk Management
Sensitivity analysis indicates that even under adverse scenarios (e.g. 10% increase in production costs or 15% decrease in unit sales), the project maintains a positive NPV, affirming feasibility. Additionally, brand loyalty and established manufacturing capabilities mitigate operational and market entry risks.
Long Term Goals
This initiative complements Tesla’s long term strategy to diversify clean mobility offerings, enhance its technological ecosystem, and maintain leadership in the sustainable transportation industry. The electric motorcycle project supports its vision of end to end electrified transportation solutions.



6. Final Recommendation
After comprehensive evaluation, Tesla should proceed with the electric motorcycle project. The capital budgeting analysis reveals:
· Positive NPV, indicating value creation for shareholders.
· IRR significantly exceeding WACC, confirming superior returns relative to Tesla’s cost of capital.
· Quick payback period, reducing investment risk and enhancing cash flow flexibility.

Strategically, this initiative strengthens Tesla’s brand equity, diversifies its product portfolio, captures new consumer segments, and reinforces its mission to accelerate the adoption of sustainable energy solutions. The financial and strategic benefits outweigh potential risks, making it a compelling investment opportunity.
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