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Abstract 
Profit quality, an important index to measure the operating ability of an enterprise, 
reflect the income level and profitability of the enterprise by observing the profit rate 
and the sustainability of the profit. As one of the largest electric vehicle and energy 
company in the United States, Tesla was founded in 2003. It reached approximately 
US$6.72 billion of annual sales of new energy vehicles and approximately US$2.08 billion 
of net profit in 2022, and the market value by this year was US$852.787 billion. In order 
to understand Tesla's positioning in the new energy vehicle industry and the company's 
future development prospects, this article investigates and analyzes Tesla's 2022 
earnings quality by analyzing several indicators. 
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1. Introduction 

Revenue is the increase in the economic interests of an enterprise during the accounting period. 
Companies with distinct operating conditions have different levels of profitability, as well as 
the quality of profitability. Generally, a high profit does not guarantee a good profit quality. 
When analyzing the quality of earnings, the company's main business and its corresponding 
costs are notable aspects. A high-quality income should be featured with authenticity, 
sustainability, stability, and security.  When selecting indicators for analyzing the profit quality 
of an enterprise, the practicability of the indicators and the availability of data should be taken 
into account, as well as a general interpretation of the actual operating conditions and operating 
characteristics of the enterprise. Based on the above considerations, this article chooses to 
observe the gross profit rate, expense ratio, and cost to analyze Tesla's profit quality.  
Tesla's total revenue from 2020 to 2022 is approximately 3.15 billion, 5.38 billion, and 8.146 
billion, respectively, and its net profit is approximately 86 million, 564 million, and 1.259 billion. 
On the whole, Tesla's operating income and net profit have shown a linear upward trend in the 
past three years. According to the information disclosed in Tesla's 2022 financial statements, 
the operating income in 2022 has increased by US$23.09 billion compared with 2021, mainly 
due to a year-on-year increase of 347,024 in the delivery of Model 3 and Model Y vehicles, and 
a year-on-year increase of 347,024 in Model S and Model X vehicles and that of 38,183 in model 
S and model X vehicles.  

2. Literature Review 

In the capital market, the profit quality is the key for investors to analyze the financial status 
and operating results of companies. When analyzing the profit quality of a company, investors 
should pay attention to whether the selected indicators are in line with the company's 
profitability and whether the number of selected indicators is comprehensive. In "Research on 
Profit Quality", Feng Yuqing proposed several indicators for analyzing profit quality: growth, 
the ability of gain cash, and profit structure. The first two indicators respectively discuss the 
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growth and sustainability of corporate profits, the ability of corporate profits to convert income 
into controllable cash flow, and the profit structure analyzes the stability of revenue by 
observing the proportion of various profits. Other than the above indicators, these following 
factors should also be considered when analyzing the quality of profitability: industry 
competition situation, corporate strategic positioning, the ability to make profit, earnings 
management, and asset operation efficiency. 
In recent years, New energy vehicle industry of China has developed rapidly, with production 
and sales increasing year by year. Established in 1997, SAIC was initially engaged in the 
traditional automobile manufacturing industry. To transfer to electric vehicle industry, SAIC 
New Energy was established, in 2015, as a wholly-owned subsidiary of the group. "SAIC Group 
Profit Quality Analysis" analyzes SAIC’s profit quality from four aspects: production and sales 
analysis, profitable project structure, profitable business structure, and profitable regional 
structure, so as to evaluate the company's profit stability and cash assurance degree more 
accurately. Based on SAIC's financial data from 2013 to 2017, the company's production and 
sales have increased year by year, which is in line with the development trend of China's new 
energy vehicle industry. Its profit structure includes main business income, investment income, 
and net non-operating income and expenditure, of which main business income accounts for 
the largest proportion, and the profit mainly comes from the vehicle business. 
Other than SAIC, BYD is also one of the giants in Chinese electric vehicle industry. According to 
"BYD Co., Ltd. Financial Report Analysis", calculating the total asset profit rate, main business 
profit rate, net sales rate, and return on net assets, BYD represented a low profitability from 
2016 to 2019, which became better in 2020. BYD's main income comes from core profit, which 
is the income from the company's operations. In addition to the automobile manufacturing 
industry, BYD's business also includes daily-use electronic device manufacturing and electronic 
component manufacturing. The revenue from the automobile business accounts occupies more 
than half of the core profit, which is in line with the company's development strategy and its 
positioning in the market. According to the content of "Profit Quality Analysis under Strategic 
Conformity" in "Research on the Quality of BYD's Financial Status", although BYD mainly targets 
the Chinese market, its overseas revenue has grown rapidly in recent years. In terms of cost, 
the company's research and development expenses accounted for the highest proportion of its 
period expenses, contributing to the reduction of product production costs. Generally speaking, 
BYD, as a company occupying a leading position in China's new energy vehicle industry market, 
has a good development trend, but still needs to enhance its own profitability and product 
competitiveness. 
Based on the above articles, earnings quality is a crucial consideration when analyzing the 
stability and reliability of a company. When analyzing the quality of earnings, the indicators 
selected by investors should take into account the stability, reliability, and durability of the 
enterprise. The four aspects observed in the "Analysis of SAIC's Profit Quality" can be used as a 
reference for investors. By reading the above papers discussing the profit quality of SAIC and 
BYD, it is not difficult to find that the gross profit rate of the vehicle industry is relatively lower 
than other industries because of the higher cost of production, which is a characteristic of the 
automobile industry, especially for new energy vehicles. As a leader in the global new energy 
vehicle industry, Tesla has advanced BMS technology and electronic control technology, etc., 
and maintains a high reputation and trust in the world. In order to explore the level of Tesla's 
profit quality, we can compare the business conditions of competitors SAIC Motor and BYD Co., 
Ltd. 
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3. Research Methods & Procedures (Financial Statement Analysis) 

