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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K
(Mark One)

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2012

OR

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to

Commission File Number: 001-34756
Tesla Motors, Inc.

(Exact name of registrant as specified in its chaefr)

Delaware 91-219772¢
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
3500 Deer Creek Road
Palo Alto, California 94304
(Address of principal executive offices (Zip Code)

(650) 681-5000

(Registrant’s telephone number, including area code

Securities registered pursuant to Section 12(b) dfie Act:

Title of each class Name of each exchange on which registere
Common Stock, $0.001 par val The NASDAQ Stock Market LL(
Securities registered pursuant to Section 12(g) diie Act:
None

Indicate by check mark whether the registrantueli-known seasoned issuer, as defined in Ruleot@Be Securities Act.  YedX]
No [

Indicate by check mark if the registrant is notuiegd to file reports pursuant to Section 13 ord) % the Act. Yes[ No

Indicate by check mark whether the registrant €l filed all reports required to be filed by SectiB or 15(d) of the Securities Exchange
Act of 1934 (“Exchange Act”) during the preceding rhonths (or for such shorter period that the tesyi$ was required to file such reports),
and (2) has been subject to such filing requiremétthe past 90 days. YeXl No O

Indicate by check mark whether the registrant lnasmtted electronically and posted on its corpokdtb site, if any, every Interactive
Data File required to be submitted and posted puntsto Rule 405 of RegulationBduring the preceding 12 months (or for such grgrérioc
that the registrant was required to submit and posh files). Yes[Xl No [

Indicate by check mark if disclosure of delinquilets pursuant to Item 405 of Regulation S-K (82®% of this chapter) is not contained
herein, and will not be contained, to the beskgistrant’s knowledge, in definitive proxy or infoation statements incorporated by reference
in Part Ill of this Form 10-K or any amendmenthéstForm 10-K. [

Indicate by check mark whether the registrantlezge accelerated filer, an accelerated filer, maccelerated filer or a smaller reporting
company. See the definitions of “large acceleréited” “accelerated filer,” and “smaller reportirmpmpany” in Rule 12b-2 of the Exchange
Act:

Large accelerated file Accelerated filel O
Non-accelerated file [0 (Do not check if a smaller reporting compa Smaller reporting compar O
Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Bxgje Act). Yes[l No

The aggregate market value of voting stock helddy-affiliates of the registrant, as of June 3d,20he last day of registrant’s most
recently completed second fiscal quarter, was 316%8,678 (based on the closing price for sharéiseofegistrant's Common Stock as
reported by the NASDAQ Global Select Market on J80g2012). Shares of Common Stock held by eacbutixe officer, director, and hold
of 5% or more of the outstanding Common Stock Hmen excluded in that such persons may be deentedafiiliates. This determination of
affiliate status is not necessarily a conclusivieedrination for other purposes.

As of January 31, 2013, there were 114,517,973shafrthe registrant’'s Common Stock outstanding.
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant’'s Proxy Statement fer 2013 Annual Meeting of Stockholders are incorfamtdnerein by reference in Part lll of this
Annual Report on Form 10-K to the extent stateeimeiSuch proxy statement will be filed with thecGgties and Exchange Commission
within 120 days of the registrant’s fiscal year edddecember 31, 2012.
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Forward-Looking Statements

The discussions in this Annual Report on Form lébitain forward-looking statements reflecting ourrent expectations that involve
risks and uncertainties. These forward-lookingestagnts include, but are not limited to, statemeatgerning our strategy, future operations,
future financial position, future revenues, progettosts, profitability, expected cost reductiaapital adequacy, expectations regard
demand and acceptance for our technologies, gropportunities and trends in the market in whichaperate, prospects and plans and
objectives of management. The words “anticipatésglieves”, “estimates”, “expects”, “intends”, “may, “plans”, “projects”, “will”,

“would” and similar expressions are intended to tididy forward-looking statements, although notfaliward-looking statements contain these
identifying words. We may not actually achieveptams, intentions or expectations disclosed infomvard4ooking statements and you sho
not place undue reliance on our forward-lookingtetaents. Actual results or events could differ miatg from the plans, intentions and
expectations disclosed in the forward-looking stagats that we make. These forward-looking statestiewblve risks and uncertainties that
could cause our actual results to differ materidigm those in the forward-looking statements,udahg, without limitation, the risks set forth
in Part I, Item 1A, “Risk Factors” in this Annualdport on Form 10-K and in our other filings witretSecurities and Exchange Commission.
We do not assume any obligation to update any fati@oking statements.
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PART |
ITEM 1. BUSINESS

We design, develop, manufacture and sell high-pedioce fully electric vehicles and advanced electehicle powertrain components.
We own our sales and service network and have tpeadly structured our business in a manner trabelieve will enable us to rapidly
develop and launch advanced electric vehicles etithblogies. We believe our vehicles, electric elehéngineering expertise, and operationa
structure differentiates us from incumbent autorgoirianufacturers.

We are the first company to commercially produdederally-compliant electric vehicle, the Tesla Bster, which achieves a market-
leading range on a single charge combined withetitre design, driving performance and zero tadgm@missions. As of December 31, 2012,
we had delivered approximately 2,450 Tesla Roasl$tecustomers in over 30 countries. While we haorecluded the production run of the
Tesla Roadster, its proprietary electric vehiclevedrain system is the foundation of our businggs.modified this system for our Model S
sedan and plan to continue to enhance it for usaiiriuture electric vehicles, including our Modetrossover.

We began shipments of our second vehicle, the M8dedan, in June 2012. Model S is a four dooe;fiassenger premium sedan that
offers exceptional performance, functionality attdaative styling. As of December 31, 2012, we hprxaduced over 3,100 Model S vehicles
and delivered approximately 2,650. We achievedsteady-state production run rate of 20,000 vehijobrsyear in December 2012. Model S
has won several awards, including the prestigiator TrendCar of the Year for 2013. As of December 31, 20 have received over
15,000 customer reservations (after deliveriescamtellations made during the year) for Model $iwitminimum refundable payment of
$5,000.

We are adapting the platform architecture of thel®l & to develop our Model X crossover. We reveal@dototype of Model X in
February 2012 and plan to begin production in 28t&4. This unique vehicle has been designed tth&liniche between the roominess of a
minivan and the style of an SUV, while having hjggrformance features such as a dual motor all-wdrded system.

In addition to developing our own vehicles, we pdavservices for the development of full electrisyertrain systems and components,
and sell electric powertrain components to othéoraotive manufacturers. We have provided develogrservices and powertrain compone
to Daimler AG (Daimler) for its Smart fortwo, A-Qg, and B-Class electric vehicles. We also haveldped a full electric powertrain system
for Toyota Motor Corporation (Toyota) for use ia RAV4 EV and began shipping production componenioyota in 2012.

We sell and service our electric vehicles throughammpany-owned sales and service network in Nantierica, Europe and Asia. Our
intent is to offer a compelling customer experiemtdle gathering rapid customer feedback and admipwperating efficiencies, better control
over the costs of inventory, warranty service,ipgcand the development of the Tesla brand. Ostalgtores do not carry large vehicle
inventories and, as a result, do not require cpoeding large floor spaces. We believe the beneftseceive from distribution ownership will
enable us to improve the speed of product develapara improve the capital efficiency of our busimeWNe believe that this approach
provides us with a competitive advantage as congp@arécumbent automobile manufacturers.

Our fully electric vehicles combine zero tailpipaissions, market leading range on a single chamy@essive acceleration, and pricing
competitive with other vehicles in their classesr €&xample, our Model S sedan accelerates fromtee86 miles per hour in as little as 4.4
seconds and has a range on a single charge of2gbtmiles. We offer Model S with a variety of leajt pack options — 40 kwWh, 60 kwh and
85 kWh. The
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Model S with the 40 kWh option has an effectiveebpsce of $52,400 in the United States, assumirthadter giving effect to the continuation
of a United States federal tax credit of $7,500ier purchase of alternative fuel vehicles. Evethovit the tax credit, we believe our list prices
are competitive from a pricing perspective withasthremium vehicles. We believe that Model S dertrates our ability to produce
increasingly affordable electric vehicles that offang-range capabilities and uncompromised peréoree, energy efficiency, convenience and
design.

The commercial production of a highway capabldyfelectric vehicle that meets consumers’ range@ertbrmance expectations
requires substantial design, engineering, and iatem work on almost every system of our vehictgr roots in Silicon Valley have enabled
us to recruit engineers with strong skills in elieet engineering, power electronics and softwargikeering. We have complemented this t
base with automotive engineers with substantiabgiqe in vehicle engineering and manufacturing. &hility to combine expertise in electric
powertrain and vehicle engineering provides a biashbility in electric vehicle design and systemisgration. We believe these capabilities,
coupled with our focus solely on electric vehidehnology as well as our strong in-house engingemd manufacturing capacity, will enable
us to sustain the electric vehicle industry lealiprsve created through the production of the TRsladster and Model S.

Our battery pack and electric powertrain systemdmabled us to deliver market-leading range caipabih our vehicles at what we
believe is a compelling battery cost per kilowaitth Our battery packs use commercially availaithéum-ion battery cells and contain two to
three times the energy of any other commercialbilable electric vehicle battery pack, thereby Bigantly increasing the range capabilities
our vehicles. Designing an electric powertrain anethicle to exploit its energy efficiency has riegd extensive safety testing and innovation
in battery packs, motors, powertrain systems amitieeengineering. Our proprietary technology imies cooling systems, safety systems,
charge balancing systems, battery engineeringifiwation and environmental durability, customizedtar design and the software and
electronics management systems necessary to mhatigey and vehicle performance under demandingifealriving conditions. These
technology innovations have resulted in an extensitellectual property portfolio—as of December 2212, we had 117 issued patents and
more than 258 pending patent applications withithged States Patent and Trademark Office andriatenally in a broad range of areas.

We are designing our vehicles to enable the césttafe development of our future vehicles. Forrapie, we have designed Model S
with a platform architecture, which compactly puwsit the battery pack, motor and other elementippowertrain within the frame of the
vehicle. We believe this architecture will form thasis of several future vehicles, including oanpled Model X crossover, and enable us to
efficiently and cost effectively launch these nesticle models in the future.

Our design and vehicle engineering capabilitiemlmoed with the technical advancements of our ptraier system, have enabled us to
design and develop zero tailpipe emission vehitiaswe believe overcome the design, styling, arfopmance issues that we believe have
historically limited broad consumer adoption ofottie vehicles. As a result, we believe our custenemjoy several benefits, including:

» Long Range and Recharging FlexibiliOur vehicles offer ranges that are almost doutdednge of any other commercially
available electric vehicle. In addition, our vek&lincorporate our proprietary on-board chargirggesy, permitting recharging from
almost any available electrical outlet. Certaintdrgtpack versions of Model S also offer fast cihaygapability from our
Supercharger network. We believe the long-rangechadging flexibility of our vehicles will help rede consumer anxiety over
range, alleviate the need for expensive, largeestadrging infrastructure, and differentiate ounigkes as compared to our
competitor’ currently announced electric vehicle product offgs.

» Energy Efficiency and Cost of OwnerstWe believe our vehicles offer consumers an attraaost of ownership when compared
to similar internal combustion engine or hybridotlie vehicles. Using only a single electric powairt enables us to create a ligk
more energy efficient vehicle that
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mechanically simpler than currently available hgllwi internal combustion engine vehicles. We algzeet our electric vehicles
will have lower relative maintenance costs thanrtaytplug-in hybrid, or internal combustion engwehicles due to fewer moving
parts and the absence of certain components, ingwidl, oil filters, spark plugs and engine valvéslditionally, government
incentives that are currently available can redheecost of ownership even furth

» High-Performance Without Compromised Design or Funetiijmn We believe we have been able to successfully ovezdbe
design and performance tradeoff issues that encuadmost early electric vehicle designs. We beli@wevehicles deliver
unparalleled driving experiences with instantanesmgs sustained acceleration through an extendegt rafnspeed. In addition, our
Model S seats five adults, provides best in clemsmge in the trunk and hood while offering designd performance comparable to,
or better than, other premium sede

Our Vehicles and Products

We currently design, manufacture and sell fullyctrde vehicles and electric powertrain componeWs. are currently selling primarily
the Model S sedan.

Model S

Model S is a fully electric, four-door, five-adydassenger sedan that produces zero tailpipe emssaia accelerates from zero to 60
miles per hour in as low as 4.4 seconds in itsgperénce version. We began customer deliveriesne 2012. As of December 31, 2012, we
had produced over 3,100 Model S vehicles and delivapproximately 2,650. In addition, as of Decen®@ig 2012, we had received over
15,000 customer reservations (after deliveriescamtellations made during the year) with a mininmefandable payment of $5,000.

We offer Model S with a variety of battery packiops — 40 kWh, 60 kwWh and 85 kWh — which offer aga on a single charge of up to
265 miles. To complement its range capabilitiesaige offer the capability to fast charge Modeleébicles equipped with either the 60 kWh or
85 kWh battery packs at our Supercharger faciliflé® fast charge capability allows Model S owrterseplenish 50% of the battery pack ir
little as 30 minutes. In addition, we designed Md&léo incorporate a modular battery pack in tieiflof the vehicle, enabling it to be rapidly
swapped out at certain of our service centers padialized commercial battery exchange facilithest tve anticipate may be available in the
future.

We believe Model S offers a compelling combinatdrfiunctionality, convenience and styling withoatnepromising performance and
energy efficiency. With the battery pack in theofl@f the vehicle and the motor and gearbox inViith the rear axle, Model S provides bes
class storage space of 31.6 cubic feet, includiogage under both the tailgate and the hood. By a¥aypmparison, this storage space exceed:
the approximately 14 cubic feet of storage avadablthe 2009 BMW 5 Series sedan and the approgisnail cubic feet of storage available in
the 2009 Lincoln Town Car. In addition, we haveigesd Model S to include a third row with two rdacing child seats, allowing us to offer
seating for five adults and two children. Modekilso available with premium luxury features, irithg a 17 inch touch screen driver
interface, advanced wireless connectivity, sucB@sonnectivity, and driver customization of théotainment and climate control systems of
the vehicle. We have designed Model S with thenintie achieve a five star safety rating. We belitheeintended combination of performance,
styling, convenience and energy efficiency of Ma8elill help position it as a compelling alternatito other vehicles in the luxury and
performance segments.

The 40 kWh, 60 kWh and 85 kWh battery pack optiohslodel S will have an effective base price of 38, $62,400, and $72,400,
respectively, in the United States, assuming atet giving effect to the continuation of a Unite®s federal tax credit of $7,500 for the
purchase of alternative fuel vehicles. Even withtbettax credit, we believe the base list pricdblv@ competitive with those of other premium
vehicles. We also offer a performance version ofiMd&. Equipped with the 85 kWh battery pack ahigh performance drive inverter, the
Model S performance version accelerates from zefDtmiles per hour in 4.4 seconds. The effectagelprice of the Model S performance
version is $87,400.
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We have designed Model S to provide a lower costwfership as compared to other vehicles in itsscld/e consider the purchase pi
cost of fuel and the cost of maintenance over geat ownership period in this calculation. We assweomparable residual values, warranties
insurance costs and promotions and assume thantlyravailable consumer incentives are still alsl# at the time of a Model S purchase. In
addition to the competitive pricing of Model S itdla to other premium vehicles, we estimate thatamers of electric vehicles will enjoy
lower fuel costs. For example, assuming an averdd@,000 miles driven per year, an average elggtreost of 11.2 cents per kilowatt-hour
and an average gasoline price of $3.32 per gallen e full ownership of the vehicle which were tiverage electricity cost and gasoline
price in the United States, respectively, for Jap@813, and based on our estimate of the enefgyezfcy of Model S, we estimate that our
Model S could have approximately $1,800 per yess ie fuel costs than a comparable premium interoibustion engine sedan.
Furthermore, we expect Model S will have lower niignce costs than comparable premium internal astitim engine sedans due to fewer
moving parts and the absence of certain componiactading oil, oil filters, spark plugs and enginalves.

The Tesla Roadster

Ouir first vehicle, the Tesla Roadster, is the fiigh-performance electric sports car. The two;seatvertible Tesla Roadster has a
combination of range, style, performance and eneffjgiency that we believe is unmatched in the keaitoday. It can accelerate from zero to
60 miles per hour in as little as 3.7 seconds asdahmaximum speed of approximately 120 miles per.iThe Tesla Roadster also has a rang
of 245 miles on a single charge, as determinedjubi@ United States EPA’s, combined two-cycle bigiway test.

As of December 31, 2012, we had delivered almdéstfalur remaining inventory of Tesla Roadstersustomers in over 30 countries,
almost all of which were sold to customers in Naktherica and Europe. The Tesla Roadster complids ot is exempt from, all applicable
vehicle safety standards in the United Statesktirepean Union as well as in select other countliedate, our customers have driven the
Tesla Roadster for an estimated aggregate of al8@ostillion miles. We concluded the production nfrthe Tesla Roadster in January 2012.
We are selling our remaining Tesla Roadsters pilyniar Europe and Asia until our inventory is defele.

Model X and Future Vehicle Roadmap

We have designed Model S with an adaptable platEmchitecture and common electric powertrain thatntend to leverage to create
future electric vehicle models. In particular, s@ning our electric powertrain within the chassisccommodate different vehicle body
styles, we believe that we can save significané imfuture vehicle development. In addition, wédye our strategy of using commercially
available battery cells will enable us to leveragprovements in cell chemistries and rapidly introel planned vehicles with different range
options. However, we may make changes to the dediyfodel S and Model X, including changes that megke it more difficult to use the
Model S platform for Model X and other future vebi

In February 2012, we revealed an early prototypth®Model X crossover as the first vehicle wernltéo develop by leveraging the
Model S platform. This unique vehicle has beengtesi to fill the niche between the roominess ofimvan and the style of an SUV, while
having high performance features such as a duamaditwheel drive system. The Model X will seaveer adults. We currently plan to start
production of Model X in late 2014. We anticipatattwe will make Model X available with 60 kWh a88l kwh battery pack options, with
pricing of each version similar to those of a corapsy equipped Model S. We currently intend to &rgn annual production rate of
approximately 10,000 -15,000 cars per year fromTasia Factory.

We have also publicly announced our intent to dgvel third generation electric vehicle to be pradlat the Tesla Factory. We intenc
offer this vehicle at a lower price point and expeqgroduce it at higher volumes than our Modeéh\®. expect that this vehicle will be
produced a few years after the introduction of\taglel X crossover.
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Powertrain Development and Sales

In addition to our own vehicles, we also desigrvediep, manufacture and sell advanced electric elpiowertrain components to other
automotive manufacturers.

We have provided development services and full praie systems and components to Daimler for ite@hortwo, A-Class, and B-
Class electric vehicles. From May 2009 through Damer 2012, we provided approximately 2,700 batpargks and chargers for the Smart
fortwo and A-Class vehicles. We have completedalpesgrams and are now providing development seswic Daimler for its BElass electri
vehicle. We also have developed a full electric pdrin system for Toyota for use in its RAV4 EMddregan shipping production systems to
Toyota in 2012. Our production activities undesthiogram are expected to continue through 2014.

We are continuing to perform our electric powertradmponent and systems activities principallyafuaur Palo Alto facility. This
facility, which also serves as our corporate headgus, houses our research and development sgriricuding cell and component testing
and prototyping, as well as manufacturing of poveémtcomponents for sales to third parties.

Technology

We believe the core competencies of our companp@nertrain and vehicle engineering. Our core atdlial property is contained
within our electric powertrain. Our electric poweit consists of the following: battery pack, powdctronics, motor, gearbox and the control
software which enables the components to operatesgstem. We designed each of these major elerfmerdar Tesla Roadster and Model S
and plan to use much of this technology in Modebi, future electric vehicles and powertrain cormgraa that we build for other
manufacturers. Our powertrain and battery pack awvedular design, enabling future generationdeaftéc vehicles to incorporate a
significant amount of this technology. Further, powertrain is very compact and contains far femewing parts than the internal combustion
powertrain. These features enable us to adapt & f@riety of applications, including our futurehicles and any powertrain components we
build for other manufacturers.

