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Financial Statement Analysis of Tesla Inc. Company
Introduction
Nobody needs to compromise to own and drive an electric car. Electric cars can also be efficient and consequently more exciting to drive than diesel or gasoline cars. Two engineers, Marc Tarpenning and Martin Eberhard started the company by the name Tesla Inc. in 2003 to prove this idea. The two accredited the company’s name to another engineer, Nikol Tesla, who had intended to establish a car company that would also produce other machineries like computer software, the battery, and branded automobiles. Tesla Inc. is an American electric-automobile company, earlier known as Tesla Motors (Dzialo, 2018). 
Tesla Inc. is based in Palo Alto, California, which is its headquarters. The company runs its design and production facilities in Lathrop and Fremont, California, the Netherlands, and Tilburg.  It also has its Gigafactories in Shanghai, China, Buffalo, New York and, Reno, Nevada, and Berlin, Germany. It manufactures its energy storage produces at its Nevada Gigafactory and its solar produces at its Buffalo Gigafactory, New York. The US accounts for over 50% of its sales while the rest of the sales is from other markets, including more than 10% from China, about 5% from Norway, over 5%  from the Netherlands, and about 25% from other countries.
Tesla Inc. operates on the belief that the sooner humanity stops depending on fossil energies and focus on an emission-free future, the better.  As such, the company diverged its production into more than just electric cars (Dzialo, 2018). The company currently manufactures clean energy production and energy storage products. In 2015, the company unveiled batteries for storing electric power generated from solar energy for consumption in homes and workplaces. In summary, Tesla currently manufactures the following products; electric cars including Model X, Model S, Model 3, and Model Y; solar products including solar roof tiles and solar panel; energy storage batteries including Powerpack, Powerwall, and Megapack.  
The company markets and sells its cars to customers via a website and its global galleries and stores. Tesla also provides a used car business that backs new car sales by incorporating these sales with consumers’ trade-in requests for their car.  An outstanding feature about Tesla is that it doesn’t involve dealerships. The company markets and sells its solar energy generation and storage products directly to domestic consumers locally via its stores, galleries, and station associates. For its batteries, a global sales company and a group of station associates to market and sell them directly to utility and commercial consumers.
Tesla constantly develops a Destination Charging stations system in the US, UK, UAE, China, Australia, France, Canada, Germany, South Korea, Italy, Russia, Japan, and in nearly 40 countries. Such charging stations provide convenient and fast charging services for Tesla users to recharge their cars.
Tesla’s operations involve two sections: the automotive section and the Energy generation and storage section. The two sections generate sales of about 95% and 5% respectively. Sales from the automotive section include the selling and leasing of cars and their regulatory credits. The section also comprises non-warranty after-sale car services, retail merchandise, used cars sales, the third party acquired subsidiaries sales, and car insurance income. Sales from the energy generation and storage section comprise designing and selling solar energy systems and stationary energy storage products to domestic and small commercial users (Dzialo, 2018). 



Financial Statement Analysis
Financial statements comprise a company’s written records that communicate its corporate activities and financial performance (Palepu, Healy, Wright, Bradbury, & Coulton, 2020). The business's common financial statements include the cash flow statement, the balance sheet, and the income statement. There are several concepts of financial statement analysis, including ratio, horizontal, and vertical analysis. Horizontal analysis is also known as trend analysis. The techniques study trends by analyzing year to year line item values. The vertical analysis compares a year’s line item to another line item in the same year. Ratio analysis applies essential ratio metrics to determine statistical relationships. 
Income Statement Analysis
The income statement presents an outline of a company’s income and expenses that its business operations entail to determine its net profit or loss. Total Tesla's revenue over the past three years was $11.7billion in 2017, $21.5billion in 2018, an 82% rise from 2017, and $24.6billion in 2019, a 14% rise from 2018. Given that the company’s largest revenue streams from automotive sales, the consistent revenue growth results from a substantial consecutive increase in car sales each year. Total automotive yearly sales were $1.26billion in 2017, $2.09billion in 2018, and $2.17billion in 2019 (Khillari, 2020). The company’s energy sector’s growth also contributed to the increased revenue.