3.1. Consolidated Statements of Operation 
Table 1. Tesla's 2022 10-K Financial Statements 

 
 
Tesla's net income in 2022 was US$12.587 billion, with a gross profit margin of 15.45% and an 
increase of nearly 5% over the previous year. Its income sources can be roughly divided into 
three parts: automobile income (including automobile sales, automobile leasing, automobile 
regulatory credit), energy manufacturing and storage, services, etc., while income from 
automobile sales, energy manufacturing, storage and services accounted for 96.3% of the total 
income. Vehicle sales revenue includes revenue related to cash and financing delivery of new 
vehicles, as well as certain other features and services that meet the definition of performance 
obligations under ASC 606, including access to our FSD (full self-drive) features, Internet 
connectivity, Supercharger network and over-the-air software updates. For the year ended 
December 31, 2022, the cost of revenue from vehicle sales increased by $17.18 billion, or 53%, 
compared to the year ended December 31, 2021. The average combined cost per unit of Model 
3 and Model Y has increased year-on-year due to rising raw material, logistics and warranty 
costs. In 2022, 82.5% of total revenue came from automotive sale, which was about the same 
as 81.98% in 2021. Although the performance in 2020 is not as good as the performance of the 
next two years, it still had 78.02%. The stable and high proportion of main business shows the 
sustainability of Tesla's main business income.  
Corresponding to operating profit, Tesla’s cost mainly comes from automotive sales, including 
direct and indirect materials, labor costs, manufacturing overhead (including depreciation 
costs of tools and machinery, transportation and logistics costs, vehicle connection costs, and 
power distribution and infrastructure costs associated with the supercharger network and 
estimated warranty expense reserves). By observing the operating activities part of the 
cashflow statement and the emergency purchase part disclosed in the notes to the balance 
sheet, it is found that Tesla's raw material costs and labor costs did not account for a high 
proportion of the total cost of automotive sales. For 2022, Tesla had depreciation costs account 
for 7.55% of the cost of automotive sales and 6.18% of the total cost. The possible reasons 
includes poor asset quality, high frequency of use, improper maintenance, aging equipment, 
and technology updates. Based on the information on fixed assets provided in the Notes section, 
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Tesla measures depreciation by the straight-line method, and by the useful life it provides (the 
life of its production equipment and vehicles ranges from 3 to 15 years) and the investment 
part of the cash flow statement, the quality of its fixed assets is not bad, and there is no such 
thing as poor quality, improper maintenance, or aging equipment. Tesla has a large demand and 
investment in fixed assets, of which had more than doubled from 2020 to 2021. Based on upper 
information and evaluation, it can be inferred that Tesla is more likely to had a technological 
innovation in the past few years. 

3.2. Consolidated Balance Sheet 
Table 2. Tesla's 2022 10-K Financial Statements 

 
 