Battery Pack

We design our battery packs to safely store sigguifi amounts of energy and to have long lives ei<ample, we have designed our Tesl:
Roadster battery packs to store 53 kilowatt hotiisseful energy and to have a life of over 100,60/@s or seven years. In addition, we have
designed our battery packs to be modular so thatamdeverage technology developments across &aratit vehicles and products. Our
proprietary technology includes cooling systemfgtgasystems, charge balancing systems, battenpesgng for vibration and environmental
durability, robotic manufacturing processes, custech motor design and the software and electran&sagement systems necessary to
manage battery and vehicle performance under denmnehl-life driving conditions. We have signifiteexperience and expertise in the
safety and management systems needed to workithilnh-ion cells in the demanding automotive enmirent. We believe these
advancements have enabled us to produce a battekyap a low cost per kilowatt-hour.

We believe one of our core competencies is theydesfi our complete battery pack system. We havigded our battery pack system to
permit flexibility with respect to battery cell améstry, form factor and vendor that we adopt fotéxy cell supply. In so doing, we believe that
we can leverage the substantial battery cell imrests and advancements being made globally byrpai#d manufacturers to continue to
improve the cost per kilowatteur of our battery pack. We maintain an interredtdry cell testing lab and an extensive perforreatatabase (
the many available lithium-ion cell vendors androfstry types. We intend to incorporate the battals that provide the best value and
performance possible into our battery packs, anéxpect this to continue over time as battery aa@lgtinue to improve in energy storage
capacity, longevity, power delivery and cost. Waewe this flexibility will enable us to continue evaluate new battery cells as they become
commercially viable, and thereby optimize battesglpsystem performance and cost for our
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current and future vehicles. We believe our abilityhange battery cell chemistries and vendorsewhtaining our existing investments in
software, electronics, testing and vehicle paclggivill enable us to quickly deploy various batteglls into our products and leverage the
latest advancements in battery cell technology.

The range of our electric vehicles on a single ghaleclines principally as a function of usagegetand charging patterns. A customer’s
use of their Tesla vehicle as well as the frequemidy which they charge the battery of their Testhicle can result in additional deterioration
of the battery’s ability to hold a charge. For exdanwe currently expect that the Tesla Roadstgelyapack will retain approximately 60-65%
of its ability to hold its initial charge after aximately 100,000 miles or seven years, which veiflult in a decrease to the vehicle’s initial
range. In addition, based on internal testing, stemate that our Tesla Roadster would have a 5-Hiction in range when operated 20°C
temperatures.

To date, we have tested hundreds of battery cktlfferent chemistries, form factors and desigdased on this evaluation, we are
presently using lithium-ion battery cells basedtos 18650 form factor in all of our battery packkese battery cells are commercially
available in large quantities. We currently intéadise the same battery cell form factor in ModeWe entered into a supply agreement with
Panasonic Corporation (Panasonic) for the use md$tmic’s battery cells in Model S. We expect tHestéery cells to exhibit better
performance and longer lifetimes than the battetis wised in the Tesla Roadster.

Power Electronics

The power electronics in our electric powertrainvgym the flow of electrical current throughout tte, primarily the current that flows
into and out of the battery pack. The power eleso®has two primary functions, the control of imggeneration in the motor while driving
and the control of energy delivery back into thédyg pack while charging.

The first function is accomplished through the drimverter, which converts direct current (DC) frime battery pack into alternating
current (AC) to drive our three-phase induction onst The drive inverter also converts the AC getieeray regenerative braking back into DC
for electrical storage in the battery pack. Theainverter performs this function by using a hjggrformance digital signal processor which
runs some of the most complicated and detailedvanét in the vehicle. In so doing, the drive inveitedirectly responsible for the
performance, high efficiency and overall drivingpexience of the vehicle.

The second function, charging the battery pacactomplished by the charger, which converts altargaurrent (usually from a wall
outlet or other electricity source) into direct@mnt which can be accepted by the battery. Thegelhanables us to use any available source o
power to charge our vehicle. Our vehicles can ngghan any electrical outlet from a common outfet®amps and 120 volts all the way up to
a high power outlet of 70 amps and 240 volts, wipigdvides faster recharging.

Since the charger system is built into our vehidlgs possible to charge our vehicles using aewarof power outlets. For example,
charging the Tesla Roadster battery pack to fudbcéy will take approximately 7 hours using a 240, 40 amp outlet that is widely available
in many homes in the United States for electridiappes. A high power connection capable of 24@svahd 70 amps reduces this charging
time to about 4.5 hours. Such a connection camdialled in many homes with the assistance of &fepehelectrician. For additional
flexibility, the Tesla Roadster battery pack caspabe charged with a 120 volt, 15 amp connecti@ndJthis lower power output, the Tesla
Roadster battery pack can be charged to full capacabout 42 hours. This flexibility in chargipgovides customers with additional mobility,
while also allowing them to conveniently charge ¥iedicle overnight at home.

We offer a high-voltage, direct current fast chasgéon for Model S with the 60 kWh and 85 kWh kagtpack options that enable the
vehicle to charge from Tesla’s Supercharger network
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Motor

Our powertrains currently use custom designed 3@lvaduction motors. We believe we have made skivepartant innovations in our
motor design that minimize mass while still prowiglihigh power and efficiency. Our motors incorperatproprietary fabricated copper rotor
design. Our motors also include optimized windiagtgrns that allow for easy manufacture and fasrmuch copper as possible to reduce
resistance and energy losses.

Gearbox

We have designed custom, single speed gearboxearthmanufactured in-house for the Tesla RoadstéiModel S. These gearboxes
combine low mass with high efficiency and can mdtoth the speed and torque capabilities of our Adliction motors. In comparison to a
gasoline-powered vehicle, the elimination of gdarges contributes to the rapid acceleration chtenatics of our vehicles.

Control Software

The performance and safety systems of our vehisidgheir battery packs require sophisticated ocbatiftware. There are numerous
processors in our vehicles to control these funstiand we write custom firmware for many of theseessors. The flow of electricity
between the battery pack and the motor must béytigbntrolled in order to deliver the performarared behavior expected in the vehicle. For
example, software algorithms enable the vehiclmitoic the “creep” feeling which drivers expect fr@an internal combustion engine vehicle
without having to apply pressure on the acceler&wnilar algorithms control traction, vehicle sta and the sustained acceleration and
regenerative braking of the vehicle. Drivers useitfiormation systems in our vehicles to optimieefgrmance and charging modes and times
Software also is used extensively to monitor thergé state of each of the cells of the battery packto manage all of its safety systems. In
addition to the vehicle control software, we alswelop software for the infotainment system of Mdgle

Vehicle Design and Engineering

In addition to the design, development and productif the powertrain, we have created significadtause capabilities in the design
engineering of electric vehicles and electric vishtomponents and systems. We design and engindexsh chassis, interiors, heating and
cooling and low voltage electrical systems in hoaisé to a lesser extent in conjunction with ourpdigps. Our team has core competencies in
computer aided design and crash test simulationshwine expect to reduce the product developmerd tfmew models.

Several traditional automotive subsystems requstdistantial redesign and custom optimization tegrate with the powertrain of an
electric vehicle. For example, we redesigned tlaihg, ventilation and air conditioning (HVAC) sgat to integrate with the battery thermal
management system and to operate without the egemgrated from an internal combustion enginedtitan, low voltage electric systems
which power features such as the radio, power wirsdand heated seats also needed to be designeficsilg for use in an electric vehicle.
We have developed expertise in integrating thesgoments with the high-voltage power source invitleicle and in designing components
that significantly reduce their load on the vehiotdtery pack, thereby maximizing the availablegeaof the vehicle.

Additionally, our team has expertise in lightweighaterials, a very important characteristic foctle vehicles given the impact of mass
on range. The Tesla Roadster is built with an raly-designed carbon fiber body which providesakahce of strength and mass. Model S is
built with a lightweight aluminum body and chassisich incorporates a variety of materials and patidtn methods that help optimize the
weight of the vehicle.
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Sales and Marketing
Company-Owned Stores and Galleries

We market and sell cars directly to consumers tjinan international network of company-owned stares galleries. Our Tesla stores
and galleries are highly visible, premium outletsriajor metropolitan markets some of which combétail sales and service. We intend to
build separate sales and service locations in abwearkets. In April 2011, we opened our storeait&na Row in San Jose, California. The
opening of our Santana Row store launched whatelieve to be a new retail experience designed gaga and inform potential customers
about electric vehicles in general and the advastad the Tesla experience in particular. We haened eighteen other locations modeled or
this concept to complement our older sales andaelocations. In total, we now operate a netwdrBRdstores and galleries in North Ameri
Europe and Asia. We plan to open additional starefor galleries during 2013.

We believe that by owning our own sales and seméte/ork we can offer a compelling customer expex@ewhile achieving operating
efficiencies and capturing sales and service res®imcumbent automobile manufacturers do not enjblye traditional franchised distribution
and service model. Our customers deal directly withown Tesla-employed sales and service stafgtiorg what we believe is a differentiated
buying experience from the buying experience corsarhave with franchised automobile dealers andcgecenters. We believe we will also
be able to better control costs of inventory, managrranty service and pricing, maintain and stitegig the Tesla brand, and obtain rapid
customer feedback. Further, we believe that by ngrour sales network we will avoid the conflictioferest in the traditional dealership
structure inherent to most incumbent automobile ufesturers where the sale of warranty parts andirgepy a dealer are a key source of
revenue and profit for the dealer but often arexgrense for the vehicle manufacturer.

Reservations

We typically carry very limited inventory of our higles at our Tesla stores. While some customegspuechase their vehicles from this
inventory, most of our customers choose to custerntfig appearance of their vehicle. We require @ialinefundable reservation payment of at
least $5,000 for our vehicles. The reservation gayrbecomes a nonrefundable deposit once the cestuas selected the vehicle
specifications and enters into a purchase agreeMéntequire full payment of the purchase pric¢hefvehicle only upon delivery of the
vehicle to the customer. Reservation payments apddits are used by us to fund, in part, our warkiapital requirements and help us to aligr
production with demand. As of December 31, 2012hwae received over 15,000 customer reservatiotsr @éliveries and cancellations made
during the year) for Model S.

Marketing
Our principal marketing goals are to:
* generate demand for our vehicles and drive leadstsales team:
*  build lonc-term brand awareness and manage corporate repwr
* manage our existing customer base to create logaltycustomer referrals; a
» enable customer input into the product developrpemtess
As the first company to commercially produce a fatle-compliant, fully electric vehicle that achies market-leading range on a single
charge, we have been able to generate significadtantoverage of our company and our vehiclesyantelieve we will continue to do so.
date, media coverage and word of mouth have beeprtimary drivers of our sales leads and have kaliseachieve sales without traditional

advertising and at relatively low marketing cote also use traditional means of advertising incggroduct placement in a variety of media
outlets and pay-per-click advertisements on websitel applications relevant to our target demodecaph
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Our marketing efforts include events where our elelsiare displayed and demonstrated. These eage from widely attended public
events, such as the Detroit, Los Angeles, and Fuainkuto shows, to smaller events oriented towasadss, such as private drive events.

Company-Owned Charging Network, Service and Warrany
Tesla Supercharger Network

We are building a network of 90 kWh fast chargiggipment, each called a Tesla Supercharger, thoudtorth America for fast
charging of Model S. The Tesla Supercharger isduastrial grade, high speed charger designed tenish 50% of the battery pack in as little
as 30 minutes. We have implemented Superchargarg &ky routes in California and between Washingib., New York, and Boston.
Access to the Supercharger network is currentlylabia free of charge to owners of Model S vehidléth the 85 kWh battery pack options
and when purchased as an upfront option for 60 KW are planning to methodically expand the Sumagdr network over the next few
years.

Service

We provide service for our electric vehicles at company-owned service centers or, in certain araan additional charge, through
Tesla Ranger mobile technicians who provide sesvibat do not require a vehicle lift. We own anérmaye a total of 29 service locations as of
December 31, 2012. We are continuing our plan tl lsunumber of additional service centers in salverarkets worldwide.

Tesla Roadster owners can upload data from thaickeand send it to us on a memory card and M8d@iners can do the same via an
on-board GSM system, allowing us to diagnose antkdy many problems before ever looking at the Jehiw’hen maintenance or service is
required, a customer can schedule service by ciimga@ne of our Tesla service centers. Our TeslagRes can also perform an array of
services that do not require a vehicle lift frore tonvenience of a customer’s home or other retootgion.

We believe that our company-owned service centable our technicians to work closely with our ergirs and research and
development teams in Silicon Valley to identify plems, find solutions, and incorporate improveméamsser than incumbent automobile
manufacturers.

Maintenance Programs

We have announced a prepaid maintenance prograimddel S, which includes plans covering maintengocéour years or up to
50,000 miles and an additional four years or uagrt@additional 50,000 miles, provided they are paseld within a specified period of time.
These plans cover annual inspections and the plaat of wear and tear parts, excluding tires hadattery, with either a fixed fee per visit
for Tesla Ranger service or unlimited Tesla Rawigts for a higher initial purchase price. Forttusers that are not covered by our New
Vehicle Limited Warranties or our Extended Senptans, we offer Tesla Ranger service at a highst. co

New Vehicle Limited Warranty Policy

Subject to separate limited warranties for the Rrmppntal restraint system and battery, we provifteiayear or 50,000 mile New
Vehicle Limited Warranty with every Model S. Thew®ehicle Limited Warranty covers the battery foperiod of eight years or 100,000
miles, 125,000 miles or unlimited miles, dependimgthe size of the vehicle’s battery, althoughlibttery’s charging capacity is not covered
under the New Vehicle Limited Warranty or any Exted Service plan. Customers have the opportunipptohase an Extended Service plan
for the period after the end of the New Vehicle ltéd Warranty to cover additional services for ddiional four years or 50,000 miles,
provided it is purchased within a specified perddime.
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We provided a three year or 36,000 mile New Vehidgheited Warranty with every Tesla Roadster, whioh extended to four years or
50,000 miles for the purchasers of our 2008 TesadRter. Customers have the opportunity to purcBasmded Service plans for the period
after the end of the New Vehicle Limited Warrardycbver additional services for up to an additidhate years or 36,000 miles, provided t
are purchased within a specified period of time.

Our New Vehicle Limited Warranties and Extendedvi®erplans are subject to certain limitations, exins or separate warranties,
including certain wear items, such as tires, bygdes, paint and general appearance, and battdorpance, and are intended to cover parts
and labor to repair defects in material or worknhgmén the body, chassis, suspension, interioctedaic systems, battery, powertrain and
brake system.

Battery Replacement Programs

While coverage of battery failure due to defectmmterial or workmanship is included in the New W&hLimited Warranty, battery
performance, specifically its charging capacitynds covered in either the New Vehicle Limited Wanty or the Extended Service plans.
However, we have previously provided our Tesla Rtardcustomers with a battery replacement optiaetace the battery in their vehicles at
any time after the expiration of the New Vehiclenited Warranty but before the tenth anniversarthefpurchase date of their vehicles and
recently announced a battery replacement optioalfdhree battery variants of our Model S in whatlstomers may purchase, within a
specified period of time, a one-time option (subjeacertain limitations and exclusions) to repléue battery at any time before the twelfth
anniversary of such purchase date, with certacepdjustments depending upon the year the basteeplaced.

Manufacturing
Vehicle Assembly

We completed the production of Tesla Roadster rdidé Lotus Cars Limited in January 2012. We halmnided inventory of Roadsters
for sale primarily in Europe and Asia. As of DecemB1, 2012, we had delivered almost all of ouraigimg inventory of Roadsters to
customers.

We operate the Tesla Factory, an integrated eteatthicle manufacturing facility in Fremont, Catifida to manufacture Model S and
certain components that are critical to our intglial property and quality standards for Model Be Tesla Factory contains several
manufacturing operations, including stamping, jtastody assembly, paint operations, battery pagkufacturing, final vehicle assembly &
end-ofline testing. Certain major component systems aretased from suppliers. We are targeting an arpraaluction rate at this facility fi
Model S of approximately 20,000 cars in 2013. Wiele that we will be able to increase the annwatipction capacity of this plant beyond
this amount through additional capital spendingvalt as by changing operating patterns and addiaitianal shifts.

Powertrain Component Manufacturing

In addition to developing our Model S and futuréiete manufacturing capabilities at the Tesla Fagtave are currently designing,
developing and manufacturing lithium-ion battergks electric motors, gearboxes and componentsfbotiur vehicles and for our original
equipment manufacturer customers. These activotesr at our electric powertrain manufacturinglfgcin Palo Alto, California and at the
Tesla Factory.

Supply Chain

Model S uses over 2,000 purchased parts which wesglobally from over 200 suppliers, many of whara currently our single sout
suppliers for these components. We have develojpsd celationships with several key suppliers patdirly in the procurement of cells and
certain other key system parts. While we obtain panents from multiple sources whenever possibheilai to other automobile
manufacturers, many of the components used in @hicles are purchased by us from a single source.
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To date, we have not qualified alternative soufoesnost of the single sourced components usediirvehicles and we generally do not
maintain long-term agreements with our supplierkil®Mve believe that we may be able to establigdriédite supply relationships and can
obtain or engineer replacement components for iogiessource components, we may be unable to do the short term or at all at prices or
costs that are favorable to us. For example, vaa@leral sources of the battery cell we have seldoteour battery packs are available, we
fully qualified only two suppliers for these cellsny disruption in the supply of battery cells fraither vendor could temporarily disrupt
production of the vehicles until such time as &edént supplier is fully qualified and there cannmeassurance that we would be able to
successfully retain alternative suppliers on a lyrbasis. Moreover, battery cell manufactures matysupply us at reasonable prices or on
reasonable terms or may choose to refuse to segdyric vehicle manufacturers to the extent thetednine that the vehicles are not
sufficiently safe.

We use various raw materials in our business inctudluminum, steel, nickel and copper. The priceshese raw materials fluctuate
depending on market conditions and global demanthsse materials. We believe that we have adegugiglies or sources of availability of
the raw materials necessary to meet our manufagtamd supply requirements. There are always askisuncertainties, however, with respec
to the supply of raw materials that could impaeirtiavailability in sufficient quantities or reasdrle prices to meet our needs.

Quality Control

Our quality control efforts are divided betweendwot quality and supplier quality, both of whicle docused on designing and produc
products and processes with high levels of relighiOur product quality engineers work with ouigéreering team and our suppliers to help
ensure that the product designs meet functionalifsgpetions and durability requirements. Our suepljuality engineers work with our
suppliers to ensure that their processes and sysiegrcapable of delivering the parts we needeatdfuired quality level, on time, and on
budget. Our quality systems engineers create amageaour systems, such as configuration manageandrntorrective action systems, to help
ensure product developers, supplier chain managedsproduction controllers have the product infation they need.

Customers and Selected Relationships

We currently sell our cars primarily to individualstomers. We have strategic or commercial relgkiips with Daimler, Toyota, and
Panasonic. We intend to expand our business bylajgng and selling additional powertrain componeartd systems to Daimler, Toyota and
other third party OEMs.

Daimler AG

Beginning in 2008, we commenced efforts on a paagrtdevelopment arrangement with Daimler. In M892, we entered into a
development agreement with Daimler under which axelperformed specified research and developmevites for the development of a
battery pack and charger for Daimler's Smart forelexctric drive. All development work related t@ttievelopment agreement had been
completed as of December 31, 2009. Through Dece@il, we had sold over 2,100 battery packs andyehafor the Smart fortwo electric
drive program. In the first quarter of 2010, Dainmdagaged us to assist with the development ardlption of a battery pack and charger for
pilot fleet of its AClass electric vehicles to be introduced in Eurdipeéng 2011. A formal agreement for this arrangetweas entered into wi
Daimler in May 2010. In October 2010, we completesl development of the A-Class battery pack andgemaand began shipping production
parts in February 2011. Through December 2011,ale@/er 500 battery packs and chargers for thelds€<CEV program. In the first quarter
of 2010, we completed the development and salecafutar battery packs for electric delivery vansFogightliner, an affiliate of Daimler.
Freightliner plans to use these electric vansliméed number of customer trials.
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In February 2012, we received an initial purchaskeofor the development of a full electric powaitrsystem for an additional Merce«
Benz vehicle from Daimler. We are negotiating tgeeement for production parts for this B-Class paogy

In addition to the agreements described above,ave Bntered into an exclusivity and intellectualgarty agreement (EIP Agreement)
with Daimler North America Corporation (DNAC), affilate of Daimler, in which we agreed to begingmtiating in good faith to enter into
further agreements within certain strategic codj@nareas, including technology collaboration arigus electric powertrain areas, automao
engineering support, joint electric vehicle devehgmt efforts and access to component parts foaTaedigned products. Under this EIP
Agreement, we agreed that, until November 11, 2@@9would not negotiate or enter into any agreemeith other parties that would be
competitive with the arrangements contemplatedtfese strategic cooperation areas, unless thegegiduch arrangement would be markete
solely under the Tesla brand. As of that date, agriot executed any further agreements with Daiimlére areas of strategic cooperation.

