
 

Tesla cash burn accelerates, CEO predicts
profit ahead (Update)
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In this April 15, 2018, file photo, an unsold 2018 Model X 100d sits on a Tesla
dealer's lot in the south Denver suburb of Littleton, Colo. When Tesla releases
first-quarter earnings after the closing bell on Wednesday, May 2, 2018,
investors will be scrutinizing more than the bottom line. They'll want to see how
much cash the company burned during the quarter as well as its free cash flow,
which is cash generated minus capital spending. Those numbers could either
allay or increase fears that Tesla will run out of money this year and have to
borrow more or sell additional stock. (AP Photo/David Zalubowski, File)

Tesla's record net loss in the first quarter and fast-burn through millions
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of dollars is raising questions about the company's ability to pay all its
bills.

CEO Elon Musk conceded that criticism is valid but said during a
sometimes-testy conference call with analysts Wednesday that it's "quite
likely" Tesla will make money and have positive cash flow in the third
quarter.

"It's high time we became profitable," said Musk, who also promised
restructuring this month to achieve profit goals. "The truth is you're not a
real company until you are, frankly. That's our focus right now."

Wednesday's results showed Tesla tearing through $745.3 million in cash
in the first quarter, due largely to the slow production ramp-up of the
Model 3 mass-market electric sedan. The cash burn could put pressure
on the company to borrow more or sell additional shares to raise more
cash.

When asked by an analyst on a conference call about all-important
reservations for the Model 3, Musk cut him off, calling questions dry
and "not cool." He then allowed multiple questions from a person via
YouTube.

Tesla began the quarter with $3.96 billion in cash and equivalents, but
that fell to $3.22 billion by quarter's end.

The company said in April that it won't need more capital this year as it
generates added cash as production and sales of the Model 3 grow.

But Model 3 production still isn't near the level of 5,000 per week that
Musk promised last year. That's also the level needed for Tesla to make
money.
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Problems with building Model 3s at a plant in Fremont, California, got
so bad during the quarter that Musk has tweeted he's sleeping at the
factory, automation is overrated and more humans are needed to build
the cars.

Strong sales of the car are key to generating cash to pay operating
expenses, fund capital spending and make upcoming debt payments.

The company said in a note to investors Wednesday that Model 3
production is on the rise and that it expects profitability in the second
half, under generally accepted accounting principles.

"This is primarily based on our ability to reach Model 3 production
volume of 5,000 units per week," the company stated.

In its letter, Tesla said Model 3 production hit 2,270 per week at the end
of April, the third straight week that it reached over 2,000.

The company said it improved battery module production during the
quarter, overcoming a large bottleneck, and it now expects to hit 5,000
Model 3s per week around early July.

The Model 3 starts at $35,000 but can easily top $50,000 with options.

Musk said the restructuring would involve getting rid of third-party
contractors that have grown out of control. "We're going to scrub
barnacles on that front," he said.

He admitted that Tesla made a mistake by adding too much automation
too quickly at the factory.

"We have temporarily dialed back automation and introduced certain
semi-automated or manual processes while we work to eventually have
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full automation take back over," the company said.

Tesla posted a record $709.6 million net loss in the first quarter, which
amounts to a loss of $4.19 per share. Excluding one-time expenses such
as stock-based compensation, the company lost $3.35 per share. Revenue
grew by 26 percent from a year ago to $3.4 billion.

The giant loss in a critical quarter for the 15-year-old company beat Wall
Street estimates. Analysts polled by FactSet expected an adjusted loss of
$3.54 per share. Revenue exceeded estimates of $3.28 billion.

During the quarter the company burned cash at a rate of $57 million per
week.

Shares in Tesla, which is based in Palo Alto, California, fell more than 4
percent in after-hours trading after the earnings report.

Moody's Investor Service downgraded Tesla's debt into junk territory
back in March, warning at the time that Tesla didn't have cash to cover
$3.7 billion for normal operations, capital expenses and debt that come
due early next year. At the end of last year the company had a total of
$9.5 billion in long-term debt.

Tesla Inc. has had only two profitable quarters in its nearly eight years as
a public company.

The company said it will reduce capital spending for 2018 from $3.4
billion to $3 billion and said it can be cut further based on the cash it
generates.

But that could slow future product development. "We wonder what
spending is deferred and for how long," CFRA analyst Efraim Levy
wrote in a note to investors.
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The Model 3 is the most important piece of Tesla's plan to become a
mainstream automaker. At one point it had more than 500,000 potential
buyers on a waiting list.

Net reservations, including configured orders that had not been
delivered, "continued to exceed 450,000" at the end of the first quarter,
the company said.

© 2018 The Associated Press. All rights reserved.
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