 The total cost of revenue was $9.5billion in 2017, $17.4billion in 2018, 82.7% increase from 2017, and $20.5billion in 2019, 17.7% increase from 2018. A consistent rise in automotive sales year-on-year indicates that the demand for electric cars rose yearly. The company had to increase its manufacturing, marketing, and distribution costs to meet its consumers' demand; hence the consistent increase in total revenue. The net income was -$1,96billion in 2017, -$976billion in 2018, and -$862billion in 2019. The company’s net income also increased consistently year on year as a result of the significant increase in its total revenue. Tesla's net profit margin was -16.6851 in 2017, -4.5478 in 2018, and -3.5072 in 2019. Net profit margin is the remaining revenue percentage after a company has factored in all of its costs. That is, the ratio which indicates the profit percentage a company generates from its total revenue. A negative profit margin suggests that a business's earnings are less than its expenditures (Arkan , 2016). Through the three years, Tesla had negative profit margin values, but the values increased over the years, indicating that its negative profit value increased steadily.
Balance Sheet Analysis
According to Palepu, a balance sheet provides a summary of a company’s assets, liabilities, and stockholders' equity, used to determine its operational competence (2020). From Tesla’s balance sheet report, the total assets were $28.7billion in 2017, 29.7billion in 2018, and $34.3illion in 2019. This analysis shows that Tesla’s total assets trend upwards over the three years. This was as a result of the company’s new acquisitions over the years. In late 2019, Tesla acquired several long-term assets. 
First, the company purchased a computer vision start-up, DeepScale, founded in Mount View, California. DeepScale's technology facilitates automakers to consume low-wattage processors to operate very precise computer vision. Tesla envisages DeepScale’s purchase as a way to speed up its independent driving skill efforts. Secondly, Tesla acquired Hibar Systems Ltd., a Canada-based producer of laptops, electric automobiles, and other battery systems. The industry’s observers believe the deal was part of Tesla's plan to determine its battery cell producing capability. 
Thirdly, Tesla bought an energy technology company known as Maxwell Technologies Inc. in early 2019. The purchase entailed an all-stock deal whose estimate was above $200 million. Maxwell Technologies is based in San Diego, California. The company develops and creates devices known as ultracapacitors that can store and deliver surges of energy fast. Tesla intended to use Maxwell's dry electrode expertise that would greatly impact the company. The company issued restricted common stock shares totaling 67,526 to 13 acquired subsidiary former shareholders in the same year. The shares were worth more than $22million. 
The company’s total liabilities were $24billion in 2017, $24.3billion in 2018, and $27billion in 2019. This is an indication of a consistent rise in its liabilities. A possible reason for the company’s increased liability values is that it borrowed more debts over the three years, alongside issuing equity, to facilitate the acquisition of its long-term assets. The company’s yearly shareholder equity was $4.6billion in 2017, $5.5billion in 2018, and $7.3billion in 2019. Shareholder equity is the difference between a company’s total assets and its total liabilities. The steady increase in shareholder equity over the three years is an outcome of its increased total assets.
Over the three years, the company's current ratio analysis was 0.8561 in 2017, 0.8313 in 2018, and 1.1346 in 2019. According to Arkan, when a company has a current ratio less than one, it shows that in most cases, the company does not have at hand capital to meet its current liabilities suppose they are all due at once (2016). In the years 2017 and 2018, Tesla Company's current ratio was below one; therefore, the company could not meet its short-term obligations throughout those years if they all fell due at once. In 2019, however, the company's current ratio was greater than one, meaning the company had the financial resources to stay solvent in the short-term.

Cash flow Analysis
The cash flow statement completes the income statement and the balance sheet. It is a statement that determines a company's capacity to generate cash to meet its debt commitments, fund its investments, and its operating expenses. It is a statement of a company's cash inflow and outflow over a given period.  The total cash flow from Tesla's operating activities was -$0.61billions in 2017, $2.1billion in 2018, and $2.4billion in 2019. This analysis indicates that Tesla Inc. was spending more on its business operations than it was generating in the year 2017, but the figure progressively increased in 2018 and 2019.