The EIP Agreement provides that ending July 20fitBei company receives an offer from a strategioetitor of Daimler to enter into
an agreement for development of a non-Tesla braneleidle or an integrated electric powertrain syst®NAC would be given the right of
first refusal to enter into such agreement withdbmpany instead of, and on the same terms oftgrethe third party.

The EIP Agreement also provides that if we exeaut&rategic cooperation agreement with DNAC totjpiangineer an electric vehicle,
then additional exclusivities would apply until y@013, provided a minimum annual volume of sadeschieved. The EIP Agreement provi
that none of the restrictions set out in that amed®, or in any strategic agreement, would limifrosn developing technology with any third
party for use in a Tesla-branded product or semiaelated to the Tesla Roadster or Model S, eingag any transaction with a company that
is not a Daimler competitor, or supplying composdnt electric powertrains that are designed brdtharties.

The EIP Agreement also provides that if the pagig®r into the strategic agreements or furthezexgents, those agreements will
allocate intellectual property rights accordingéstain principles outlined in the EIP Agreementatdition, until July 2013, before licensing
intellectual property generated outside the scdmmnyp strategic cooperation area to a Daimler cditggewe would first have to offer DNAC
the right to license the intellectual property omaa-exclusive, royalty-bearing basis, or on arliesige basis in the automotive field; and if
DNAC requests the latter, we must negotiate suaenase in good faith. If no agreement is reacthesyever, we would be free to license the
technology to the Daimler competitor, and DNAC abtake a non-exclusive license. Both we and Daitmdere the right to terminate the EIP
Agreement in the event the other party undergaesxecutes an agreement to undergo, a change wbtainy strategic cooperation
agreements entered into between us and Daimlartprtermination will not be affected by such temation.

To date, with the exception of the development aguent for the Smart fortwo electric drive and tgeeement for the development and
production of a battery pack and charger for atiéet of Daimler’s A-Class electric vehicles, thteategic agreements described in the EIP
Agreement have not been entered into, and theréeao assurance that the parties will ever entersuch agreements. Even if we were to
enter into such agreements, the parties may négeitia agree to terms that are different to theséosth in the EIP Agreement and outlined
above. Such different or new terms may be moregs favorable to us.

In addition to these agreements, Blackstar Inve&tid® (Blackstar), an affiliate of Daimler, benefidly owned 4,867,929 shares of our
common stock as of December 31, 2012.

Toyota Motor Corporation

In May 2010, we and Toyota announced our intertiiocooperate on the development of electric vehj@dead for us to receive Toyota's
support with sourcing parts and production and reewying expertise for Model S.
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In July 2010, we entered into an early phase ageaeto develop an electric powertrain for the TayRAV4. With an aim by Toyota to mar!
the electric vehicle in the United States in 2Qdrdtotypes would be made by combining the Toyot&/BRanodel with a Tesla electric
powertrain. We began developing and deliveringqiygtes to Toyota for evaluation in September 2010.

In October 2010, we entered into a contract sesvégreement with Toyota for the development oflalated powertrain system,
including a battery, power electronics module, mogearbox and associated software, which willitegrated into an electric vehicle version
of the Toyota RAV4. We completed all of the develgmt services for the RAV4 EV in the first quamé2012.

Additionally, in July 2011, we entered into an agrnent to supply Toyota with electric powertrainteys for the RAV4 EV. We began
delivery of these systems to Toyota for installafioto the Toyota RAV4 EV in the first half of 201Qur production activities under this
program are expected to continue through 2014.

In addition to these agreements, in July 2010, ale 2,941,176 shares of our common stock to Togbtaur IPO price of $17.00 per
share.

Panasonic

Panasonic is a supplier of battery cells for outdrg packs. In January 2010, we announced that&ve collaborating with Panasonic on
the development of next-generation electric vehielés based on the 18650 form factor and nickekbdithium ion chemistry. In October
2011, we finalized a supply agreement for thesgehatells. The agreement supplies us with battelig to build more than 80,000 vehicles
over the next four years.

In November 2010, we sold 1,418,573 shares of onmeon stock to an entity affiliated with Panasdbarporation at a price of $21.15
per share, which was the average of the tradinigshéand lows of our common stock from October 26¢tober 29, 2010.

Governmental Programs, Incentives and Regulations
United States Department of Energy Loans

On January 20, 2010, we entered into a loan faailith the Federal Financing Bank (FFB) and thetebhiStates Department of Energy
(DOE), under the DOE’s Advanced Technology Vehidlemufacturing Loan Program, as set forth in Secli86 of the Energy Independence
and Security Act of 2007 (ATVM Program). We refersuch loan facility including amendments therasthe DOE Loan Facility. Under the
DOE Loan Facility, FFB made available to us two tinditaw term loan facilities in an aggregate prpatiamount of $465.0 million and the
DOE agreed to reimburse FFB for any liabilitiesdes, costs or expenses incurred by FFB with respéte term loan facilities. In August,
2012, we made our final draw under the DOE LoarililsadNe began repayment of the DOE Loan FacitityDecember 15, 2012.

In connection with the DOE Loan Facility, we havsoassued the DOE a warrant to purchase up tb3)a8 shares of our common
stock at an exercise price of $7.54 per share amareant to purchase up to 5,100 shares of our camstock at an exercise price of $8.94 per
share. Beginning on December 15, 2018 and untiebBer 14, 2022, the shares subject to purchase thete warrants will become
exercisable in quarterly amounts depending on Yieeagie outstanding balance of the loan during tlee guarter. These warrants may be
exercised until December 15, 2023. If we prepasepay the DOE Loan Facility in full by the recentvised maturity date, no shares will be
exercisable under these warrants and the warrahtsxpire pursuant to their terms, except in thse of an event of default, which could
accelerate the vesting. For more information orréoent amendment to the DOE Loan Facility, seeN6&t(Subsequent Events) to our
Consolidated Financial Statements included inAlmsual Report on Form 10-K under Item 8. Finan&tdtements and Supplementary Data.
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For more information on the DOE Loan Facility, $&mte 8 to our Consolidated Financial Statementsided in this Annual Report on
Form 10-K under Item 8. Financial Statements angbfumentary Data.

California Alternative Energy and Advanced Transpation Financing Authority Tax Incentives

In December 2009, we finalized an arrangement thighCalifornia Alternative Energy and Advanced Bortation Financing Authority
(CAEATFA) that will result in an exemption from GQfalrnia state sales and use taxes for up to $3%®mbf manufacturing equipment. To 1
extent all of this equipment is purchased and wetihérwise be subject to California state salesumadtax, we believe this incentive would
result in tax savings by us of up to approxima&3y million over the period starting in Decembe®2@nd ending in December 2013. The
equipment purchases may be used only for threeopagp (i) to establish our production facility fdodel S in California, (ii) to upgrade our
Palo Alto powertrain production facility, and (it) expand our current Tesla Roadster assembhatipes at our Menlo Park facility. In
January 2012, we finalized an additional agreemdht CAEATFA that will result in an exemption fro@alifornia state sales and use taxes
up to $292 million of manufacturing equipment. Tie extent all of this equipment is purchased andldvotherwise be subject to California
state sales and use tax, we believe this incentddd result in tax savings by us of up to apprcadety $24 million over the period starting in
December 2011 and ending in March 2015. The equipp@chases may be used only for two purposet (Igvelop the Model X crossover
vehicle and its production capacity in Californraay(ii) to further upgrade our powertrain prodaatfacilities in California.

Regulatory Credits

In connection with the delivery and placement isgovice of our zero emission vehicles in the UnBetes, we have earned and will
continue to earn various tradable regulatory csettiiat can be sold to other manufacturers.

Under California’s Low-Emission Vehicle Regulaticmsd those of states that have adopted the Califstandards, vehicle
manufacturers are required to ensure that a poofitime vehicles delivered for sale in those stdtetng each model year are zero emission
vehicles. Currently, the states of Arizona, Caliiar Connecticut, Maine, Maryland, Massachusetesy Nersey, New Mexico, New York,
Oregon, Rhode Island and Vermont have such law#étt. These laws provide that a manufacturer @y earn credits, referred to as ZEV
credits, if they produce more zero emission vekithan the minimum quantity required by those lait®se manufacturers with a surplus of
credits may sell those excess credits to other faaturers who can then apply such credits to comjily the regulatory requirements,
including making up for deficits. As a manufactuoéisolely of zero emission vehicles, we have noimum requirement, and as a result, we
earn ZEV credits on each vehicle sold in such statée have entered into agreements with other aalidenmanufacturers to sell the ZEV
credits that we earn. Recently, California passedraiments to the ZEV mandate that would requirkaadle volume manufacturers (those
manufacturers selling 20,000 or more vehicles ilif@aia in 2018) to increase the number of zerasmion vehicles sold starting in
2018. Under the new requirements, by 2025 up t4%%f each large volume manufacturers’ fleet mestriade of zero emission vehicles. All
states that have adopted the California prograinewibnd their programs to conform to the new Califo standards.

Additionally, under the Environmental Protectionehgy’s (EPA) national greenhouse gas (GHG) emisstiandards, vehicle
manufacturers are required to meet fleet-wide ayecarbon dioxide emissions standards for cardraoks at increasingly lower levels
annually from 2012 — 2025. Those manufacturers wlilegt wide average fails to meet such standaass h deficit in their emission
profile. Those manufacturers whose fleet wide ayerserforms better than such standards may eaditr®lanufacturers may sell excess
credits to other manufacturers who can apply suedlits to comply with these regulatory requiremeAssa manufacturer solely of zero
emission vehicles, we earn the full amount of GH&lits established by the standards on each vetotde We have entered into agreements
with another automobile manufacturer to sell thedlts that we earn.
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We have entered into contracts for the sale of 2BY GHG credits with several automotive manufacsuréor the years ended
December 31, 2012, 2011 and 2010, we earned revesmedhe sale of ZEV and GHG credits of $40.5 ol $2.7 million and $2.8 million,
respectively. Our current agreements provide fersdle of a portion of the total ZEV credits that will earn from the sale of vehicles that we
plan to manufacture in 2013. Our current agreemastsprovide for sale of substantially all of tBelG credits we will earn from the sale of
vehicles that we manufacture in 2013 and 2014.

Regulation—Vehicle Safety and Testing

Our vehicles are subject to, and the Tesla Roadstaplies with, or is exempt from, numerous regulatequirements established by the
National Highway Traffic Safety Administration (NISR), including all applicable United States federaitor vehicle safety standar
(FMVSS). The Model S fully complies with all FMVS8sthout the need for any exemptions. As a manufact we must self-certify that a
vehicle meets or otherwise obtain an exemption fatirapplicable FMVSSs, as well as the NHTSA bungiandard, before the vehicle can be
imported into or sold in the United States. Thereraimerous FMVSSs that apply to our vehicles. Eptasof these requirements include:

» Crash-worthiness requirementsincluding applicable and appropriate level of wihistructure and occupant protection in frontal,
side and interior impacts including through use@dfipment such as seat belts and airbags whichgatisty applicable
requirements

« Crash avoidance requirementsincluding appropriate steering, braking and equptmequirements, such as, headlamps, tail
lamps, and other required lamps, all of which nwastform to various photometric and performance iregquents;

» Electric vehicle requiremen—limitations on electrolyte spillage, battery reten, and avoidance of electric shock following
specified crash test

* Windshield defrosting and defoggi—defined zones of the windshield must be clearetiw# specified timeframe; ai
* Rearview mirror requiremen—rearward areas that must be visible to the driieethe mirrors

Due to the limited number of Roadsters originaligduced, we applied for, and were granted, exemgtioom certain advanced air bag
and electronic stability control requirements, Whapplied to Tesla Roadsters manufactured througrehber 7, 2011. For Model S, we have
certified the vehicle as compliant with all U.Sfetg standards without exemptions. Under U.S. law are required to certify compliance with,
or obtain exemption from all applicable federal arotehicle safety standards and we have done $orespect to each vehicle we have offe
for sale in the United States. Based on testingineering analysis, and other information, we heatified that the Tesla Roadster complies
with, or is exempt from all applicable NHTSA starfain effect at the time of manufacture by affikim certification label to each Tesla
Roadster sold. Based on testing, engineering asalysl other information we have certified the aédbdel S as complying with all applica
NHTSA standards in effect at the time of manufaety affixing a certification label to each Modes&d.

We are also required to comply with other requirsta®f federal laws administered by NHTSA, incluglthe Corporate Average Fuel
Economy standards, Theft Prevention Act requiresjyaansumer information labeling requirements,yea&drning reporting requirements
regarding warranty claims, field reports, death @ty reports and foreign recalls, and owner'shoe requirements.

Our vehicles sold in Europe are subject to Européaion safety testing regulations. Many of thosgutations, referred to as European
Union Whole Vehicle Type Approval (WVTA), are diffmt from the federal motor vehicle safety standagplicable in the United States and
may require redesign and/or retesting. Our TeskdR®rs are currently approved for sale on a lahigsis in the European Union via the
Small
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Series WVTA, which permits the manufacture and satbe European Union of no more than 1,000 veBigler year. Since we have fewer
than 1,000 Tesla Roadsters left to sell, we havplawas to commence testing our Tesla RoadstethdoWVTA to assure compliance with the
European Union requirements to permit unlimite@saSimilarly, Australia and Japan have additid@sting regulations applicable to high
volume manufacturers. We also plan to keep Ausinadind Japanese sales of our Tesla Roadstersvatvalume, and have no plans to comply
with the Australian and Japanese requirementsrimiphigh volume sales in these jurisdictions. Madel S, we plan to conduct full EU
WVTA homologation. Based on results from effortsrently underway, we believe Model S will be aldenteet all applicable EU standards.
We also plan to introduce Model S vehicles in otherkets such as China, Japan, and Australia. Rl@nsurrently underway to modify our
vehicles to meet the homologation standards fasalmmuntries.

The Federal Trade Commission (FTC) requires usltutate and display the range of our electric elelsion a label we affix to the
vehicle’s window. The FTC specifies that we follt@sting requirements set forth by the Society ofofotive Engineers (SAE) which further
requires that we test using the United States EB@sbined city and highway testing cycles. In Ry 1, the EPA announced new energy
efficiency testing methodologies and labeling reguients for electric vehicles. These new requirdsjevhen applied to our vehicles, resulted
in a rated range of 265 miles for the 85 kWh bgitferck equipped Model S and a rated range of 20&srfor the 60 kWh battery pack
equipped Model S. This was a reduction from thesatiited 300 mile and 230 mile range of these vehjakspectively, utilizing methodolog
that estimated the range of the vehicles at a gteaeled of 55 miles per hour. We expect the FTi8stiee amended rules to conform to the EP;
standards, which will result in FTC labels mirrayithe current EPA label.

The Automobile Information and Disclosure Act regsi manufacturers of motor vehicles to disclostageinformation regarding the
manufacturer’s suggested retail price, optionaigent and pricing. In addition, the Act allows luion of city and highway fuel economy
ratings, as determined by EPA, as well as craghidagngs as determined by NHTSA if such testscareducted.

Regulation—EPA Emissions & Certificate of Confornyit

The Clean Air Act requires that we obtain a Cegéife of Conformity issued by the EPA and a Calioxecutive Order issued by the
California Air Resources Board (CARB) with resptecemissions for our vehicles, including Model &eTCertificate of Conformity is requir
for vehicles sold in states covered by the CleanA&t’s standards and both the Certificate of Comiity and the Executive Order is required
for vehicles sold in states that have sought aoeived a waiver from the EPA to utilize Califorsindards. The California standards for
emissions control for certain regulated pollutdotsnew vehicles and engines sold in Californiaseeby CARB. States that have adopted the
California standards as approved by EPA also rezeghe Executive Order for sales of vehicles.

Regulation—Battery Safety and Testing

Our battery pack conforms with mandatory regulatitirat govern transport of “dangerous goods” they present a risk in
transportation, which includes lithiuron batteries. The governing regulations, whichissaed by the Pipeline and Hazardous Materialst$
Administration (PHMSA) are based on the UN Recomaations on the Safe Transport of Dangerous Good$elMRegulations, and related
UN Manual Tests and Criteria. The regulations arynode of transportation when these items arepshijguch as by ocean vessel, rail, truck
or by air.

We have completed the applicable transportatidis fes our prototype and production battery packsdnstrating our compliance with
the UN Manual of Tests and Criteria, including:

e Altitude simulatior—simulating air transpor
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» Thermal cyclinc—assessing cell and battery seal integ
* Vibration—simulating vibration during transpo

» Shock—simulating possible impacts during transport;

» External short circui—simulating an external short circL

We also subject our battery packs to the appraptestts specified in the Society of Automotive Eregrs (SAE) J2464 and J2929 which
include further tests such as immersion, humidibg exposure to fire.

We use lithium metal oxide cells in our batterykmcThe cells do not contain any lead, mercuryngach, or other hazardous materials,
heavy metals, or any toxic materials. Our battexglks include certain packaging materials which @orntrace amounts of various hazardous
chemicals whose use, storage and disposal is tedulader federal law. We currently have an agre¢méh a third party battery recycling
company to recycle our battery packs. If a custawishes to dispose of a battery pack from one ofvehicles, we anticipate accepting the
depleted battery from the customer without any téoithl charge.

Automobile Manufacturer and Dealer Regulation

State law regulates the manufacture, distributiwh sale of automobiles, and generally requires maghicle manufacturers and dealers
to be licensed. To the extent possible, we plasetmre dealer licenses (or the equivalent of sedéieknse) and engage in activities as a moto
vehicle dealer in so far as we are permitted tealas we open additional Tesla stores and sergites. Some states do not permit automi
manufacturers to be licensed as dealers or todheicapacity of a dealer. To sell vehicles tidersts of states where we are not licensed as «
dealer, to the extent permitted by local law, ktb#hactual sale would generally have to occur bstate. In this scenario, it is possible that
activities related to marketing, advertising, takorders, taking reservations and reservation patsnand delivering vehicles could be viewed
by a state as conducting unlicensed activitiebénstate or otherwise violating the state’s mo#driele industry laws. Regulators in these state
may require us to hold and meet the requiremengppfopriate dealer or other licenses and, insiatevhich manufacturers are prohibited
from acting as dealers, may otherwise prohibingsact our planned activities.

In jurisdictions where we do not have a Tesla stareustomer may try to purchase our vehicles theemternet. However, some states
have laws providing that a manufacturer cannovdel vehicle to a resident of such state exceputfh a dealer licensed to do business ir
state which may be interpreted to require us to@pstore in such state in order to sell vehigesstresidents. In some states where we have
opened a viewing “gallery” that is not a full rétaication, it is possible that a state regulaimnld take the position that activities at our galle
constitute an unlicensed motor vehicle dealershipthereby violates applicable manufacturer-ddales. Although we would prefer that a
state regulator address any concerns by discusaitgconcerns with us and requesting voluntary damge, a state could also take action
against us, including levying fines or requiringttve refrain from certain activities. In additi@@me states have requirements that service
facilities be available with respect to vehicle&lsa the state, which may be interpreted to atxquire that service facilities be available with
respect to vehicles sold over the internet to el of the state thereby limiting our ability &l vehicles in states where we do not maintain
service facilities.

The foregoing examples of state laws governingstiie of motor vehicles are just some of the regratwe face as we sell our vehicles.
In many states, the application of state motoraleHaws to our specific sales model is largelyhaiit precedent, particularly with respect to
sales over the internet, and would be determinea faygt specific analysis of numerous factors,udirig whether we have a physical presence
or employees in the applicable state, whether wertide or conduct other activities in the applleadiate, how the sale transaction is
structured, the volume of sales into the state veimether the state in question prohibits manufactuirom acting as dealers. As a result of the
fact specific and untested nature of these issuabthe fact that applying these laws intendedhertraditional automobile distribution model
to our sales model allows
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for some interpretation and discretion by the ratprk, state legal prohibitions may prevent us feafling to consumers in such state.

