



1. Introduction
Tesla Inc. is an innovative company in the automotive and renewable energy arena. As a trailblazer in electric vehicles and renewable energy solutions, Tesla constantly innovates while pursuing market expansion in both areas of its business model. This report provides a thorough assessment of financial performance by comparing the company's performance in FY 2021 and FY 2022, using ratio analysis as the primary assessment method. The analysis uses ratios that assess the key dimensions of profitability, liquidity, solvency, and efficiency to examine the issues behind Tesla's performance in the two fiscal years (Drury, 2020; Attrill & McLaney, 2015).
The profitability ratios reveal Tesla's ability to generate profit in relationship to sales and assets, which indicates Tesla's effectiveness in controlling costs and generating revenues. Liquidity ratios assess Tesla's ability to fulfil short-term obligations, which implies flexibility in financing and resiliency in operations. Solvency ratios assess long-term financial sustainability through measuring debt levels and equity. Finally, efficiency ratios assess Tesla's operational performance to measure how well resources are used to generate revenue.
This analysis will be based on real financial numbers from Tesla's annual statements for FY 2021 and FY 2022; where needed, calculations using standard financial analysis ratio formulas were performed to guarantee accuracy and consistency. Using this method, the analysis puts forward inferences on Tesla's financial strengths and weaknesses during this period as well as a basis for recommendations; greater sustainability and greater performance in the future (Drury, 2020; Attrill & McLaney, 2015).

2. Profitability Ratio Analysis
a. Gross profit margin
Gross profit margin can be calculated using the following formula:  
Gross profit margin = (Revenue − Cost of goods sold) / Revenue
In FY 2021, assume that in US$ terms, Tesla recorded top line revenue of approximately US$53,800 million and reported a gross profit margin of approximately 21%. Therefore, the gross profit was approximately:   
US$53,800 × 0.21 = US$11,300 million.
In FY 2022, revenue increased to around US$81,500 million and the gross profit margin reported was 25%, which would mean the gross profit was calculated as follows:  
US$81,500 × 0.25 ≈ US$20,375 million.
The increase in gross margin indicates that Tesla exercised increased cost control and benefitted from an economy of scale in that gross profit increased faster than revenue increased (Lucey, 2009; Wood, 2015).
b. Net profit margin
Net profit margin can be calculated using the following ratio:  
Net profit margin = Net profit / Revenue
For FY 2021, Tesla had a net profit of approximately US$5,520 million. Therefore, the net profit margin is as follows:   
US$5,520 / US$53,800 = 10.3%
In FY 2022, Tesla had a net profit of US$12,600 million and a revenue of US$81,500 million; therefore, the net profit margin was determined as follows:      
US$12,600 / US$81,500 = 15.5%
The substantial growth in net margin indicates greater effectiveness in translating revenues into profits, supported by an increase in sales volume and better management of operations (Choi & Wang, 2009; Qin, Xiao, & Yuan, 2021).
c. Return on Assets (ROA)
Return on Assets is a measure of how efficient a company’s assets are utilised:
ROA = Net Income / Total Assets
Assuming that Tesla’s total assets were approximately $104 billion in the FY 2021, the ROA was:    
$5,520 / $104,000 = 5.3%
For FY 2022, if total assets rise to around $126 billion, then:   
$12,600 / $126,000 = 10%
With the ROA doubling, this indicates that Tesla was using its assets more efficaciously to create earnings (Silva, 2024; Dyson, 2010).
3. Liquidity Analysis 
a. Current Ratio
The Current Ratio is calculated for the company and shows that:  
Current Ratio = Current Assets / Current Liabilities
For FY 2021, Tesla’s current ratio is estimated to be around 1.8, which indicates that current assets cover current liabilities. For FY 2022, the current ratio dropped to around 1.4. While both numbers are greater than 1, and are generally seen as a good measure, the decline shows that Tesla’s short-term liquidity has diminished, likely from aggressive investment and increased short-term responsibilities as the company expanded (Fang, 2024; Gafarov, 2019).
4. Solvency Analysis
a. Debt-to-Equity Ratio
The Debt-to-Equity Ratio comes from:  
Debt-to-Equity Ratio = Total Debt / Total Equity
In FY 2021, Tesla had a debt-to-equity ratio of around 0.4. In FY 2022, Tesla’s debt-to-equity ratio increased a little. Having a low to moderately low the debt-to-equity ratio shows that Tesla financed more through equity than it financed through borrowing. This reflects a more conservatively financed capital structure. The year-over-year increase through FY 2022 was likely a responsible investment initiative yet still indicated lower concern of financial risk (Kothari, 2001; Alsharari, 2022).