By observing the balance sheet, Tesla's total asset in 2022 was US$82.338 billion, increased 
US$20.207 billion from the total asset of the previous year, of which current assets and PPE 
increased by US$13.817 billion and US$4.664 billion, respectively. Correspondingly, Tesla's 
total liabilities in 2022 was US$36.44 billion, which increased US$5.892 billion from the 
previous year mainly due to accounts payable. The company's total asset-liability ratio in 2022 
is 44.26%. Not only had the extent to which the company's total assets is financed by borrowing 
reflected by this indicator, it also measures the degree to which the company protects the 
interests of creditors when it is liquidated. A ratio below 0.5 for Tesla indicates that a larger 
portion of its assets are funded by shareholder equity and that the business is well funded and 
does not need to borrow to operate. In addition, the low asset-liability ratio also reflects the 
stronger business operation ability of the enterprise. By comparing current assets and current 
liabilities, Tesla's current ratio in 2022 is 1.53. It is generally believed that the current ratio 
should be above 2:1, which means that the current assets are twice the current liabilities. Even 
if half of the current assets cannot be realized in the short term, all current liabilities can be 
guaranteed to be paid. However, Tesla's current ratio is lower than 2:1, which means that if 
more than half of the current assets cannot be realized in the short term, it cannot guarantee 
that all current liabilities would be repaid in the short term. Its quick ratio is 0.94. When 
calculating, it is necessary to deduct the value of inventories and prepaid expenses from current 
assets. This is because inventory usually takes more time to be exchange into current asset, and 
some may be unsalable and cannot be realized. Traditionally experienced, the normal range for 
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quick ratio is to maintain at 1:1, which indicates that for every 1 dollar of current liabilities of 
an enterprise, there is 1 dollar of easily realizable current assets to cover, and the short-term 
solvency is reliably guaranteed. With a low quick ratio, the short-term debt repayment risk of 
the enterprise would be greater; inversely, the enterprise would have too much funds in quick 
assets, which would rise the opportunity cost of enterprise investment. However, the above 
criteria are not absolute. In real world, the characteristics of the industry of which an enterprise 
is engaged in should be taken into consideration. For Tesla, in 2022, every 1 dollar of current 
liabilities only had 0.94 dollar of easily realizable current assets to pay off, indicating that its 
repayment ability is relatively average so that only 94% of current liabilities can be paid off in 
a short period of time.  

3.3. Consolidated Statements of Cash-flow 
Table 3. Tesla's 2022 10-K Financial Statements 

 
 
The cash flow of an enterprise can be roughly divided into the following four parts: operating 
activities, investing activities, financing activities, and cash flows from extraordinary items. In 
2022, Tesla's cash, cash equivalents, and restricted cash had a total outflow of US$1.22 billion, 
of which operating activities, investment activities, and financing activities have inflows of 
US$14.724 billion, outflows of US$11.973 billion, and inflows of US$3.527 billion. Operating 
activities are the main operations of a business that generate cash inflows that can be used in 
investment and financing to generate further cash inflows. Investing activities aim to use idle 
funds to generate value, and financing activities aim to raise funds for operating activities. And 
the cash flows generated by these two activities are used to assist operating activities. Compare 
with 2021, Tesla's cash inflow from operating activities in 2022 increased by US$3.227 billion, 
of which net income increased by US$6.943 billion and inventory increased by US$4.756 billion. 
The year-on-year increase in profits and demand shows that Tesla's development is stable, and 
it also shows that it has a strong business capability in the new energy vehicle market. For 
investment activities,  an enterprise usually do both inside investment and outside investment. 
[] Tesla's investment in real estate and equipment in 2022 was US$7.158 billion, which is 
US$676 million and US$4 billion higher than the previous two years. The year-by-year increase 
in inside investment shows that the company has a good development prospect and a good 
growth potential. Its expenditure on outside investment in 2022 was US$5.835 billion, and its 



Volume 4 Issue 10, 2023 

DOI: 10.6981/FEM.202310_4(10).0010 

87 

Frontiers in Economics and Management 

ISSN: 2692-7608 

expenditure on outside investment in 2021 was US$132 million. According to Tesla’s appendix, 
its investments are primarily in a portfolio of marketable securities, including U.S. government 
securities, corporate debt securities, time deposits and certain certificates of deposit. The surge 
in outside investment cash outflows indicates that Tesla was making profits through non-main 
business activities, because the company may need more profits to provide financial support 
for subsequent development. Compared with Tesla's substantial increase in net profit in 2022, 
using more idle resources for investment has improved the resource utilization efficiency of the 
enterprise. In addition, expanding non-main business can help enterprises balance risks and 
reduce business risks when the main business may be affected by market fluctuations. Tesla's 
return on investment in 2021 is approximately 16.76%, which is higher than the market 
average return on investment, proving that Tesla has a certain ability to identify investment 
risks. 