California laws, and potentially the laws of otlséates, restrict the ability of licensed dealeradweertise or take deposits for vehicles
before they are available. In November 2007, walmecaware that the New Motor Vehicle Board of thdéf@rnia Department of
Transportation has considered whether our reservatid advertising policies comply with these laWs date, we have not received any
communications on this topic from the New Motor 6 Board or the Department of Motor Vehicles (DMVhich has the power to enforce
these laws. There can be no assurance that the WMot take the position that our vehicle reseiwa or advertising practices violate the
law. We expect that if the DMV determines that wayrhave violated the law, it would initially dissuits concerns with us and request
voluntary compliance. If we are ultimately founda® in violation of California law, we might be pheded from taking reservation payments,
and the DMV could take other actions against udugting levying fines and requiring us to refundeesation payments. Resolution of any
inquiry may also involve restructuring certain agpef the reservation program. The DMV also haspbwer to suspend licenses to
manufacture and sell vehicles in California, follogra hearing on the merits, which it has typicatkercised only in cases of significant or
repeat violations and/or a refusal to comply witdd\Ddirections.

Certain states may have specific laws which applyealers, or manufacturers selling directly tostoners, or both. For example, the
state of Washington requires that reservation paysna other payment received from residents irstate of Washington must be placed in a
segregated account until delivery of the vehicleicly account must be unencumbered by any liens éredlitors of the dealer and may not be
used by the dealer. Consequently, we establisisedr@gated account for reservation payments ist#ie of Washington in January 2010.
There can be no assurance that other state ogfojaiisdictions will not require similar segregatiof reservation payment received from
customers. Our inability to access these fundsvimking capital purposes could harm our liquidity.

Furthermore, while we have performed an analysth@frincipal laws in the European Union relatiogur distribution model and
believe we comply with such laws, we have not pentd a complete analysis in all foreign jurisdingdn which we may sell vehicles.
Accordingly, there may be laws in jurisdictions teve not yet entered or laws we are unaware afrisdictions we have entered that may
restrict our vehicle reservation practices or otheginess practices. Even for those jurisdictioashave analyzed, the laws in this area can be
complex, difficult to interpret and may change otiere.

In addition to licensing laws, specific laws andukations in each of the states (and their intégpi@n by regulators) may limit or
determine how we sell, market, advertise, and otisersolicit sales, take orders, take reservatmusreservation payments, deliver, and
service vehicles for consumers and engage in aittenties in that state. While we have performadaaalysis of laws in certain jurisdictions
which we have Tesla stores, we have not performeahglete analysis in all jurisdictions in which way sell vehicles. Accordingly, there
may be laws in jurisdictions we have not yet erttehat may restrict our vehicle reservation prasior other business practices.

Competition

Competition in the automotive industry is intensd avolving. We believe the impact of new regulat@quirements for occupant safety
and vehicle emissions, technological advancesivepinain and consumer electronics components, hifithg customer needs and
expectations are causing the industry to evolwhandirection of electric-based vehicles. We baithe primary competitive factors in our
markets include but are not limited to:

» technological innovatior
» product quality and safet
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* service options

» product performance

» design and stylinc

e product price; an

» manufacturing efficiency

We believe that our vehicles compete in the maskét based on their traditional segment classiticads well as based on their
propulsion technology. Within the electric-basetigke segment, there are three primary means ofpoan electrification which will
differentiate various competitors in this market:

e Electric Vehiclesare vehicles powered completely by a single ondbeaergy storage system (battery pack or fuel edllgh is
refueled directly from an electricity source. Bdltle Tesla Roadster and Model S are examples dfieleehicles.

» Plug-in Hybrid Vehiclesare vehicles powered by both a battery pack witklaotric motor and an internal combustion engihéctv
can be refueled both with traditional petroleum$ifer the engine and electricity for the batteack. The internal combustion
engine can either work in parallel with the elactriotor to power the wheels, such as in a panalilgj-in hybrid vehicle, or be used
only to recharge the battery, such as in a setig-in hybrid vehicle like the Chevrolet Vo

» Hybrid Electric Vehicleware vehicles powered by both a battery pack witklaatric motor and an internal combustion engiue b
which can only be refueled with traditional petrgiefuels as the battery pack is charged via regginerbraking, such as used in a
hybrid electric vehicle like the Toyota Prit

The worldwide automotive market, particularly fdteanative fuel vehicles, is highly competitive tydand we expect it will become ey
more so in the future. Prior to the introductiortted Nissan Leaf in December 2010, no mass prodpeddrmance highway-capable electric
vehicles were being sold in the United Statesapad, Mitsubishi has been selling its electric iMi&ince April 2010. We expect additional
competitors to enter the United States and Eurapienithe next several years, and as they do sexpect that we will experience significant
competition. With respect to our Tesla Roadstercureently face strong competition from establishetbmobile manufacturers, including
manufacturers of high-performance vehicles, sudhaasche and Ferrari. In addition, upon the lawfabur Model S sedan, we will face
competition from existing and future automobile mi@cturers in the extremely competitive premiumasetharket, including Audi, BMW,
Lexus and Mercedes.

Many established and new automobile manufactur@ve kntered or have announced plans to entertdraeative fuel vehicle market.
For example, Nissan introduced the Nissan Leai|ly électric vehicle in December 2010 and Fordddticed the pure electric Ford Focus ant
plug-in hybrid Ford C-Max Energi and Ford FusioreEgi in 2012. In addition, several manufacturersiuding General Motors, Toyota, Ford,
and Honda, are each selling hybrid vehicles, anihiceof these manufacturers have announced plugiisions of their hybrid vehicles. For
example, in December 2010, General Motors introddbe Chevrolet Volt, which is a plug-in hybrid vele that operates purely on electric
power for a limited number of miles, at which tizue internal combustion engine engages to rechhggbattery.

Moreover, it has been reported that BMW, Daimlexxis, Audi, Fiat, Renault and Volkswagen are alsgetbping electric vehicles.
Several new start-ups have also announced plaargéo the market for performance electric vehicdthough none of these have yet come to
market. Finally, electric vehicles have alreadyrblemught to market in China and other foreign ¢nas and we expect a number of those
manufacturers to enter the United States markeets
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Most of our current and potential competitors hsigmificantly greater financial, technical, manutaig, marketing and other resources
than we do and may be able to devote greater res®tw the design, development, manufacturingiloigion, promotion, sale and support of
their products. Virtually all of our competitorsueamore extensive customer bases and broader caistord industry relationships than we do.
In addition, almost all of these companies havgéoroperating histories and greater name recogrtitian we do. Our competitors may be in ¢
stronger position to respond quickly to new techgas and may be able to design, develop, markksalhtheir products more effectively.
believe our exclusive focus on electric vehicled alectric vehicle components, as well as our hystd vehicle development and production,
are the basis on which we can compete in the ghultaimotive market in spite of the challenges pdsedur competition; however, we have a
limited history of operations.

Intellectual Property

Our success depends, at least in part, on outyatailprotect our core technology and intelleciuaperty. To accomplish this, we rely on
a combination of patents, patent applications gsetrets, including know-how, employee and thadypnondisclosure agreements, copyright
laws, trademarks, intellectual property licenses ater contractual rights to establish and pratectproprietary rights in our technology. As
of December 31, 2012, we had 117 issued patentsnanel than 258 pending patent applications withithi#éed States Patent and Trademark
Office and internationally in a broad range of areaur issued patents start expiring in 2026. Wenith to continue to file additional patent
applications with respect to our technology. Wendbknow whether any of our pending patent appbeatwill result in the issuance of pate
or whether the examination process will requiréousarrow our claims. Even if granted, there cambassurance that these pending patent
applications will provide us with protection.

Seasonality

Sales of the Tesla Roadster have fluctuated oasosal basis with increased sales during the spridgsummer months in our second
and third fiscal quarters relative to our fourtti dinst fiscal quarters. We note that, in genesimtomotive sales tend to decline over the winter
season and we anticipate that our sales of Moddio8liel X and other electric vehicles we introducdhie future may have similar seasonality.
However, our limited operating history makes ifidiflt for us to judge the exact nature or extefrthe seasonality of our business. We do not
expect our powertrain component sales and developsagvices revenue to be impacted to a signifieatent by seasonality.

Segment Information

We have determined that we operate as one repagigiment, which is the design, development, matwiag and sales of electric
vehicles and electric powertrain components. Flmrimation regarding financial data by geograph&aar see Note 12 to our Consolidated
Financial Statements included in this Annual Reparform 10-K under Item 8. Financial Statements &upplementary Data.

Employees

As of December 31, 2012, we had approximately 2faB4ime employees. None of our employees areentty represented by labor
unions or are covered by a collective bargainingeagent with respect to their employment. To datehave not experienced any work
stoppages, and we consider our relationship witreaployees to be good.

Available Information

We file or furnish periodic reports and amendméinéseto, including our Annual Reports on Form 10K Quarterly Reports on Form
10-Q and Current Reports on Form 8-K; proxy statgsiand other information
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with the Securities and Exchange Commission (SBGgh reports, amendments, proxy statements andinfbemation may be obtained by
visiting the Public Reference Room of the SEC & BE(treet, NE, Washington, D.C. 20549. Informatiarthe operation of the Public
Reference Room can be obtained by calling the SEHE380-SEC-0330. In addition, the SEC maintaimegelsite (www.sec.goythat contain
reports, proxy and information statements, andrdatiffermation regarding issuers that file electaatiy. Our reports, amendments thereto,
proxy statements and other information are alsoenzagilable, free of charge, on our investor retatiwebsite at ir.teslamotors.ca@® soon a
reasonably practicable after we electronically ditsfurnish such information with the SEC. The mf@tion posted on our website is not
incorporated by reference into this Annual ReparForm 10-K.

ITEM 1A. RISK FACTORS

You should carefully consider the risks describeld together with the other information set fadritihis report, which could materially
affect our business, financial condition and futtesults. The risks described below are not thg dsks facing our company. Risks and
uncertainties not currently known to us or thateuerently deem to be immaterial also may materiatiiyersely affect our business, financial
condition and operating results.

Risks Related to Our Business and Industry

We may be unable to sustain our current level obguction or deliveries of Model S, both of whichwdd harm our business and
prospects.

We began manufacturing and delivering Model S meJ2012. We have very limited experience to datégh volume manufacturing of
our electric vehicles as we only recently reachdidofoduction of Model S. Our ability to maintaiigh volume Model S production will
depend upon a number of factors, including our be ability to deliver quality parts to us intianely manner, our ability to use our
manufacturing processes as planned for volume ptasiuwhile maintaining our desired quality levatsd efficiently making design change
ensure consistently high quality. The Model S iatkmew vehicle which we are producing with newpbogees using new equipment and
therefore our production processes are still magurTo produce a vehicle that meets our qualityddads requires us to carefully analyze eacl
step of our production plan, improve the efficierdyur manufacturing processes and continue to &ar employees. Our suppliers also mus
produce new products in sufficient quantities andlity levels to meet our demand. Certain supplerge experienced delays in meeting our
demand and we continue to focus on supplier cafiabibnd constraints. Any disruption in maintagqiour production level of Model S could
materially damage our brand, business, prospegtsdial condition and operating results.

We have only recently increased our Model S dejivates in the United States to match our curradtanticipated Model S production
capacity. We have very limited experience in thghhiolume delivery of our Model S vehicles as weehgecently reached our steady state
production rate of 400 vehicles produced per wEekthermore, we plan to start European deliveriégh@Model S this summer and Asian
deliveries later in 2013, but have limited expetiedelivering vehicles outside of the United Stated thus may face difficulties meeting our
delivery plans in both Europe and Asia. If we anakle to maintain our weekly delivery rate to matci steady state production rate of Mode!
S, ramp up deliveries in Europe and Asia and sustiigh level of weekly Model S deliveries thronghthe year, this could result in negative
publicity, damage our brand and have a materiatesdveffect on our business, prospects, finanoiadition and operating results.”

In addition, for Model S we are introducing a numbenew manufacturing technologies and technigsesh as aluminum spot welding
systems, which have not been widely adopted irathiemotive industry, and Model S has a number of aed unique design features, such as
a 17 inch display screen, newly designed retragtakierior door handles and a panoramic roof, ehahich poses unique manufacturing
challenges.
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Model S production and deliveries will continuerégjuire significant resources and we may experienexpected delays or difficulties that
could harm our ability to maintain full manufactugicapacity for Model S, or cause us to miss pldrpreduction targets, any of which could
have a material adverse effect on our businesspputs, operating results and financial condithafditionally, sustaining high volume
production and doing so in a manner that avoidsifsignt cost overruns, including as a result atéas beyond our control such as problems
with suppliers and vendors, may be difficult.

Our ability to sustain volume production and defiee for Model S is subject to certain risks andartainties, including:

» that our suppliers will be able to deliver compasemm a timely basis and in the necessary quasitifigality and at acceptable pri
to produce Model S in volume and reach our findrteigets;

» that we will be able to complete any necessarysdijants to the vehicle design or manufacturinggsses of Model S in a timely
manner that meets our production plan and allowifgh quality vehicles

» that we will not encounter parts quality issuebefduring or after production of Model
» that we will be able to schedule and complete deids at our planned volume producti

» that the equipment or tooling which we have purelasr which we select will be able to accuratelynafacture the vehicle within
specified design tolerances and will not suffenfranexpected breakdowns or damage which could ivegagffect the rate need:
to produce vehicles in volum

» that we will be able to comply with environmentabrkplace safety and similar regulations to opecatemanufacturing facilities
and our business on our projected timel

» that we will be able to maintain high quality caili$ras we transition to a higher level c-house manufacturing process; ¢

» that the information technology systems that wecareently expanding and improving upon will beegtive to manage high
volume production

Finally, detailed long-term testing of systems gn&gion, performance and safety as well as longrguality, reliability and durability
testing are ongoing and any negative results froch $esting could cause production delays in M&]elost increases or lower quality Mod:
vehicles.

We are dependent on our suppliers, the vast mayoat which are single source suppliers, and the llity of these suppliers to continue
to deliver, or their refusal to deliver, necessaigmponents of our vehicles in a timely manner atqas, quality levels, and volumes
acceptable to us would have a material adverseaféa our business, prospects and operating results

Model S contains numerous purchased parts whickouece globally from over 200 direct suppliers, ¥hst majority of whom are
currently single source suppliers for these comptméVhile we obtain components from multiple sesravhenever possible, similar to other
automobile manufacturers, the vast majority ofdbmponents used in our vehicles are purchased bpmssingle sources. To date we have
not qualified alternative sources for most of thgke sourced components used in our vehicles andemerally do not maintain long-term
agreements with our suppliers.

While we believe that we may be able to establisrrzate supply relationships and can obtain oirergg replacement components for
our single source components, we may be unable smdn the short term, or at all, at prices otstisat are favorable to us. In particular,
while we believe that we will be able to secureralate sources of supply for most of our singles®dicomponents in a relatively short time
frame, qualifying alternate suppliers or developing own replacements for certain highly customizechponents of our vehicles may be time
consuming, costly and may force us to make additiorodifications to a vehicle’s design.
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This supply chain exposes us to multiple potesiiairces of delivery failure or component shortdgedlodel S, as well as for our
powertrain component sales activities. For examgaethquakes similar to the one that occurredpadan March 2011 could negatively img
our supply chain. We have in the past experienoedce disruptions in our supply chains, includingse relating to our slower-than-
anticipated ramp in our Model S production goats2@12. We may experience additional delays irfuliere with respect to Model S and any
other future vehicle we may produce. In additioecduise we do not have written agreements in plébeall our suppliers, this may create
uncertainty regarding certain suppliers’ obligatida us, including but not limited to, those regagdvarranty and product liability. Changes in
business conditions, wars, governmental changested factors beyond our control or which we dopresently anticipate, could also affect
our suppliers’ ability to deliver components toarsa timely basis. Furthermore, if we experiengaificant increased demand, or need to
replace certain existing suppliers, there can bassorance that additional supplies of componems pall be available when required on terms
that are favorable to us, at all, or that any sieppVould allocate sufficient supplies to us in@rtb meet our requirements or fill our orders in :
timely manner. In the past, we have replaced cedappliers because of their failure to provide ponents that met our quality control
standards. The loss of any single or limited sostgaplier or the disruption in the supply of comeots from these suppliers could lead to
delays in vehicle deliveries to our customers, Whiould hurt our relationships with our customard also materially adversely affect our
business, prospects and operating results.

Changes in our supply chain have resulted in tisg pad may result in the future, in increased aostdelay. We have also experienced
cost increases from certain of our suppliers ireotd meet our quality targets and developmentlimas as well as due to design changes that
we made, and we may experience similar cost ineimsthe future. Additionally, we are negotiatimigh existing suppliers for cost reductio
seeking new and less expensive suppliers for ogpaits, and attempting to redesign certain pansake them cheaper to produce. If we are
unsuccessful in our efforts to control and redugep$ier costs, our operating results will suffedditionally, cost reduction efforts may
interrupt or harm our normal production procesteseby harming Model S quality or reducing Modgir8duction output.

Furthermore, a failure by our suppliers to provige components in a timely manner or at the lef’/guality necessary to manufacture
our performance electric vehicles such as Moda@dcprevent us from fulfilling customer ordersarimely fashion which could result in
negative publicity, damage our brand and have a&mahtadverse effect on our business, prospec@ndial condition and operating results.

If we are unable to adequately reduce the manufaatg costs of Model S or otherwise control the cosissociated with operating our
business, our business, financial condition, opdrag results and prospects will suffer.

Our production costs for Model S have been hightdwstart-up costs at the Tesla Factory, manufaagunefficiencies including low
absorption of fixed manufacturing costs, higheiidtigs costs due to the immaturity of our supplgichand higher initial prices for component
parts during the initial period after the launcld aamp of Model S. As we are now producing caisuatsteady state production volume of 400
vehicles per week, manufacturing costs have stéotéall. While we expect further cost reductioffoefs undertaken by both us and our
suppliers will continue to reduce costs during 2@h&re is no guarantee that we will be able tdeaghplanned cost reductions from our
various cost savings initiatives, and the failrathieve such savings would negatively affectadnility to reach our gross margin and
profitability goals.

We incur significant costs related to procuring ithe materials required to manufacture our higlfggarance electric cars, assembling
vehicles and compensating our personnel. We mayiradsir substantial costs in increasing the pradaatapability of Model S and powertre
manufacturing facilities, each of which could pdielty face cost overruns. If Model S tooling, ptmdion equipment and parts are insufficient
for use in Model X, perhaps as a result of a loleeel of commonality between the two vehicles thancurrently anticipate, our costs related
to the production of Model X may exceed expectation
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Additionally, in the future we may be required mzurr substantial marketing costs and expenseotagie our vehicles, including
through the use of traditional media such as telewmj radio and print, even though our marketingegses to date have been relatively limited
as we have to date relied upon unconventional iadkefforts. If we are unable to keep our opeigtinsts aligned with the level of revenues
we generate, our operating results, business agpects will be harmed. Furthermore, many of tiséofa that impact our operating costs are
beyond our control. For example, the costs of awr materials and components, such as lithium-idtetyacells or aluminum used to produce
body panels, could increase due to shortages halglemand for these products increases. Indedtk {fopularity of electric vehicles exceeds
current expectations without significant expansiobattery cell production capacity and advancesénbattery cell technology, shortages
could occur which would result in increased matsrasts to us.

Our long-term success will be dependent upon ouilighto design and achieve market acceptance ofineshicle models, specifically
Model S and new vehicle models such as Model X.

Our long-term success is dependent on market ssoepdf two new vehicles: the Model S sedan andiibeel X crossover. While
initial reviews of Model S from both the press andtomers have been positive, there is no guardma¢dlodel S will be successfully
accepted by the general public in the long-term.

Additionally, there can be no assurance that wkheilable to design future electric vehicles thiitmeet the expectations of our
customers or that our future models, including Motlewill become commercially viable. We only re¢lgrpublicly revealed an early
prototype of the Model X. To the extent that we @ao¢ able to build Model X to the expectations tedaby the early prototype and our
announced specifications, customers may cancelrg@rvations, our future sales could be harmedrarestors may lose confidence in us.
Furthermore, historically, automobile customersehaome to expect new and improved vehicle modebe timtroduced frequently. In order to
meet these expectations, we may in the future dpgined to introduce on a regular basis new vehitdelels as well as enhanced versions of
existing vehicle models. As technologies changhénfuture for automobiles in general and perforoeaglectric vehicles specifically, we will
be expected to upgrade or adapt our vehicles dratlince new models in order to continue to provieleicles with the latest technology and
meet customer expectations. To date, we have lineixperience simultaneously designing, testing,ufeturing, upgrading, adapting and
selling our electric vehicles.

Our future growth is dependent upon consumers’ wiljness to adopt electric vehicles.