The company's investing activities' total cash flow was -$4.2billion in 2017, -$2.3billion in 2018, and -$1.4billion in 2019. The company's investing activities generated less income than it used, hence a cash deficit every year throughout the three years. The increase in the use of cash throughout the years could result from the acquisition of the assets that the company made over the years during its expansion. The total cash flow from its financing activities was $4.4billion in 2017, $0.574billion in 2018, and $1.5billion in 2019. 
Cash flow from financing activities indicates how a company raises its capital (Khillari, 2020). When the value is positive, it shows that the company has generated cash, which improves its asset levels. However, when the value is negative, it shows that the company has disbursed capital, like making dividend payments to shareholders or paying off its long-term debts. Based on Tesla’s cash flow records, the company has positive cash flow from its financing activities, meaning it has been raising capital via debt issuing and common stock offerings throughout the three years. 
The yearly change in cash and cash equivalent was $24.5million in 2017, $356million in 2018, and $2.6billion in 2019. The upward trend in Tesla Inc.'s cash and cash equivalent change is due to the automobile company’s capital-intensive nature. The business is generally an asset-heavy venture that demands a lot of cash to operate. Especially amid expansion, the company has to handle high maintenance costs of its plant and equipment while also involving expensive technical staff mostly under union contracts.  Therefore, this business environment comprising of high costs and expenses often implies that Tesla Inc. requires a significantly large cash position to hand the business expansion and hence the rising working capital requirement. 
A company’s receivables turnover ratio is also known as its accounts receivable turnover ratio. The ratio is a measure of how effective a company is in collecting its receivables from clients. The ratio also establishes how many times a company converts its receivables to cash in a period (Khillari, 2020). Over the three years, Tesla Company’s receivable turnover ratio was 22.8161 in 2017, 22.6143 in 2018, and 18.5634 in 2019. A high receivables turnover ratio indicates several things. First, it could show that a company operates on a cash basis. Second, it might indicate efficiency in a company’s receivables collection and that a high proportion of the company’s quality customers pay their debts promptly. Third, a high ratio could imply that a company is cautious when offering credit to its clients. 
On the one hand, a cautious credit policy could be beneficial to a company since it could help avoid offering credit to customers who might not pay on time. On the other hand, an extremely cautious credit policy might drive potential clients away from a company's competitors who are willing to offer them credit. Therefore, if a company experiences customer loss or reduced growth, it could consider loosening its credit policy to expand its sales. However, it might have to deal with a lower receivable turnover ratio. A low receivable turnover ratio indicates that either a company's customers are credit unworthy or have a poor credit collection process. Therefore, a company experiencing a low turnover ratio should consider reassessing its credit policies to make sure there is timely receivables collection. 
Tesla Company's 2017 receivables turnover ratio of 22.8161 was the highest throughout the three years. This shows that in the year 2017, the company had a poor credit collection process, or its customers were not financially worthwhile in the following two years. In the year 2018, the ratio dropped slightly, indicating that the company improved on its collection process and applied some level of caution in its credit policy. In the year 2019, the ratio significantly reduced to 18.5674. This great drop shows that the company further tightened its credit policy or became more active in its credit collection process.
Conclusion
In summary, despite its consistent revenue expansion, Tesla Inc. has a significant debt growth over the three years. However, the growth in total debts is closely correlated to its long-term assets, suggesting that it uses its debts to acquire a considerable amount of long-term assets. The company’s capital composition analysis suggests that its 80% funding comes from liabilities while the remaining is from equity. These long-term assets then aid the company in producing more products and consequently generate more sales revenue for the company. Recently, Tesla's market valuation, compared to its competitors, has been on a high. This means that the cycle debts, assets, and revenue growth are a great boost to its market valuation. The paper's highlight has been how the company manages to be cash-flow positive when its free cash flow is mostly negative.
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