3.4. Profit Quality Analysis 
In recent years, the technology and market environment of the new energy vehicle industry 
have been constantly changing, and its cost of production is much higher than that of other 
industries. Generally, the gross profit rate of companies in the new energy vehicle industry 
ranges from 10% to 20%. Although Tesla's gross profit margin in 2022 is only 15.45%, take 
into account the characteristics of the industry, its operating performance is relatively good. 
Tesla's revenue mainly comes from automotive sales and services. Automotive sales revenue 
includes revenue related to cash and financing delivery of new vehicles, as well as certain other 
features and services that meet the definition of performance obligations under ASC 606, 
including access to our FSD features, Internet connectivity, Supercharger network and over-
the-air software updates. To the year ended December 31, 2022, the cost of revenue from 
automotive sales increased by $17.18 billion, or 53%, compared to the year ended December 
31, 2021. The average combined cost per unit of Model 3 and Model Y has increased year-on-
year due to rising raw material, logistics and warranty costs. In 2022, automotive sales 
consisted 82.5% of total revenue, which is pretty much the same as 81.98% in 2021. Although 
the performance in 2020 was not as good as the performance of the following two years, it still 
had 78.02%. The stable and high proportion of main business shows the sustainability of Tesla's 
main business income. Corresponding to operating profit, Tesla’s cost mainly comes from 
automotive sales, including direct and indirect materials, labor costs, manufacturing overhead 
(including depreciation costs of tools and machinery, transportation and logistics costs, vehicle 
connection costs, and power distribution and infrastructure costs and estimated warranty 
expense reserves in relation to our Supercharger network). Cost of automotive sales revenue 
also includes adjustments for warranty charges and charges to write down the carrying value 
of inventory when it exceeds its estimated net realizable value, and to make allowances for 
obsolete and inventory inventories that exceed forecasted demand. By observing the operating 
activities part of the cashflow statement and the emergency purchase part disclosed in the 
notes to the balance sheet, it is obvious that Tesla's raw material costs and labor costs do not 
consist a high proportion of the total cost of automotive sales. In comparison, depreciation costs 
consist 7.55% of the cost of automotive sales and 6.18% of the total cost. The possible reasons 
includes poor asset quality, high frequency of use, improper maintenance, aging equipment, 
and technology updates. Based on the information about fixed assets provided in the appendix, 
Tesla measures depreciation using the straight-line method, and through the asset’s useful life 
and the investment part of the cash flow statement provided by Tesla, the quality of its fixed 
assets is not bad, and there is no poor quality, improper maintenance, and aging equipment. 
Plus, Tesla has a large demand and investment in fixed assets, which is more than doubled from 
2020 to 2021, so Tesla is more likely to have technological updates in the past few years. To 
sum up, the author believes that Tesla's operating results are relatively good, and its products 
have certain competitiveness in the market. Tesla’s excellent operating performance provides 
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it with subsequent financial support for investment in fixed assets and technology development, 
making its products more competitive, thus forming a virtuous circle. 

4. Summary 

As one of the leaders in the new energy vehicle industry, Tesla has the mission of accelerating 
the world's transition to sustainable energy. Based on the cost analysis and the data disclosed 
in the three financial data tables, the company has a good sales performance, and it has steadily 
increased year by year. It can be seen from the income statement that its income mainly comes 
from its main business, namely automotive sales and energy manufacturing, storage and 
services. Among them, Tesla's car sales turnover consisted 82.5% of its total revenue in 2022. 
For the total cost, its higher depreciation cost is likely to come from technology update. Plus the 
cash flow of its investment activities, a large part of the income is used for investment in fixed 
assets and technological development. By calculating the quick ratio, Tesla's debt repayment 
ability is relatively average to which 94% of current liabilities can be paid off in a short period 
of time in 2022. Overall, it can be inferred that the company is still in the expansion stage. Its 
strategy is to develop new energy vehicle manufacturing technology to make products more in 
line with user needs, improve the affordability and efficiency of vehicles, and thus enhance the 
competitiveness of its products. The year-on-year increase in operating income is a testament 
to Tesla's strategy to make its products more and more popular in the market. While developing 
new energy vehicle technology, Tesla also focuses on improving and developing battery 
technology and improving FSD capabilities, and facts have proved that continuous 
improvement of technology is the key to Tesla's success. In addition, Tesla's surge in revenue 
between 2020 and 2022 is also inseparable from its development of the Chinese market in 2021 
(it received subsidies of US$6 million and US$76 million from the Shanghai government from 
2021 to 2022, respectively). Comparing the income and turnover from 2020 with those of 2022, 
it is explicit that Tesla’s net income, inside investment and outside investment all have an 
exponential upward trend, which proves that it was a wise movement to develop the Chinese 
market. Compare with BYD Co., Ltd., the advantage of Tesla's new energy vehicles is reflected 
in the intelligent assisted driving system, while the disadvantage lies in the relatively 
incomplete supply chain system. Sum up, Tesla engages in a broad range of business, its 
development prospects are relatively clear, and it has certain competitiveness in the new 
energy vehicle industry. 
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