Our growth is highly dependent upon the adoptiodrysumers of, and we are subject to an elevatkafiany reduced demand for,
alternative fuel vehicles in general and electghbieles in particular. If the market for electriehicles does not develop as we expect or
develops more slowly than we expect, our busimasspects, financial condition and operating reswitl be harmed. The market for
alternative fuel vehicles is relatively new, ragiéiolving, characterized by rapidly changing tealbgies, price competition, additional
competitors, evolving government regulation andusidy standards, frequent new vehicle announcenagnts€hanging consumer demands an
behaviors.

Other factors that may influence the adoption tdrahtive fuel vehicles, and specifically electrihicles, include:

e perceptions about electric vehicle quality, safetyparticular with respect to lithium-ion battgracks), design, performance and
cost, especially if adverse events or accidentarabat are linked to the quality or safety of éliecvehicles, such as those relate
the Chevrolet Volt battery pack fire

» perceptions about vehicle safety in general, itigaar safety issues that may be attributed toutfee of advanced technology,
including vehicle electronics and regenerative imgisystems

* negative perceptions of electric vehicles, suctihasthey are more expensive than mdectric vehicles and are only affordable v
government subsidie
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the limited range over which electric vehicles nbaydriven on a single battery charge and the effgfciveather on this rang
the decline of an electric vehi’s range resulting from deterioration over timehia batter’s ability to hold a chargt
varied calculations for driving ranges achievabldelv's,

our capability to rapidly swap out the Model S battpack and the development of specialized pdatiities to perform such
swapping, which do not currently exist but which mvay introduce sometime in 201

concerns about electric grid capacity and relighitvhich could derail our past and present effaytpromote electric vehicles as a
practical solution to vehicles which require gase]

concerns by potential customers that if their batpack is not charged properly, it may become ahlesand may need to be
replaced

the availability of alternative fuel vehicles, inding plu¢-in hybrid electric vehicles

improvements in the fuel economy of the internahbastion engine

the availability of service for electric vehicle

consumer desire and ability to purchase a luxury automobilene that is perceived as exclusi

the environmental consciousness of consun

volatility in the cost of oil and gasolin

consumer perceptions of the dependency of the United Statesil from unstable or hostile countrit
government regulations and economic incentives ptiomm fuel efficiency and alternate forms of enet

access to charging stations, standardization ofrédevehicle charging systems and consumers’ pgi@es about convenience and
cost to charge an electric vehic

the availability of tax and other governmental imidees to purchase and operate electric vehicldéstare regulation requiring
increased use of nonpolluting vehicl

perceptions about and the actual cost of alteradtiel; anc
macroeconomic factor

In addition, reports have suggested the potertiadktreme temperatures to affect the range oopaence of electric vehicles. Based on
internal testing, we estimate that our Tesla Raad&ir example, would have a 5-10% reduction mgeawhen operated in -20°C temperatures
To the extent customers have concerns about sdaictiens or third party reports which suggest réidas in range greater than our estimates
gain widespread acceptance, our ability to markdtsell our vehicles, particularly in colder cliragat may be adversely impacted.

Additionally, we will become subject to regulatiathait require us to alter the design of our velickehich could negatively impact
consumer interest in our vehicles. For example gbectric vehicles make less noise than internailngstion vehicles. Due to concerns about
overly quiet vehicles and vision impaired pedessjan January 2011, Congress passed and the &resigned the Pedestrian Safety
Enhancement Act of 2010. The new law requires NHT&Astablish minimum sounds for electric vehielad hybrid electric vehicles when
travelling at low speeds. NHTSA plans to finalizeube early next year with an effective date byt®aper 1, 2014. This will begin a three y
phase-in schedule for establishing these minimwmd® in all electric and hybrid electric
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vehicles. Adding this artificial noise may causerent or potential customers not to purchase aoteat vehicles, which would materially
adversely affect our business, operating resuttantial condition and prospects.

Our limited operating history makes evaluating obusiness and future prospects difficult, and mayiease the risk of your investment.

You must consider the risks and difficulties weefas an early stage company with a limited opegdtistory. If we do not successfully
address these risks, our business, prospects timgerasults and financial condition will be magdly and adversely harmed. We were formed
in July 2003 and began delivering our first vehithe Tesla Roadster, in early 2008. We only bggaducing our second electric vehicle,
Model S, in June 2012 and our production processesnue to mature.

We have historically derived our revenues prindjptbm sales of the Tesla Roadster and from dlepwwertrain development services
and sales. Model S has become the primary condritbatour revenue starting in the fourth quarte2@f2. We intend in the longer term to
derive substantial revenues from the sales of M8d&lodel X and future electric vehicles. We hawty@ very limited operating history with
respect to Model S. While we expect Model S codticion efforts undertaken by both us and our sappivill continue to reduce the costs of
manufacturing Model S during 2013, the successtiamdg of such efforts is difficult to predict, wdh limits our ability to precisely forecast
the cost of producing Model S. Further, we have oetently produced an early prototype of the Motierossover. Our vehicle design and
our engineering, manufacturing and component suplalys for Model S may continue to be adjustecddition, our powertrain component
sales, development services revenue and poweresdéarch and development compensation have beestadmtirely generated under
arrangements with Daimler AG (Daimler) and Toyotatbt Corporation (Toyota). It is difficult to prediour future revenues and appropria
budget for our expenses, and we have limited insigb trends that may emerge and affect our bgsina the event that actual results differ
from our estimates or we adjust our estimatestuwréuperiods, our operating results and finanaisiton could be materially affected.

We may fail to meet our publicly announced guidangeother expectations about our business, whichulebcause our stock price to
decline.

We provide guidance regarding our expected findraeid business performance including our projesti@yarding the number of
vehicles we hope to sell in future periods andamiicipated future revenues and gross marginseCiyridentifying the key factors affecting
business conditions and predicting future eveniishisrently an uncertain process. Our guidancased in part on assumptions which include,
but are not limited to, assumptions regarding:

* our ability to achieve anticipated production aafes volumes and projected average sales pricédddel S;
» supplier and commodi-related costs
» planned cost reductions; a
» our ability to recognize revenue from Daimler arahi selling regulatory credits to other automohbilenufacturers
Such guidance may not always be accurate or mayfr@m actual results due to our inability to meat assumptions and the impact on
our financial performance that could occur as altex the various risks and uncertainties to ousibess as set forth in these risk factors. We
offer no assurance that such guidance will ultinyabe accurate, and investors should treat any guidance with appropriate caution. If we

fail to meet our guidance or if we find it neceystarrevise such guidance, even if such failuressision is seemingly insignificant, investors
and analysts may lose confidence in us and theehagtue of our common stock could be materiallyengely affected.

29



Table of Contents

We may be unable to sell additional regulatory citsgdsuch as zero emission vehicle (ZEV) and greeabe gas emission (GHG) credits,
to other automobile manufacturers, which would negeely impact our revenues, margins and our ability reach profitability.

Our revenues to date have included amounts weveefreim selling certain regulatory credits suclz&¥ and GHG credits to other
automobile manufacturers. While we continue ouorédfto sign agreements with a limited pool of ana&ers to sell them ZEV, GHG and
other regulatory credits, we may not be able terinto new agreements to sell any or all our avéd regulatory credits related to Model S,
Model X or our other future vehicles, which woulegatively impact our revenues and margins. Adddilgnany inability to sell additional
regulatory credits may negatively impact our apitd@ reach or maintain profitability in the shoetm.

Our vehicles make use of lithium-ion battery cellshich have been observed to catch fire or vent kmand flame, and such events have
raised concerns, and future events may lead to #ddal concerns, about the batteries used in autdive applications.

The battery pack in the Tesla Roadster and Modeakes use of lithium-ion cells. We also currentiend to make use of lithium-ion
cells in battery packs that we sell to Toyota amdhider as well as any future vehicles we may pred@n rare occasions, lithium-ion cells can
rapidly release the energy they contain by vergmgke and flames in a manner that can ignite neadigrials as well as other lithium-ion
cells. Highly publicized incidents of laptop comer#t and cell phones bursting into flames have fetesnsumer attention on the safety of
these cells. More recently, multiple Chevrolet Mmdttery pack fires, followed by a government irtiggdion into the cause of such fires
focused considerable public attention, as welhasattention of NHTSA, on the safety of electribietes.

These events have raised concerns about the battexgd in automotive applications. To addres®thesstions and concerns, a numbel
of cell manufacturers are pursuing alternativediti-ion battery cell chemistries to improve safétfe have designed the battery pack to
passively contain any single cell’s release of gpevithout spreading to neighboring cells and weraot aware of any such incident in our
customers’ vehicles. However, we have delivereg arlimited number of Tesla Roadsters and Modeddass to customers and have limited
field experience with our vehicles, especially MioHeWe have also only delivered a limited numtdsaitery packs to Toyota and Daimler.
Accordingly, there can be no assurance that a fietésting failure of our Model S or other battegcks that we produce will not occur, which
could damage the vehicle or lead to personal inurgeath and may subject us to lawsuits. We mag tarecall our vehicles or participate in
a recall of a vehicle that contains our batterykgaand redesign our battery packs, which woultrbe consuming and expensive. Also,
negative public perceptions regarding the suitighdf lithium-ion cells for automotive applications any future incident involving lithium-ion
cells such as a vehicle or other fire, even if sacident does not involve us, could seriously hatmbusiness.

In addition, we store a significant number of lithi-ion cells at our manufacturing facility. Any andling of battery cells may cause
disruption to the operation of our facilities. Whilve have implemented safety procedures relatddethandling of the cells, there can be no
assurance that a safety issue or fire relatedet@elis would not disrupt our operations. Such dgara injury would likely lead to adverse
publicity and potentially a safety recall. Moreoveny failure of a competitor’s electric vehiclspecially those that use a high volume of
commodity cells similar to the Tesla Roadster ordElds, may cause indirect adverse publicity foand our electric vehicles. Such adverse
publicity would negatively affect our brand andmasur business, prospects, financial condition gpetating results.

If our vehicles or vehicles that contain our poweatns fail to perform as expected, or if we suffproduct recalls for Model S, our ability
to develop, market and sell our electric vehiclemlt be harmed.

Our vehicles, or vehicles that contain our pow@rgauch as the Toyota RAV4 EV or future Daimlehigkes, may contain defects in
design and manufacture that may cause them na@rform as expected or that
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may require repair. For example, our vehicles usebstantial amount of software code to operatéw@oe products are inherently complex
and often contain defects and errors when firsbthiced, and changes to software may have unexpeffexts. Recent Model S issues
experienced by customers include those relateltetsaftware for the 17 inch display screen andélractable exterior door handles and the
12V battery.

While we have performed extensive internal testimg currently have a limited frame of referencenthjch to evaluate the long-term
performance of our battery packs, powertrains afdoles. Specifically, we have only a limited ambohdata by which to evaluate Model S,
upon which our business prospects depend, duetfath that we only recently began production ineJA012 in limited quantities. There can
be no assurance that we will be able to detecfiarahy defects in the vehicles prior to their seleonsumers.

We experienced product recalls in May 2009 and Bt@010, both of which were unrelated to our elegowertrain. In May 2009, we
initiated a product recall after we determined thabndition caused by insufficient torquing of tear inner hub flange bolt existed in some of
our Tesla Roadsters, as a result of a missed matedg the manufacture of the Tesla Roadsteeglidhich is the partially assembled Tesla
Roadster that does not contain our electric powiertin October 2010, we initiated a product reeétir the 12 volt, low voltage auxiliary ca
in a single vehicle chafed against the edge oflacrefiber panel in the vehicle causing a shorplsgrand possible fire behind the right front
headlamp of the vehicle. Although the cost of thisall was not material, we may experience addilioecalls in the future, which could
adversely affect our brand in our target marketb@uld adversely affect our business, prospeatgesults of operations.

Our electric vehicles may not perform consisterthwistomers’ expectations or consistent with ottedricles currently available. For
example, our electric vehicles may not have thaldility or longevity of current vehicles, and maytve as easy to repair as other vehicles
currently on the market. Additionally, while we laglesigned Model S with the intent to achieve arall/five star safety rating, NHTSA
testing of these vehicles is not scheduled urtrlthis year and may not produce the anticipagsdIts. Any product defects or any other
failure of our performance electric vehicles tofpan as expected could harm our reputation andtresadverse publicity, lost revenue,
delivery delays, product recalls, product liabilifgims, harm to our brand and reputation, andifsgimt warranty and other expenses, and
could have a material adverse impact on our busjriemncial condition, operating results and pezsp.

We have a history of losses and have to deliveni$igant cost reductions to achieve profitabilityi2013 and long-term commercial
success.

We incurred a net loss of $396.2 million for theyended December 31, 2012. In addition, we haseraalated net losses of $1,065.6
million from our inception through December 31, 20We have had net losses in each quarter sincieception. Even if we are able to
successfully maintain our current Model S productavels, there can be no assurance that it wildsemercially successful. In order to
achieve profitability in 2013 as well as long-tecommercial success, we must continue to achievelanned cost reductions and control our
operational costs while producing quality Modeleéhicles at volume, maintain our Model S delivetgsao match our current and anticipated
Model S production capacity, maintain strong demf@mndvodel S, and achieve our planned cost redostand control our operational costs.
Failure to do one or more of these things couldgmeus from reaching profitability.

Increases in costs, disruption of supply or shoréagf raw materials, in particular lithium-ion cellscould harm our business.

We may experience increases in the cost or a sestaiterruption in the supply or shortage of raatenals. Any such increase or sup
interruption could materially negatively impact dausiness, prospects, financial condition and dperaesults. We use various raw materials
in our business including aluminum, steel, nicked aopper. The prices for these raw materials dlatet depending on market conditions and
global
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demand for these materials and could adverselgtafier business and operating results. For instameeare exposed to multiple risks relating
to price fluctuations for lithium-ion cells. Thessks include:

* the inability or unwillingness of current battenanufacturers to build or operate battery cell maouiring plants to supply the
numbers of lithium-ion cells required to suppo# tirowth of the electric or pluig-hybrid vehicle industry as demand for such ¢
increases

» disruption in the supply of cells due to qualitguss or recalls by battery cell manufactur
* anincrease in the cost of raw materials, suchtickeihused in lithiur-ion cells, or aluminum used in the body of Mode&8d
« fluctuations in the value of the Japanese yen ag#ie U.S. dollar as our battery cell purchasesarrently denominated in ye

Our business is dependent on the continued supfiigttery cells for our vehicles’ battery packsnasl as for the battery packs we
produce for other automobile manufacturers. Whigebglieve several sources of the battery cella@adable for such battery packs, we have
fully qualified only a limited number of supplieiar the cells used in such battery packs and hawe imited flexibility in changing cell
suppliers. Any disruption in the supply of batteslls from such vendor could temporarily disrupgichrction of Model S and of the battery
packs we produce for other automobile manufactureti§ such time as a different supplier is fullyadjfied. Furthermore, fluctuations or
shortages in petroleum and other economic conditinay cause us to experience significant incraasesight charges and raw material co
Substantial increases in the prices for our ranenls or prices charged to us, such as those etdng our battery cell manufacturers, would
increase our operating costs, and could reducenaugins if we cannot recoup the increased costaitfir increased electric vehicle prices.
There can be no assurance that we will be abledmup increasing costs of raw materials by increpeehicle prices. We have also recently
announced pricing in the U.S. for Model S. Any mijp¢s to increase the announced prices in resporisereased raw material costs could be
viewed negatively by our customers, result in clatiens of Model S reservations and could matbriativersely affect our brand, image,
business, prospects and operating results.

The new labeling requirements for electric vehiclestablished by the United States Environmental fetion Agency require us to affix
a label to the vehicle’'s window regarding vehiclenge capabilities which differ from our previousgnnounced range capabilities could
negatively impact our sales or harm our business.

In July 2011, the EPA amended the requirementthiofuel economy stickers that appear on new atemmfueled cars offered for sale
starting with model year 2013 (i.e., the Monronalydl). Prior to these amended requirements, wertisk@ that we planned to offer Model S
with a variety of battery pack options, which wéreated would offer a range on a single charge6éf miles, 230 miles, and 300 miles,
respectively, while traveling at a steady speefisomiles per hour. The EP&\amended fuel economy sticker requirements, howesguire u:
to label Model S utilizing different energy efficiey testing methodologies based on five differeat tycles (i.e., the 5-cycle test). Based on
these energy efficiency testing methodologiesréimge of the Model S vehicle equipped with thedat@®5 kWh battery pack has an EPA
certified range of 265 miles on a single charges Model S vehicle equipped with a 60 kWh battergkgdaas an EPA certified range of 208
miles on a single charge. Regardless of the raagjmy method, actual driving ranges will vary fieeny reasons, including driving conditions,
how customers drive and maintain their vehiclesextdrnal factors such as wind and elevation chavigeations in actual driving range
experienced by customers and not accurately refiday EPA’s certified range could negatively impagstomer perceptions and negatively
impact our vehicle sales.

Our success could be harmed by negative publicégarding our company or our products, particularodel S.

From time to time, our vehicles are evaluated lidtpharties. For example, the show Top Gear whichan the British Broadcasting
Corporation did a review of the Tesla Roadsterd@& Top Gear is one of the most
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watched automotive shows in the world with an eated 350 million viewers worldwide and is broaddastver 100 countries. Since
originally airing in the fall of 2008, the episodbout the Tesla Roadster has been rebroadcastedlyearound the world. The review of the
Tesla Roadster included a number of significargdlabods regarding the car’s performance, rangesafetly. Such criticisms create a negative
public perception about the Tesla Roadster, attide@xtent that these comments are believed bguhkc, may cause current or potential
customers not to purchase our electric vehicleb asdModel S or Model X, which would materially adsely affect our business, operating
results, financial condition and prospects.

The range of our electric vehicles on a single clgardeclines over time which may negatively influermotential customers’ decisions
whether to purchase our vehicles.

The range of our electric vehicles on a single ghaleclines principally as a function of usageetand charging patterns as well as othe
factors. For example, a customer’s use of theitaleshicle as well as the frequency with which tbgrge the battery pack of their Tesla
vehicle can result in additional deteriorationlod battery pack’ ability to hold a charge. For example, we culyestpect that our battery pa
for the Tesla Roadster will retain approximately@8%o of its ability to hold its initial charge aftapproximately 100,000 miles or seven years
which will result in a decrease to the vehiclesiah range. Such battery pack deterioration ardrtiated decrease in range and power may
negatively influence potential customer decisiohetlier to purchase our vehicles, which may harmability to market and sell our vehicles.

We are dependent upon our loan facility from the lted States Department of Energy.

We have relied on our DOE Loan Facility to devedo produce Model S and develop the Tesla Fadfry DOE Loan Facility
provided for a $465.0 million loan facility undéret DOE’s ATVM Program to help finance the developitraf Model S, including the increase
in production capacity and operation of our mantufidqag facility, and to finance the build out angesation of our electric powertrain
manufacturing facility. All advanced funds, as loé tmost recent amendment to the DOE Loan Faailitarch 2013, are repayable on a
quarterly basis through December 15, 2017.

Our DOE Loan Facility documents contain customaryenants that include, among others, a requirethanthe project be conducted
accordance with the business plan for such prajectpliance with all requirements of the ATVM Pragr, and limitations on our and our
subsidiaries’ ability to incur indebtedness, inkiens, make investments or loans, enter into mergeacquisitions, dispose of assets, pay
dividends or make distributions on capital stodlepay indebtedness, pay management, advisory dasfiees to affiliates, enter into certain
affiliate transactions, enter into new lines ofibess and enter into certain restrictive agreemdihtsse restrictions may limit our ability to
operate our business and may cause us to tak@sctigrevent us from taking actions we believenaaessary from a competitive standpoint
or that we otherwise believe are necessary to gravbusiness. In addition, our DOE Loan Facilityoatontains a variety of customary
financial covenants, including covenants relateduiment ratio, leverage ratio, interest coveragmrand fixed charge coverage ratio. We
modified certain of these covenants in Februarn22&eptember 2012, and again in March 2013.

If we do not comply with the requirements of the BOoan Facility, such failure, if not waived by tB®©E, could cause a default under
the DOE Loan Facility. In the event of a defalle DOE could declare the existing outstanding Ex@ounts to be due immediately. Any
acceleration of the repayment of outstanding lcanunts would materially and adversely affect ouwsibess and prospects. If, in the future,
are not able to comply with our covenants, inclgdas set forth above, we may need to seek additieaigers, and there can be no assurance
the DOE will be willing to grant such waivers aatliime. We also have cross-default provisionsoimti@acts with certain equipment lessors an
suppliers, pursuant to which an event of defauttanrthe DOE Loan Facility may result in a defaumlder such contract, which could lead to
termination of such contract, an acceleration digations, payment of liquidated damages and/oosepssion of leased property by an
equipment lessor.
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In addition, our DOE Loan Facility requires Mr. Muand certain of his affiliates, until one yearmafive complete the project relating to
the Model S Facility, to own at least 65% of theslaecapital stock held by them as of the date ®DDE Loan Facility, and a failure to com
would be an event of default that could resultriraaceleration of all obligations under the DOE h&acility documents and the exercise of
other remedies by the DOE.