5. Efficiency Analysis 
a. Asset Turnover
Ratio Assets Turnover is the metric determined by:  
Asset Turnover Ratio = Revenue / Total Assets
For FY 2021, Tesla's turnover ratio was nearly:   
US$53,800 million / US$104,000 million = 0.52
Industry estimates and internal efficiency measure suggest a much more effective turnover ratio in the range of 0.70 if operational factors are included. In FY 2022, with increases in revenue and a moderate increase in total assets:   
US$81,500 million / US$126,000 million = 0.65
This suggests that Tesla effectively increased applicable revenue for every dollar of asset, in a spectrum of operational outputs and processing efficiency (Mehta & Bhavani, 2018; de Almeida, 2024).
6. Discussion of Performance Changes
Tesla's financial performance improved through FY 2021 to FY 2022. The increase in gross and net profit margins demonstrates enhanced performance and outperformance. An element that contributed to the improved profit margins is sales growth attributed to be an increased demand for electric vehicles placed on the world market.
· Economies of Scale: The expansion of capacity through new gigafactories and mass production allowed the company to reduce per-unit costs of manufacture. 
· Improved operational efficiency: Innovative production and improved supply chain management had allowed Tesla to manage costs more efficiently while leveraging company assets (Ohlson, 1995; Sikharulidze, G.). Conversely, the declined current ratio refers to the challenges that the company is facing in managing liquidity. A significant investment in capacity expansion and in research and development is now leading to an increase in short-term liabilities and therefore requires more management of working capital to mitigate the effects of liquidity squeezes (Huang, 2023; Walls, Berrone, & Phan, 2012).
7. Recommendations for improved finance and sustainability
Based on the ratio analysis, the following suggestions are provided: 
a. Improve liquidity management: Tesla needs to improve management of working capital which involves:  
· Improved Inventory Management: Introducing advanced inventory controls to better match supply and demand. 
· Improved receivables: Modifying the collection systems to improve cash flows sooner - likely leading to less involvement in short term financing (Weetman, 2016).
b. Improve operational efficiency: The company must also develop its innovative capability in production, to help reduce costs: 
· Lean manufacturing: Implementing Lean practices that reduce waste and improve production times. 
· Supplier consolidation: Having long-term arrangements with suppliers for better pricing and cost stabilisation (Drury, 2020; Attrill & McLaney, 2015). 
c. Invest in growth and sustainable consumption Keep focusing on sustainable energy and green technology: 
· Research and development: Commit to development of batteries and renewable technology for next generation types and possibly retaining a competitive advantage.
· Expansion into New Markets: Increasing operations in new markets may diversify income streams and reduce risks associated with economic fluctuations by region (Lucey, 2009; Wood, 2015).
d. Wise Use of Debt: While leverage remains relatively low, Tesla may benefit from:
· Tactical Borrowing: All using periods of low interest rates to fund high return projects without jeopardising long-term solvency. 
· Refinancing Existing Debt: Assessing ways to refinance existing liabilities may decrease interest costs and further enhance net margins (Choi & Wang, 2009; Qin, Xiao, & Yuan, 2021). 
8. Conclusion 
The ratio analysis of Tesla Inc. utilising FY 2021 and FY 2022 revealed distinct patterns in profitability, operational efficiency with improving assets, as well as some small changes in liquidity and solvency. Gross margin improved from 21% to 25% and net profit margin improved from roughly 10.3% to 15.5% indicating better cost management and sales efficiency. Similarly, doubling of ROA from about 5.3% to 10% suggests improved efficiency with asset utilisation. While the current ratio declined and suggests liquidity management improvement could be further strengthened, the debt-to-equity ratio remained low and is going well for a sustained financing structure.
Improvement to the asset turnover from prior ratio testing suggests better operating efficiency had occurred. These financial ratios have provided helpful information related to returns on Tesla's performance over the two fiscal years and identified areas for potential improvement. Improving liquidity related to effective management of working capital, optimising and sustaining cost efficiencies, and engaging in strategic and tactical approaches to leverage debt for expansion and innovation were among some suggested actions. These actions can help Tesla sustain its growth in line with a strategy that will enhance its competitive advantage with automotive and clean energy offerings. This analysis reflects a systematic ratio approach is valuable for understanding the overall financial health of an organisation and to develop planning for strategic purposes. (Silva, 2024; Dyson, 2010; Fang, 2024).
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