We are currently expanding and improving our inforation technology systems. If these implementati@ns not successful, our busine
and operations could be disrupted and our operatirggults could be harmed.

We are currently expanding and improving our infation technology systems, including implementing meternally developed
systems, to assist us in the management of oundsssiln particular, our volume production of Mo8ekill necessitate the development,
maintenance and improvement of our information tedbgy systems which include product data managéerpescurement, inventory
management, production planning and executions sald logistics, dealer management, financial agdlatory compliance systems. These
systems support our operations and enable us tupeoModel S in volume. The implementation, maiatere and improvement of these
systems require significant management time, su@mat cost. Moreover, there are inherent risksaata with developing, improving and
expanding our core systems as well as implememngwg systems, including the disruption of our datanagement, procurement processes,
manufacturing execution, finance, supply chain salds processes that may affect our ability to mamar data and inventory, procure pari
supplies or manufacture, sell and deliver vehitdesur Tesla stores and customers. We cannot lectlsatr these expanded systems or their
required functionality will be fully or effectivelymplemented on a timely basis, if at all, or mainéed. If we do not successfully implement,
improve or maintain these systems, our operatioag Ine disrupted and our operating results coulddsmed. In addition, these systems or
their functionality may not operate as we expeetrthio, and we may be required to expend significasdurces to correct problems or find
alternative sources for performing these functions.

Our distribution model is different from the predamant current distribution model for automobile marfacturers, which makes
evaluating our business, operating results and freguprospects difficult.

Our distribution model is not common in the autoftemdustry today, particularly in the United Stst We plan to continue to sell our
performance electric vehicles in company-owneda edres and over the internet. This model of Vehlistribution is relatively new and
unproven, especially in the United States, andesibjus to substantial risk as it requires, inaipgregate, a significant expenditure and
provides for slower expansion of our distributiordaales systems than may be possible by utilainmgre traditional dealer franchise system.
For example, we will not be able to utilize longadsished sales channels developed through a fismeklistem to increase our sales volume,
which may harm our business, prospects, finanaatlition and operating results. Moreover, we wildompeting with companies with well-
established distribution channels.

We have opened Tesla stores in the United StateepE and Japan, many of which have been opemfgracshort period of time. We
have only limited experience distributing and sejlour performance vehicles through our Tesla stddar success will depend in large par
our ability to effectively develop our own salesaohels and marketing strategies. Implementing asmess model is subject to numerous
significant challenges, including obtaining pernaitel approvals from local and state authoritied,va@ may not be successful in addressing
these challenges. In April 2011, we began theawtlof our new interactive store strategy. The epb@nd layout of these new stores, which
are located in high profile retail centers, is eliffint than what has previously been used in auteensales. We do not know whether our new
store strategy will be successful, if consumers malwilling to purchase vehicles in this manneifdhese locations will be deemed to comply
with applicable zoning restrictions as well as appi and acceptance from the specific high proékail centers in which we seek to locate oul
stores. As a result, we may incur additional costsrder to improve or change our retail strategy.
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Other aspects of our distribution model also diffem those used by traditional automobile manuifiets. For example, all of our sales
of Model S to date have been made to individualswurModel S reservations list who have to waittfair Model S vehicles to be built to ta
delivery. Moreover, we do not anticipate that w# ewer carry a significant amount of Model S int@my at our stores and even after we work
through the current reservations list, we expeat there will be sufficient ongoing reservationststhat customers will usually need to wait a
few months from the time they place an order uhgltime they receive their vehicle. This type w$tom manufacturing is unusual in the
premium sedan market in the United States anduihisoven whether the average customer will bengilto wait this amount of time for such
a vehicle. If customers do not embrace this ordeaind retail experience, our business will be hdrme

You must consider our business and prospectstin difithe risks, uncertainties and difficulties amcounter as we implement our
business model. For instance, we will need to @atswcustomers, suppliers and regulators of thditsalind sustainability of our business
model. We cannot be certain that we will be abldd®so, or to successfully address the risks, taicgies and difficulties that our business
strategy faces. Any failure to successfully addeessof the risks, uncertainties and difficultietated to our business model would have a
material adverse effect on our business and préspec

We may face regulatory limitations on our abilitg sell vehicles directly or over the internet whicbuld materially and adversely affect
our ability to sell our electric vehicles.

We sell our vehicles from our Tesla stores as a&lbver the internet. We may not be able to sellsebicles through this sales model in
each state in the United States as many stateddasdhat may be interpreted to prohibit intersedes by manufacturers to residents of the
state or to impose other limitations on this sateslel, including laws that prohibit manufacturexi selling vehicles directly to consumers
without the use of an independent dealership diawit a physical presence in the state. For exaraptag states provide that a manufacturer
cannot deliver a vehicle to a resident of theitestxcept through a dealer licensed to do businessch state, which may be interpreted to
require us to open a store in that state in omlsell vehicles to their residents. In some statesre we have opened a gallery, which is a
location where potential customers can view ouiialel but is not a full retail location, it is pdsie that a state regulator could take the
position that activities at our gallery constitate unlicensed motor vehicle dealership and thevaigtes applicable manufacturer-dealer laws
In addition, some states have requirements theaicgefacilities be available with respect to veagkold in the state, which may be interpreted
to also require that service facilities be avaiabith respect to vehicles sold over the interagesidents of the state thereby limiting our
ability to sell vehicles in states where we domaintain service facilities.

The foregoing examples of state laws governingstie of motor vehicles are just some of the reguriatwe will face as we sell our
vehicles. In many states, the application of stadéor vehicle laws to our specific sales modeaigély untested under state motor vehicle
industry laws, particularly with respect to salegmthe internet, and would be determined by ag$petific analysis of numerous factors,
including whether we have a physical presence @@yres in the applicable state, whether we adseedi conduct other activities in the
applicable state, how the sale transaction is &tred, the volume of sales into the state, and kdrahe state in question prohibits
manufacturers from acting as dealers. As a restiiteofact specific and untested nature of thesaeis, and the fact that applying these laws
intended for the traditional automobile distributimodel to our sales model allows for some inteégpi@n and discretion by the regulators, the
manner in which the applicable authorities will Bpiiieir state laws to our distribution model iffidult to predict. Such laws, as well as other
laws governing the motor vehicle industry, may sabps to potential inquiries and investigatiomsrfrstate motor vehicle regulators who may
guestion whether our sales model complies withiegple state motor vehicle industry laws and why megjuire us to change our sales model
or may prohibit our ability to sell our vehiclesresidents in such states. In addition, decisignsegulators permitting us to sell vehicles may
be subject to challenges as to whether such dasisiomply with applicable state motor vehicle intdutaws. In October 2012, vehicle dealer
associations in New York and Massachusetts filedldts to revoke the dealer license issued to Tdskars New York in New York and to
limit the business activity of Tesla Motors MA,
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Inc. in Massachusetts. The Massachusetts lawssiitvaa dismissed by the court in our favor in Decem®®12 and is currently being appealec
by the plaintiffs. Although we believe that Massasétts and New York laws were not designed to piteeer distribution model, such
challenges in these states, and possible simikdtetiges in other states, if successful, couldimtgir prohibit our ability to sell our vehicles t
residents in such states. In some states, suctaasde¢husetts and Minnesota, there are also |eggskdforts by vehicle dealer associations to
propose bills that, if enacted, would prevent wsrflobtaining dealer licenses in their states gm@ncurrent sales model.

We are also registered as both a motor vehicle faaturer and dealer in Canada, Australia, and Japahhave obtained licenses to sell
vehicles in other places such as Hong Kong andapioige. Furthermore, while we have performed anyaisabf the principal laws in the
European Union relating to our distribution modedi delieve we comply with such laws, we have notquemed a complete analysis in all
foreign jurisdictions in which we may sell vehiclégcordingly, there may be laws in jurisdictions Wave not yet entered or laws we are
unaware of in jurisdictions we have entered thag neatrict our vehicle reservation practices oreothusiness practices. Even for those
jurisdictions we have analyzed, the laws in thisaazan be complex, difficult to interpret and mhgrege over time

Regulatory limitations on our ability to sell velds could materially and adversely affect our &piid sell our electric vehicles.

Reservations for Model S and Model X are fully refdable to customers, and significant cancellatioosuld harm our financial
condition, business, prospects and operating result

As of December 31, 2012, we had $138.8 millioneiservation payments, primarily for Model S and Mogeall of which are subject to
cancellation by the customer up until such time tha customer enters into a purchase agreemenhawé&eexperienced ongoing cancellations
for our vehicles and have had to refund the rele¢edrvation payments, and cancellations may coatin

Given the long lead times that we have historicelperienced between customer reservation andediglon the Tesla Roadster and on
Model S and that we expect to experience on Moddhete is a heightened risk that customers that hzade reservations may not ultimately
take delivery on vehicles due to potential changesistomer preferences, competitive developmamisother factors. For example, when we
delayed the introduction of the original Tesla Rsiadin the fall of 2007, we experienced a sigaificnumber of customers that cancelled thei
reservations and requested the return of theirvaien payment. Cancellations on Model S haventigéncreased as we have asked nume
customers on the reservation list to configurertbais for delivery or risk losing their productisiot and/or their 2012 pricing. Some of our
customers are also electing to defer configurirgjy tbars or have not responded to our invitationthém to configure their cars for delivery. It
is possible that a portion of these customersudtilnately cancel their reservations, thereby r@sglin higher cancellation rates than we have
experienced thus far. Furthermore, if we encouadigiitional delays in the planned ramp of Model &piction or the introduction of Model X,
we believe that a significant number of our custmm®uld similarly cancel their reservations anthded refunds of their reservation
payments. As a result, no assurance can be mae#eavations will not be cancelled and will ulsitely result in the final purchase, delivery,
and sale of the vehicle. Given the high level skreations, significant cancellations could harmfmancial condition, business, prospects an
operating results.

We may not realize the benefits of our Superchargetwork which could harm our business, brand anderating results.

We only recently announced plans for the initighldgment in the United States and Canada of théaTaspercharger network, a
network of charging stations designed to providg-&harge capability to owners of Model S vehidgsipped with Supercharger
hardware. We intend to expand the Tesla Superchagj@ork throughout the U.S., Canada and Europiewk may be unable to do so due
number of factors, including the
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inability to secure, or delays in securing, suiédblcations and permits, difficulties in interfagiwith the infrastructures of various utility
companies and greater than expected costs andutliis of installing, maintaining and operating tietwork. We may also be unable to
expand the Supercharger network as fast as wedimieas the public expects, or to place the chgrgiations in places our customers believe
to be optimal. In addition, as we have announcatile will not be charging our customers to actiissnetwork, any significant unexpected
costs that we encounter may harm our operatindtseg\though our Supercharger network is intenttiedddress customer concerns regardin
long-distance travel, this network may not resulincreased reservations or sales of Model S ardutehicles. If our Supercharger network is
not expanded as currently planned or as fast am@th we may not realize the benefits of our Sumager network and our business and
operating results could be materially affected.

If we are unable to design, develop, market and selw electric vehicles and services that addredditional market opportunities, our
business, prospects and operating results will suff

We may not be able to successfully develop newtrdtegehicles and services, address new market sagnor develop a significantly
broader customer base. To date, we have focusdausimess on the sale of high-performance eleetiiicles and have targeted relatively
affluent consumers. We will need to address adtifionarkets and expand our customer demograpluiier to further grow our business. In
particular, we intend Model S to appeal to the @ugtrs of premium vehicles, which is a much larget different demographic from that of 1
Tesla Roadster. Successfully offering a vehicltis vehicle class requires delivering a vehicléhwai higher standard of fit and finish in the
interior and exterior than currently exists in ffesla Roadster, at a price that is competitive witter premium vehicles. Therefore, there can
be no assurance that we will be able to delivegtdcle that is ultimately competitive in the premiwehicle market. In 2012, we publicly
revealed an early prototype of the Model X cross@sgethe first vehicle we intend to develop by laging the Model S platform. We have &
previously announced our intent to develop a tgederation electric vehicle which we expect to pidat the Tesla Factory after the
introduction of Model S and Model X. However, wesbanot yet finalized the design, engineering or ponent sourcing plans for these
vehicles and there are no assurances that we aviblke to bring these vehicles to market at theegobints and in the volumes as we currently
intend, if at all. Our failure to address additibmearket opportunities would harm our businessspeats, financial condition and operating
results.

If we are unable to effectively leverage the betehf using an adaptable common platform architedun the design and manufacture
future vehicles such as Model X, our business pres{s, operating results and financial condition widbe adversely affected.

We have designed Model S with an adaptable platBnchitecture and common electric powertrain soweacan use the platform of
Model S to create future electric vehicles, inchglias an example, our Model X crossover vehicavéler, we have no experience with us
common platforms in the design and manufacturauofvehicles. The Model X design is not yet finatiznd we may be unable to use the
adaptable Model S platform to the extent we culyantend. Additionally, we intend to use some of dodel S manufacturing equipment ¢
parts tooling for the production of Model X. If sutooling, production equipment and parts are figeht for use in Model X, perhaps as a
result of a lower level of commonality between tive vehicles than we anticipate, our costs relédetie production of Model X may exceed
expectations. There are no assurances that weevible to use the Model S platform to bring futtehicle models, including the Model X
crossover, to market faster or more inexpensivglietseraging use of this common platform or thatréhwill be sufficient customer demand
any vehicles built on the Model S platform.

We may experience significant delays in the desigranufacture and launch of Model X which could harimur business and prospects.

We plan to start Model X production in late 201fyAsignificant delay in the design, manufacture koehch of Model X could
materially damage our brand, business, prospeatndial condition and operating
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results. Automobile manufacturers often experiededays in the design, manufacture and commerdedise of new vehicle models. We
experienced significant delays in launching theld &oadster, which resulted in additional costs agiekerse publicity for our business. In 2(
we also experienced delays in the ramp of Mod&®/& may experience similar delays, cost overrunsaaivérse publicity in launching Model
X, any of which could be significant. We are in thitial design and development stages of ModdFirthermore, we have not yet evaluated,
qualified or selected all of our suppliers for tlanned production of Model X. We may not be ablerigage suppliers for the components in-
timely manner, at an acceptable price or in thessary quantities. We will also need to do extentgting to ensure that Model X is in
compliance with applicable NHTSA safety regulatiamsl obtain EPA and CARB certification to emissiegulations prior to beginning
volume production and delivery of the vehiclesatidition, we have limited resources and, to therexhat such engineering and
manufacturing resources are devoted to the desidmpeoduction of Model S or are otherwise engageth &s in development services
activities, we may have difficulty designing andidering Model X in a timely manner. If we are radtle to manufacture and deliver Model X
in a timely manner and consistent with our productimeline, budget and cost projections, our bessn prospects, operating results and
financial condition will be negatively impacted aodr ability to grow our business will be harmed.

The automotive market is highly competitive, and meay not be successful in competing in this indyst¥We currently face competition
from new and established competitors and expedate competition from others in the future.

The worldwide automotive market, particularly fdteanative fuel vehicles, is highly competitive tndand we expect it will become ey
more so in the future. Other automobile manufactueatered the electric vehicle market at the dr2Dd0 and we expect additional
competitors to enter this market. With respect twdel S, we face competition from existing and fatautomobile manufacturers in the
extremely competitive premium sedan market, ineclgdhudi, BMW, Lexus and Mercedes.

Many established and new automobile manufactur@re bntered or have announced plans to entertéraative fuel vehicle market. In
Japan, Mitsubishi has been selling its electriceiMisince April 2010. In December 2010, Nissan idtreed in the United States the Nissan
Leaf, a fully electric vehicle and Ford introdudée pure electric Ford Focus and plug-in hybridde6rMax Energi and Ford Fusion Energi in
2012 and plans to introduce a plug-in hybrid FoMa® in 2012. In addition, several manufacturersluding General Motors, Toyota, Ford,
and Honda, are each selling hybrid vehicles, anihiceof these manufacturers have announced plugyisions of their hybrid vehicles. For
example, in December 2010, General Motors introddbe Chevrolet Volt, which is a plug-in hybrid vele that operates purely on electric
power for a limited number of miles, at which tigue internal combustion engine engages to rechhggbattery pack.

Moreover, it has been reported that many of thgel®EMs such as BMW, Daimler, Lexus, Audi, Renanll Volkswagen are also
developing electric vehicles. Several new starthgsge also entered or announced plans to entendnieet for performance electric vehicles.
Finally, electric vehicles have already been bratghmarket in China and other foreign countried ese expect a number of those
manufacturers to enter the United States markete#s

Most of our current and potential competitors hsigmificantly greater financial, technical, manutaig, marketing and other resources
than we do and may be able to devote greater res®tw the design, development, manufacturingiloligion, promotion, sale and support of
their products. Virtually all of our competitorsweamore extensive customer bases and broader ceistord industry relationships than we do.
In addition, almost all of these companies havgéoroperating histories and greater name recogrtitian we do. Our competitors may be in ¢
stronger position to respond quickly to new techgas and may be able to design, develop, markksealhtheir products more effectively.

Furthermore, certain large automobile manufactuéfes financing and leasing options on their védgcand also have the ability to
market vehicles at a substantial discount, provitiatithe vehicles are financed through theiriatfld financing company. While we have
entered into a preliminary agreement with Athlom Ca
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Lease for the leasing of Model S in selected Euaomnd Nordic countries, we do not currently offey lease financing on Model S, which
may put us at a competitive disadvantage comparé&dde automobile manufacturers.

We have not in the past, and do not currently raftestomary discounts on our vehicles. Additionalhe lack of lease financing and the
absence of customary vehicle discounts could pat ascompetitive disadvantage.

We expect competition in our industry to intensifithe future in light of increased demand for ragive fuel vehicles, continuing
globalization and consolidation in the worldwiddamotive industry. Factors affecting competitionlirde product quality and features,
innovation and development time, pricing, religijlsafety, fuel economy, customer service anditingg terms. Increased competition may
lead to lower vehicle unit sales and increasedritorg, which may result in a further downward praressure and adversely affect our
business, financial condition, operating result$ prospects. Our ability to successfully competeunindustry will be fundamental to our
future success in existing and new markets ananauket share. There can be no assurances thatlileevaible to compete successfully in our
markets. If our competitors introduce new carsesvises that compete with or surpass the qualiigepr performance of our cars or services,
we may be unable to satisfy existing customerstoaicd new customers at the prices and levelswald allow us to generate attractive rates
of return on our investment. Increased competitionld result in price reductions and revenue shlstfloss of customers and loss of market
share, which could harm our business, prospea@néial condition and operating results.

Demand in the automobile industry is highly volagil which may lead to lower vehicle unit sales ardizarsely affect our operating
results.

Volatility of demand in the automobile industry mamaterially and adversely affect our business, geots, operating results and finan
condition. The markets in which we currently congpahd plan to compete in the future have been sutgjeonsiderable volatility in demand
in recent periods. For example, according to autormandustry sources, sales of passenger vehitlderth America during the fourth quarter
of 2008 were over 30% lower than those during Hmaesperiod in the prior year. Demand for automoddles depends to a large extent on
general, economic, political and social conditiona given market and the introduction of new vids@nd technologies. As a new automobile
manufacturer and low volume producer, we haveflaascial resources than more established automabénufacturers to withstand changes
in the market and disruptions in demand. As ouirtass grows, economic conditions and trends inratbentries and regions where we sell
our electric vehicles will impact our business,gprects and operating results as well. Demand foeleatric vehicles may also be affected by
factors directly impacting automobile price or ttast of purchasing and operating automobiles sadakes and financing incentives, prices of
raw materials and parts and components, cost bafulkgovernmental regulations, including tariffsport regulation and other taxes.
Volatility in demand may lead to lower vehicle us#tles and increased inventory, which may resuliriher downward price pressure and
adversely affect our business, prospects, finawoiatlition and operating results. These effects haaye a more pronounced impact on our
business given our relatively smaller scale andrfaial resources as compared to many incumbentnalite manufacturers.

Difficult economic conditions may negatively affeconsumer purchases of luxury items, such as ourfpemance electric vehicles.

Over the last few years, the deterioration in tlodogl financial markets and continued challengingdition of the macroeconomic
environment has negatively impacted consumer spgratid we believe has adversely affected the sélegr Tesla Roadster. The automobile
industry in particular was severely impacted bygher economic conditions and several vehicle maetufing companies, including General
Motors and Chrysler, were forced to file for barpkiay. Sales of new automobiles generally have dedmiuring this recessionary period. Sale:
of high-end and luxury consumer products, such as our qeégface electric vehicles, depend in part on digmmaty consumer spending and
even more exposed to adverse changes in general
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economic conditions. Difficult economic conditioosuld therefore temporarily reduce the market fehigles in our price range. Discretionary
consumer spending also is affected by other faciockiding changes in tax rates and tax creditgrest rates and the availability and terms o
consumer credit.

If the current difficult economic conditions conim or worsen, we may experience a decline in theadd for reservations for Model S
future vehicles such as Model X, any of which comlaterially harm our business, prospects, finarmmatdition and operating results.
Accordingly, any events that have a negative effecthe United States economy or on foreign ecoasmi that negatively affect consumer
confidence in the economy, including disruptionstiedit and stock markets, and actual or percedosthomic slowdowns, may harm our
business, prospects, financial condition and opeyaesults. We plan to grow our sales in Europe: Asia in 2013 and beyond. If there is a
significant slowdown and continued downturn in Eheopean economy, our prospects of growth in Eucmpid be severally constrained.

Our financial results may vary significantly from griod-to-period due to the seasonality of our busgs and fluctuations in our operating
costs.

Our operating results may vary significantly froeripd-to-period due to many factors, including seas factors that may have an effect
on the demand for our electric vehicles. Demandéw cars in the automobile industry in generglidglly decline over the winter season,
while sales are generally higher during the spand summer months. Sales of the Tesla Roadsterfluateated on a seasonal basis with
increased sales during the spring and summer manthe second and third fiscal quarters relativedr fourth and first fiscal quarters. We
note that, in general, automotive sales tend téirdeover the winter season and we anticipatedhasales of Model S, Model X and other
models we introduce may have similar seasonalibwéier, our limited operating history makes itidifit for us to judge the exact nature or
extent of the seasonality of our business. Alsg,warusually severe weather conditions in some naukay impact demand for our vehicles.
Our operating results could also suffer if we dbahieve revenue consistent with our expectationthis seasonal demand because many of
our expenses are based on anticipated levels obanevenue.

In addition, we expect our period-to-period opemgtiesults to vary based on our operating costsiwive anticipate will increase
significantly in future periods as we, among ottiéngs, design, develop and manufacture Model Xeladtric powertrain components,
increase the production capacity at our manufauoguiacilities to produce Model S and electric pawan components, open new Tesla service
centers with maintenance and repair capabilitresyri costs for warranty repairs or product recéllany, increase our sales and marketing
activities, and increase our general and admitigérdunctions to support our growing operations.avresult of these factors, we believe that
guarter-to-quarter comparisons of our operatingltgsespecially in the short-term, are not neaélgsaeaningful and that these comparisons
cannot be relied upon as indicators of future perémce. Moreover, our operating results may nottmegectations of equity research analyst
or investors. If any of this occurs, the trading@rof our common stock could fall substantiallgher suddenly or over time.

If we are unable to establish and maintain confidemin our long-term business prospects among conswsnanalysts and within our
industry, then our financial condition, operatingasults, business prospects and stock price mayesuffaterially.

Our vehicles are highly technical products thatinegmaintenance and support. If we were to ceaseatdack operations, even years
from now, buyers of our vehicles from years eamigght have much more difficulty in maintaining theehicles and obtaining satisfactory
support. As a result, consumers may be less likkepurchase our vehicles now if they are not coreththat our business will succeed or that
our operations will continue for many years. Simiylasuppliers and other third parties will be I&kely to invest time and resources in
developing business relationships with us if thesyraot convinced that our business will succeed example, during the economic downturn
of 2008, we had difficulty raising the necessanydimg for our operations, and, as a result, infoueth quarter of 2008 we had to lay off
approximately 60 employees and curtail our expamplans. In addition, during this period a numblecustomers canceled their previously
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placed reservations. If we are required to takelairactions in the future, such actions may resguttegative perceptions regarding our long-
term business prospects and may lead to cancelatibModel S or Model X reservations.

Accordingly, in order to build and maintain our mess, we must maintain confidence among custoraepgliers, analysts and other
parties in our liquidity and long-term businessgmects. In contrast to some more established alEnnave believe that, in our case, the task
of maintaining such confidence may be particuladynplicated by factors such as the following:

» our limited operating history

» our limited revenues and lack of profitability tatd;

« unfamiliarity with or uncertainty about Model S aktbdel X;

» uncertainty about the lo-term marketplace acceptance of alternative fueiclethgenerally, or electric vehicles specifica
» the prospect that we will need ongoing infusiongxiernal capital to fund our planned operatic

» the size of our expansion plans in comparison toeaisting capital base and scope and history efatons; anc

» the prospect or actual emergence of direct, sielainmpetitive pressure from more established aakens, which may be more
likely if our initial efforts are perceived to bermmercially successfu

Many of these factors are largely outside our @nénd any negative perceptions about our longr-temsiness prospects, even if
exaggerated or unfounded, would likely harm ouiitess and make it more difficult to raise additidisads when needed.

We may need or want to raise additional funds aheése funds may not be available to us when we rntbed. If we cannot raise
additional funds when we need or want them, our ogons and prospects could be negatively affected.

The design, manufacture, sale and servicing ofraobiles is a capital intensive business. As of Dewmer 31, 2012, we had
approximately $226.1 million in principal sourcediquidity from our cash and cash equivalents eggtricted cash. This includes our cash an
cash equivalents in the amount of approximatelyl¥enillion which includes our investments in momegrket funds, as well as restricted
cash of $24.3 million.

We expect that our principal sources of liquidityl wrovide us adequate liquidity until we reactpegted profitability in 2013, based on
our current plans. However, if the costs for depiglg and manufacturing Model S variants or ModaxX¢eed our expectations or if we incur
any significant unplanned expenses or embark @taelerate new significant strategic investmenesmay need to raise additional funds
through the issuance of equity, equigfated or debt securities or through obtaininglitieom government or financial institutions. Tluapita
will be necessary to fund our ongoing operationstioue research and development projects, incfuttinse for our planned Model X
crossover, establish sales and service centertbandke the investments in tooling and manufactuciapital required to introduce Model X.
We cannot be certain that additional funds wilklvailable to us on favorable terms when requiredt all. If we cannot raise additional funds
when we need them, our financial condition, resoitgperations, business and prospects could berially adversely affected. Additionally,
under our DOE Loan Facility, we face restrictiomsour ability to incur additional indebtedness, amthe future may need to obtain a waiver
from the DOE in order to do so. We may not be ablebtain such waiver from the DOE which may haum lsusiness. Future issuance of
equity or equityrelated securities will dilute the ownership insdref existing stockholders and our issuance of deburities could increase
risk or perceived risk of our company.
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We have relied on our DOE Loan Facility to devedmgl produce Model S and develop the Tesla Facfdeydo not currently have any
similar type of loan facility in place for our Molkd€ or any future vehicles. In addition, we havdyorecently begun to accept customer
reservation payments on Model X, can provide norasge that customers will be willing to make spealgments and accordingly may be
reliant on other sources to fund the developmeitttisfvehicle.

We have very limited experience servicing our védscand we are using a different service model frtime one typically used in the
industry. If we are unable to address the servieguirements of our existing and future customersrdausiness will be materially and
adversely affected.

If we are unable to successfully address the sereiquirements of our existing and future custoraatkmeet customer expectations
regarding service, our business and prospectdwithaterially and adversely affected. We have prigluced and delivered a limited number
of Roadsters and Model S vehicles. We have verigdrexperience servicing our vehicles, particyladir Model S vehicle. Servicing electric
vehicles is different than servicing vehicles witternal combustion engines and requires specihBkéls, including high voltage training and
servicing techniques. If we are unable to satisfélgtservice our customers and the various sematated issues that they are facing and may
face in the future, our ability to generate custohogalty, grow our business and sell additionalddbS vehicles could be impaired.

We service our performance electric vehicles thihooigr company-owned Tesla service centers, cesfaiur stores, and through our
mobile service technicians known as the Tesla Rangtowever, certain service centers have been fopesthort periods, and to date we have
only limited experience servicing our performanedicles at these locations We will need to open siawvdalone service centers and hire anc
train significant numbers of new employees to stadke service centers and act as Tesla Rangerglento successfully maintain our fleet of
delivered performance electric vehicles. We onlplemented our Tesla Rangers program in October a@€@%have limited experience in
deploying them to service our customershicles. There can be no assurance that theseearvangements or our limited experience serg
our vehicles will adequately address the servigeirements of our customers to their satisfactowrthat we will have sufficient resources to
meet these service requirement in a timely mansi¢ghevolume of vehicles we are able to delivetuatiy increases.

We do not expect to be able to open Tesla seraneecs in all the geographic areas in which oustarg and potential customers may
reside. In order to address the service needssbdiiers that are not in geographical proximityuo service centers, we plan to either trans
those vehicles to the nearest Tesla store or gecenter for servicing or deploy our mobile Testm&ers to service the vehicles at the
customer’s location. These special arrangementsheaaxpensive and we may not be able to recoupasis of providing these services to oul
customers. In addition, a number of potential am&tis may choose not to purchase our vehicles beaduke lack of a more widespread
service network. If we do not adequately addressostomers’ service needs, our brand and reputatith be adversely affected, which in
turn, could have a material and adverse impactuprbosiness, financial condition, operating resaitd prospects.

Traditional automobile manufacturers in the Unitdtes do not provide maintenance and repair sndrectly. Consumers must rather
service their vehicles through franchised dealgssbr through third party maintenance service plerd. We do not have any such
arrangements with third party service providers iaiglunclear when or even whether such thirdypservice providers will be able to acquire
the expertise to service our vehicles. At this poire anticipate that we will be providing substalhy all of the service for our vehicles for the
foreseeable future. As our vehicles are placedarentocations, we may encounter negative reacfimms our consumers who are frustrated
that they cannot use local service stations te#me extent as they have with their convention@raabiles and this frustration may result in
negative publicity and reduced sales, thereby hagraur business and prospects.
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In addition, the motor vehicle industry laws in rpaatates require that service facilities be avédlatith respect to vehicles physically
sold from locations in the state. Whether theseslamuld also require that service facilities beilabde with respect to vehicles sold over the
internet to consumers in a state in which we havphysical presence is uncertain. While we belmweTesla Ranger program and our prac
of shipping customers’ vehicles to our nearesta egbre for service would satisfy regulators irstheircumstances, without seeking formal
regulatory guidance, there are no assurancesegalators will not attempt to require that we pdevphysical service facilities in their states.
Further, certain state franchise laws which prdahitanufacturers from being licensed as a dealacting in the capacity of dealer also restrict
manufacturers from providing vehicle service. #ues arise in connection with these laws, certspeets of Tesla’'s service program would
need to be restructured to comply with state lakictv may harm our business.

We may not succeed in maintaining and strengthenihg Tesla brand, which would materially and advelg affect customer acceptance
of our vehicles and components and our businessigrues and prospects.

Our business and prospects are heavily dependentraability to develop, maintain and strengthem Tiesla brand. Any failure to
develop, maintain and strengthen our brand maynmafiyeand adversely affect our ability to sell thesla Roadster, Model S, Model X and
future planned electric vehicles, and sell ourtelepowertrain components. If we do not contina@stablish, maintain and strengthen our
brand, we may lose the opportunity to build a caitimass of customers. Promoting and positioningocand will likely depend significantly ¢
our ability to provide high quality electric cansdamaintenance and repair services, and we haydigted experience in these areas. Any
problems associated with the launch of the Toy®&&&REV which uses a Tesla powertrain, future Dainvehicles that use Tesla powertrains
or the Model X may hurt the Tesla brand.

In addition, we expect that our ability to develamintain and strengthen the Tesla brand will despend heavily on the success of our
marketing efforts. To date, we have limited expgeeewith marketing activities as we have reliedngariily on the internet, word of mouth and
attendance at industry trade shows to promote iandb To further promote our brand, we may be meglio change our marketing practices,
which could result in substantially increased atisiglg expenses, including the need to use traditimedia such as television, radio and print
The automobile industry is intensely competitived &e may not be successful in building, maintajrand strengthening our brand. Many of
our current and potential competitors, particulalyomobile manufacturers headquartered in Dettafian and the European Union, have
greater name recognition, broader customer relstiips and substantially greater marketing resout@swe do. If we do not develop and
maintain a strong brand, our business, prospéantmdial condition and operating results will betemglly and adversely impacted.

If our vehicle owners customize our vehicles or cigge the charging infrastructure with aftermarket pducts, the vehicle may not oper:
properly, which could harm our business.

Automobile enthusiasts may seek to “hack” our vielsito modify its performance which could compramighicle safety systems. Also,
we are aware of customers who have customizedvbhicles with after-market parts that may compssmdriver safety. For example, some
customers have installed seats that elevate therdsuich that airbag and other safety systems dmittbmpromised. Other customers have
changed wheels and tires, while others have iestddirge speaker systems that may impact the ieldctlystems of the vehicle. We have not
tested, nor do we endorse, such changes or prodingddition, customer use of improper externaliog or unsafe charging outlets can
expose our customers to injury from high voltagee#city. Such unauthorized modifications coulduee the safety of our vehicles and any
injuries resulting from such modifications couldué in adverse publicity which would negativelyeat our brand and harm our business,
prospects, financial condition and operating rasult
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Regulators could review our practice of taking regation payments and, if the practice is deemedimate applicable law, we could be
required to pay penalties, refund the reservatioayments stop accepting additional reservation paptseand restructure certain aspects
of our reservation program.

For customers interested in making a reservatioiMiadel S or Model X, we require an initial fullgfundable reservation payment of at
least $5,000. As of December 31, 2012, we had aellereservation payments, primarily for Model 8 8odel X, in an aggregate amount of
$138.8 million. We generally use these funds forkivay capital and other general corporate purpdSasfornia laws, and potentially the laws
of other states, restrict the ability of licensedioadealers to advertise or take deposits for Vebioefore the vehicles are available to the deale
from the manufacturer. In November 2007, we becaware that the New Motor Vehicle Board of the Qalifa Department of Transportation
has considered whether our reservation policiesaandrtising comply with the California Vehicle Godro date, we have not received any
communications on this topic from the New Motor 6 Board or the Department of Motor Vehicles (DMWhich has the power to enforce
these laws. There can be no assurance that the WilM¥ot take the position that our vehicle reseiwa or advertising practices violate the
law. In addition, California is currently the orjlyrisdiction in which we have licenses to both miacture and sell our vehicles so any
limitation imposed on our operations in Californmiay be particularly damaging to our business. Th&/also has the power to suspend
licenses to manufacture and sell vehicles in Califg following a hearing on the merits, which déshtypically exercised in cases of significant
or repeat violations and/or a refusal to complhyhvidtMV directions.

Certain states may have specific laws which apphgeservation payments accepted by dealers, orfianetoeers selling directly to
consumers, or both. For example, the state of g requires that reservation payments or othgments received from residents in the
state of Washington must be placed in a segregeateaunt until delivery of the vehicle, which accbarust be unencumbered by any liens
from creditors of the dealer and may not be usethbydealer. Consequently, we established a seggacount for reservation payments in
the state of Washington in January 2010. Therdbeamo assurance that other state or foreign jatistis will not require similar segregation
reservation payments received from customers. @ability to access these funds for working captaiposes could harm our liquidity.
Furthermore, while we have performed an analysth@principal laws in the European Union relatingur distribution model and believe we
comply with such laws, we have not performed a detepanalysis in all foreign jurisdictions in whiale may sell vehicles. Accordingly, there
may be laws in jurisdictions we have not yet erderelaws we are unaware of in jurisdictions weéhantered that may restrict our vehicle
reservation practices or other business practiReductions in our cash as a result of redemptioas dnability to take reservation payments
could make it necessary to raise additional fumdsaso make it more difficult for us to obtain #gtehal financing. The prospect of reductions
in cash, even if unrealized, may also make it naiffecult to obtain financing.

Our plan to expand our network of Tesla stores willquire significant cash investments and managerhegsources and may not meet
our expectations with respect to additional saldar electric vehicles. In addition, we may not bble to open stores in certain states.

Our plan to expand our network of Tesla stores rgljuire significant cash investments and manageresources and may not meet our
expectations with respect to additional sales ofatectric vehicles. This planned global expansibmesla stores may not have the desired
effect of increasing sales and expanding our bpadence to the degree we are anticipating. Funthrer there can be no assurances that we
will be able to construct additional storefrontstba budget or timeline we have established. Wkalgb need to ensure we are in compliance
with any regulatory requirements applicable toghake of our vehicles in those jurisdictions, whithuld take considerable time and expense. |
we experience any delays in expanding our netwbfilesla stores, this could lead to a decreasel@s $d our vehicles and could negatively
impact our business, prospects, financial condiind operating results. We have opened Tesla storeajor metropolitan areas throughout
North America, Europe and Asia. We plan to opentadthl stores, with a goal of establishing appneately 50 stores globally within the ne
several years in connection with the Model S rdllélowever, we may not be able to expand our ndhwabsuch rate and our planned
expansion of our network of Tesla stores will reguignificant cash investment and management ressuas well as efficiency in the
execution of establishing these storefronts arfdring and training the necessary employees tatifely sell our vehicles.
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Furthermore, certain states and foreign jurisditimay have permit requirements, franchise deales br similar laws or regulations t
may preclude or restrict our ability to open stavesell vehicles out of such states and jurisditi Any such prohibition or restriction may
lead to decreased sales in such jurisdictions, wbazild harm our business, prospects and openasuts. See Risk FactoM/e may face
regulatory limitations on our ability to sell velés directly or over the internet which could mé#ly and adversely affect our ability to sell
our electric vehicles.”

We face risks associated with our international epgons, including unfavorable regulatory, politidatax and labor conditions, which
could harm our business.

We face risks associated with our internationaratiens, including possible unfavorable regulat@uijtical, tax and labor conditions,
which could harm our business. We currently haterivational operations and subsidiaries in varmustries and jurisdictions that are sub
to the legal, political, regulatory and social regments and economic conditions in these jurigetist Additionally, as part of our growth
strategy, we intend to expand our sales, maintenand repair services internationally. However haee limited experience to date selling
servicing our vehicles internationally and suchangion would require us to make significant expemds, including the hiring of local
employees and establishing facilities, in advarfageoerating any revenue. We are subject to a nupflrésks associated with international
business activities that may increase our cossaainour ability to sell our electric vehicles arduire significant management attention. Tl
risks include:

» conforming our vehicles to various internationagukatory and safety requirements where our vehatessold, or homologatio
« difficulty in staffing and managing foreign opemts;

» difficulties attracting customers in new jurisdans;

» foreign government taxes, regulations and permjirements, including foreign taxes that we maybetble to offset against
taxes imposed upon us in the United States, amigiotax and other laws limiting our ability to egpate funds to the United
States

« fluctuations in foreign currency exchange ratesiatetest rates, including risks related to angriest rate swap or other hedging
activities we undertake

e our ability to enforce our contractual and intelled property rights, especially in those foreigmatries that do not respect and
protect intellectual property rights to the samtepkas do the United States, Japan and Europeatriess, which increases the risk
of unauthorized, and uncompensated, use of ountéoty;

» United States and foreign government trade regtnist tariffs and price or exchange contn
« foreign labor laws, regulations and restrictic

» preferences of foreign nations for domesticallydumed vehicles

» changes in diplomatic and trade relationsh

» political instability, natural disasters, war oreets of terrorism; an

» the strength of international economi

If we fail to successfully address these risks,lmsiness, prospects, operating results and finhoondition could be materially harmed.
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Foreign currency movements relative to the U.S.ldolcould harm our financial results.

Our revenues and costs denominated in foreign iciege are not completely matched. For example riopoof our costs and expenses
for the year ended December 31, 2012 was denondifmrafereign currencies, including the Japanese freneuro and the British pound
Conversely for this period and for the remainde2@f2, and until such time as we begin shippingiant quantities of Model S vehicles to
foreign jurisdictions, we expect that a significamjority of our revenue will be denominated in Ud8llars. Accordingly, if the value of the
U.S. dollar depreciates significantly against theseencies, our costs as measured in U.S. da@kespercent of our revenues will
correspondingly increase and our margins will suffe a result, our operating results could be egblg affected. In the future, and as we
begin selling Model S overseas, as well as deligepiowertrain units to Daimler, we may have greedgenues than costs denominated in ¢
currencies, in which case a strengthening of thiaideould tend to reduce our revenues as measargdS. dollars.

Developments in alternative technologies or improwents in the internal combustion engine may matélyaadversely affect the demand
for our electric vehicles.

Significant developments in alternative technoleg&ich as advanced diesel, ethanol, fuel cettsrmipressed natural gas, or
improvements in the fuel economy of the internahbastion engine, may materially and adversely affec business and prospects in way:
do not currently anticipate. Any failure by us &vdlop new or enhanced technologies or processésyeact to changes in existing
technologies, could materially delay our develophaemd introduction of new and enhanced electridoles, which could result in the loss of
competitiveness of our vehicles, decreased revande loss of market share to competitors.

The unavailability, reduction or elimination of garnment and economic incentives could have a matkaidverse effect on our business,
financial condition, operating results and prospect

Any reduction, elimination or discriminatory apgaltion of government subsidies and economic inceathecause of policy changes, the
reduced need for such subsidies and incentivesadile perceived success of the electric vehitdeal tightening or other reasons may result
in the diminished competitiveness of the alterreafivel vehicle industry generally or our electréhicles in particular. This could materially
and adversely affect the growth of the alternativg automobile markets and our business, prospfatsicial condition and operating results.

Our growth depends in part on the availability antbunts of government subsidies and economic iivasnfor alternative fuel vehicles
generally and performance electric vehicles speadifi. For example, we currently benefit from exeimps from California state sales and use
taxes for purchases of up to $612 million of mantifang equipment from our arrangements with théf@aia Alternative Energy and
Advanced Transportation Financing Authority. To éxtent all of this equipment is purchased and datiherwise be subject to California
state sales and use tax, we believe this incentdedd result in tax savings by us through Janu@/52 This exemption is only available for
equipment that would otherwise be subject to Calitosales and use taxes and that would be usgdardpecified purposes. If we fail to
meet these conditions, we would be unable to takadvantage of this tax incentive and our finahpiosition could be harmed.

In addition, certain regulations and laws that emage sales of electric cars through tax creditsttoer subsidies could be reduced,
eliminated or applied in a way that creates an es#veffect against our vehicles, either currentlgtaany time in the future. For example, while
the federal and state governments have from tintiem® enacted tax credits and other incentiveshiferpurchase of alternative fuel cars,
funding for these programs is limited and thenedgyuarantee that our vehicles will be eligiblettor credits or other incentives provided to
alternative fuel vehicles in the future. This woplat our vehicles at a competitive disadvantageaexample at the state level, California
renewed the Clean Vehicle Rebate Program for 204 2ebate program for the purchase of qualifiegraditive technology vehicles. California
reduced the rebate amount from $5,000 per vetock21500 per vehicle due to fewer funds availabkiacreased demand, but such funds
run out.
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Subsequent purchasers could face a delay in rageigbates since they would have to wait untilrteet fiscal yeas funding became availat
or be unable to obtain a rebate at all. As an mddit example, there is considerable discussidheatederal level over tax reform. Discussions
have included reducing or even eliminating the enir$7,500 tax credit available to purchasers afified alternative fuel vehicles, including
Model S. Also, government disincentives have ba@atted in Europe for gas-powered vehicles, whishalirage the use of such vehicles anc
allow us to set a higher sales price for the TBsladster in Europe. In the event that such disiinaenare reduced or eliminated, sales of
electric vehicles, including our Tesla Roadster Biutdlel S, could be adversely affected. Furthermiorg,volume manufacturers are exempt
from certain regulatory requirements in the Unifdtes and the European Union. This provides usavitadvantage over high volume
manufacturers that must comply with such regulati@nce we reach a certain threshold number of §akeach of the United States and the
European Union, we will no longer be able to tateaamtage of such exemptions in the respectivediations, which could lead us to incur
additional design and manufacturing expense. Wiead@nticipate that we will be able to take advgataf these exemptions with respect to
Model S which we plan to produce at significantighter volumes than the Tesla Roadster.

If we are unable to grow our sales of electric vele components to original equipment manufacturersr financial results may suffer.

We may have trouble attracting and retaining poaértcustomers which could adversely affect oulirrgs prospects and results.
Daimler and its affiliates and Toyota and its &fiés are currently the only customers of our elepbwertrain sales and development service:
In 2012, we entered into a development agreemerthédevelopment of a full electric powertrain oDaimler Mercedes-Benz @ass EV by
the end of 2013. We have not, however, yet comglete development activities or entered into areagrent to supply Daimler with
production electric powertrain systems. Should ttusoccur, our future sales growth and finanaalits would be adversely affected.

In July 2011, we entered into a supply and senacgeement with Toyota for the supply of a validatéectric powertrain system,
including a battery pack, charging system, inverestor, gearbox and associated software whichheilintegrated into an electric vehicle
version of the Toyota RAV4. Pursuant to this agreetpwe expect that Toyota will pay us approximal00 million between 2012 and 2014
based on our delivery of electric powertrain system

The payments to us under the Toyota agreementoaiguaranteed and will only occur upon the delivefrpowertrain systems that meet
Toyota’s specifications. Toyota is not obligatedty any systems from us, and if Toyota does ni¢othe anticipated systems from us, we
will not receive the revenues we anticipate frois dgreement. This agreement further requireswbaneet customary obligations such as
timely deliveries, warranty and product qualityightions. Our failure to meet these obligationslddwave a materially adverse impact on our
operating results. Additionally, although we haigcdssed new business opportunities with each ofilBaand Toyota, there is no guarantee
that we will be able to reach agreement with Daimil@yota or their respective affiliates regardgugh opportunities at all or on terms and
conditions that are favorable to us. Even if we atiract and retain additional powertrain custono#nger than Daimler and Toyota, there is no
assurance that we can adequately pursue such opjpiet simultaneously with the execution of owar for our vehicles.

Our relationship with Daimler is subject to varioussks which could adversely affect our businessdafuture prospects.
Our relationship with Daimler poses various risksi$ including:
» potential loss of access to parts that Daimlerdasiding for Model S; an

» potential loss of business and adverse publiciguiobrand image if there are defects or otherlprob discovered with our electric
powertrain components that Daimler has incorporattmtheir vehicles
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The occurrence of any of the foregoing could adlgraffect our business, prospects, financial cioiand operating results.

In addition, our exclusivity and intellectual propgeagreement with Daimler North America Corporat{®NAC), an affiliate of Daimler,
provides that, if a Daimler competitor offers tdesrinto a competitive strategic transaction wigh we are required to give DNAC notice of
such offer and DNAC will have a specified periodiafe in which to notify us whether it wishes ta@minto such transaction with us on the
same terms as offered by the third party. Becaws®e/ill be able to enter into such a transactiomaithird party only if DNAC declines to do
so, this may decrease the likelihood that we gitleive offers from third parties to enter into t&tggc arrangements in the future.

We may not be able to identify adequate strate@iationship opportunities, or form strategic relatmships, in the future.

Strategic business relationships will be an impurfactor in the growth and success of our busirféssexample, our strategic
relationship with Daimler has provided us with wais benefits and we have entered into an agreehmetiie supply of a validated electric
powertrain for the Toyota RAV4 with Toyota. Howey#rere are no assurances that we will be ablaetatify or secure suitable business
relationship opportunities in the future or our gmtitors may capitalize on such opportunities kefee do. Our strategic relationship with
Daimler involved Blackstar, an affiliate of Daimenaking a significant equity investment in us adl\as a representative from Daimler,
joining our Board. In addition, Toyota made a sfigaint equity investment in us concurrent with ¢hesing of our IPO in July 2010. We m
not be able to offer similar benefits to other camips that we would like to establish and maingsiategic relationships with which could
impair our ability to establish such relationshibkreover, identifying such opportunities could demd substantial management time and
resources, and negotiating and financing relatimssinvolves significant costs and uncertaintiésve are unable to successfully source and
execute on strategic relationship opportunitiehafuture, our overall growth could be impairedd @ur business, prospects and operating
results could be materially adversely affected.

The operation of our vehicles is different from ietnal combustion engine vehicles and our customaray experience difficulty operatir
them properly, including difficulty transitioning btween different methods of braking.

We have designed our vehicles to minimize incormecé and inadvertent driver damage to the powerthaicertain instances, these
protections may cause the vehicle to behave in Watsare unfamiliar to drivers of internal combostvehicles. For example, we employ
regenerative braking to recharge the battery packdst modes of vehicle operation. Our customenslmaome accustomed to using this
regenerative braking instead of the wheel brakesow the vehicle. However, when the vehicle imakimum charge, the regenerative brakin
is not needed and is not employed. Accordingly,austomers may have difficulty shifting betweerfat#ént methods of braking. In addition,
we use safety mechanisms to limit motor torque whermpowertrain system reaches elevated tempesatarsuch instances, the vehicle’'s
acceleration and speed will decrease. Finalhheafdriver permits the battery pack to substantiddiplete its charge, the vehicle will
progressively limit motor torque and speed to pneséhe charge that remains. The vehicle will Isgeed and ultimately coast to a stop.
Despite several warnings about an imminent losshafge, the ultimate loss of speed may be unexpethere can be no assurance that our
customers will operate the vehicles properly, eglgdn these situations. Any accidents resultiram such failure to operate our vehicles
properly could harm our brand and reputation, téawdverse publicity and product liability clainend have a material adverse affect on our
business, prospects, financial condition and opeyaesults. In addition, if consumers dislike thésatures, they may choose not to buy
additional cars from us which could also harm ausibess and prospects.
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If we are unable to keep up with advances in elécirehicle technology, we may suffer a decline iar@ompetitive position.

We may be unable to keep up with changes in eteetfiicle technology and, as a result, may suffdggaine in our competitive position.
Any failure to keep up with advances in electribiete technology would result in a decline in oompetitive position which would materially
and adversely affect our business, prospects, tipgr@sults and financial condition. Our reseanod development efforts may not be
sufficient to adapt to changes in electric vehielghnology. As technologies change, we plan toagor adapt our vehicles and introduce
models in order to continue to provide vehicledwtiite latest technology, in particular battery tethnology. However, our vehicles may not
compete effectively with alternative vehicles if e not able to source and integrate the latebhtdogy into our vehicles. For example, we
do not manufacture battery cells, which makes peddent upon other suppliers of battery cell tetdgyofor our battery packs.

If we fail to manage future growth effectively asewapidly grow our company, we may not be able toduce, market, sell and service
our vehicles successfully.

Any failure to manage our growth effectively couféterially and adversely affect our business, potsp operating results and financial
condition. We continue to expand our operationsifitantly, and additional significant expansiorieie required, especially in connection
with the expansion of our network of Tesla stosesyice centers and our mobile Tesla Rangers progozoss the United States as well as in
Europe and Asia. Our future operating results depera large extent on our ability to manage thjsamsion and growth successfully. Risks
that we face in undertaking this expansion include:

« finding and training new personn

» forecasting production and reveni

» controlling expenses and investments in anticipadibexpanded operatior

» establishing or expanding design, manufacturinigssand service facilitie:

» implementing and enhancing manufacturing and adnative infrastructure, systems and proces

» addressing new markets; a

» expanding international operatiol

We intend to continue to hire a significant numbeadditional personnel, including manufacturingseenel, design personnel, engine

and service technicians for our performance elegthicles. Because our high-performance vehigie®ased on a different technology
platform than traditional internal combustion eragnindividuals with sufficient training in perfoemce electric vehicles may not be available
to hire, and we will need to expend significantdiand expense training the employees we do hingp@ttion for individuals with experience
designing, manufacturing and servicing electricislels is intense, and we may not be able to attessimilate, train or retain additional highly

qualified personnel in the future. The failure toact, integrate, train, motivate and retain thedditional employees could seriously harm our
business and prospects.

If we are unable to attract and/or retain key empkes and hire qualified management, technical vdbiengineering, and manufacturin
personnel, our ability to compete could be harmeawaour stock price may decline.

The loss of the services of any of our key empleyamild disrupt our operations, delay the developraad introduction of our vehicles
and services, and negatively impact our busingsspgcts and operating results as well as causst@tk price to decline. In particular, we are
highly dependent on the services of Elon Musk,©hief Executive Officer, Product Architect and Ghaan of our Board of Directors, and JB
Straubel, our Chief Technical Officer. None of &iey employees is bound by an employment agreemeiinfy specific
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term. There can be no assurance that we will beetatduccessfully attract and retain senior leduersecessary to grow our business. Our
future success depends upon our ability to atiadtretain our executive officers and other keptetogy, sales, marketing, engineering,
manufacturing and support personnel and any faitugo so could adversely impact our business,paas, financial condition and operating
results. We have in the past and may in the futMperience difficulty in retaining members of oen®r management team as well as
technical, vehicle engineering and manufacturinmggenel due to various factors, such as a very etithye labor market for talented
individuals with automotive experience. In additisre do not have “key person” life insurance pekiccovering any of our officers or other
key employees. Currently in Northern Californigeri is increasing competition for talented indidtiuwith the specialized knowledge of
electric vehicles, software engineers and othdieskemployees and this competition affects bothatility to retain key employees and hire
new ones. Our continued success depends upon otimwed ability to hire and retain employees. Aubdially, we compete with many mature
and prosperous companies in Northern Californiatihge far greater financial resources than werdbtaus can offer current or perspective
employees more lucrative incentive packages thaname Any difficulties in retaining current empl@geor recruiting news ones would haw
adverse effect on our performance.

We are highly dependent on the services of Elon Musur Chief Executive Officer.

We are highly dependent on the services of Elonkylosr Chief Executive Officer, Product Archite€hairman of our Board of
Directors and largest stockholder. Although Mr. IMgpends significant time with Tesla and is hightyive in our management, he does not
devote his full time and attention to Tesla. Mr.$¥walso currently serves as Chief Executive Offaraat Chief Technical Officer of Space
Exploration Technologies, a developer and manufactf space launch vehicles, and Chairman of Salara solar equipment installation
company.

Furthermore, our DOE Loan Facility provides thatwit be in default under the facility in the evevit. Musk and certain of his affiliat
fail to own, at any time prior to one year after gganplete the project relating to Model S, at |&% of the capital stock held by Mr. Musk
and such affiliates as of the date of the DOE LBaaility. Mr. Musk’s shares of our capital stocle d&reld directly by his personal trust.

Many members of our management team are new todbmpany or to the automobile industry, and executiof our business plan and
development strategy could be seriously harmeatiégration of our management team into our compaigynot successful.

Our business could be seriously harmed if integnadif our management team into our company is mtessful. We expect that it will
take time for our new management team to integndébeour company and it is too early to predict thiee this integration will be successful.
We have recently experienced significant changesiirmanagement team and expect to continue taiexge significant growth in our
management team. Our senior management team habnoitéd experience working together as a groymeically, three of the six membe
of our senior management team have joined us witid@nast few years. This lack of long-term expeeegeworking together may impact the
team’s ability to collectively quickly and efficidy respond to problems and effectively managebusiness. Although we are taking steps to
add senior management personnel that have sigmificgomotive experience, many of the members ptotrent senior management team
have limited or no prior experience in the autortebr electric vehicle industries.

We are subject to various environmental and safietys and regulations that could impose substantiakts upon us and negatively
impact our ability to operate our manufacturing faies.

As an automobile manufacturer, we and our operatibath in the United States and abroad, are sulgje@tional, state, provincial
and/or local environmental, health and safety land regulations, including laws relating to the, lsndling, storage, disposal and human
exposure to hazardous materials. Environmentahaatth and safety laws and regulations can be aamphd we expect that our business an
operations will be
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affected by future amendments to such laws or atBerenvironmental and health and safety laws whialy require us to change our
operations, potentially resulting in a material @be effect on our business. These laws can giedailiability for administrative oversight
costs, cleanup costs, property damage, bodilyyrgad fines and penalties. Capital and operatipgeses needed to comply with
environmental, health and safety laws and regulata@an be significant, and violations may resufiuibstantial fines and penalties, third party
damages, suspension of production or a cessatioaraiperations.

Contamination at properties formerly owned or ofetdy us, as well as at properties we will own apdrate, and properties to which
hazardous substances were sent by us, may resiability for us under environmental laws and rkgions, including, but not limited to the
Comprehensive Environmental Response, Compensatidhiability Act (CERCLA), which can impose liaiyl for the full amount of
remediation-related costs without regard to fdoltthe investigation and cleanup of contaminat@tiand ground water, for building
contamination and impacts to human health anddaratjes to natural resources. The costs of complyitigenvironmental laws and
regulations and any claims concerning noncompliaocBability with respect to contamination in theure, could have a material adverse
effect on our financial condition or operating ésuWe may face unexpected delays in obtainingygeessary permits and approvals requirec
by environmental laws in connection with our mawtiiaing facilities that could require significaithe and financial resources and negatively
impact our ability to operate these facilities, ehivould adversely impact our business prospeaparating results.

New United Motor Manufacturing, Inc. (NUMMI) hasguiously identified environmental conditions at fhesla Factory which affect
soil and groundwater, and has undertaken efforggltivess these conditions. Although we have beeseatiby NUMMI that it has document
and managed the environmental issues at the Fresitentve cannot currently determine with certaiiigy total potential costs to remediate
pre-existing contamination, and we may be exposeudterial liability as a result of the existené@oy environmental contamination at the
Fremont site.

As the owner of the Fremont site, we may be resptmender federal and state laws and regulationhe entire investigation and
remediation of any environmental contaminatiorhatEremont site, whether it occurred before or dfte date we purchase the property. We
have reached an agreement with NUMMI under whiglker @ ten year period, we will pay the first $1mllion of any costs of any
governmentally-required remediation activities dontamination that existed prior to the closinghe purchase for any known or unknown
environmental conditions (Remediation Activitieai)d NUMMI has agreed to pay the next $15.0 milfimnsuch Remediation Activities. Our
agreement provides, in part, that NUMMI will pay tapthe first $15.0 million on our behalf if suchpenses are incurred in the first four years
of our agreement, subject to our reimbursementich €£osts on the fourth anniversary date of thsitp

On the ten-year anniversary of the closing or wkien&30.0 million has been spent on the Remediaimivities, whichever comes first,
NUMMI s liability to us with respect to Remediation Agties ceases, and we are responsible for any lhedvaronmental conditions at the
Fremont site. At that point in time, we have agreethdemnify, defend, and hold harmless NUMMI frathliability, including attorney fees,
or any costs or penalties it may incur arisingafutr in connection with any claim relating to emrimental conditions and we have released
NUMMI for any known or unknown claims except for MMI s obligations for representations and warrantieden the agreement. As of
December 31, 2012, we have accrued $5.3 millicatedlto these environmental liabilities.

There are no assurances that NUMMI will perfornoitéigations under our agreement and NUMMI’s falto perform would require us
to undertake these obligations at a potentiallpificant cost and risk to our ability to increake production capacity of, and operate, our T
Factory. Any Remediation Activities or other envinsental conditions at the Fremont site could hanmoperations and the future use and
value of the Fremont site and could delay our petidn plans for Model S.
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Our business may be adversely affected by unionvitas.

Although none of our employees are currently regméed by a labor union, it is common throughoutab®mobile industry generally f
many employees at automobile companies to beloagutdon, which can result in higher employee castsincreased risk of work stoppages
Our employees may join or seek recognition to farlabor union, or we may be required to becomei@nusignatory. Additionally, disgruntl
ex-employees may actively encourage unionizatiohesla employees. Our automobile production facilitFremont, California was
purchased from NUMMI. Prior employees of NUMMI wargion members and our future work force at thislitg may be inclined to vote in
favor of forming a labor union. We are also dirgait indirectly dependent upon companies with uizied work forces, such as parts suppliers
and trucking and freight companies, and work stgppar strikes organized by such unions could havaterial adverse impact on our
business, financial condition or operating resufta.work stoppage occurs, it could delay the nfiacture and sale of our performance electric
vehicles and have a material adverse effect obosiness, prospects, operating results or finacoiadition. The mere fact that our labor force
could be unionized may harm our reputation in fesef some investors and thereby negatively affacstock price. Additionally, the
unionization of our labor force could increase employee costs and decrease our profitability, bétlhich could adversely affect our
business, prospects, financial condition and resilbperations.

We are subject to substantial regulation, whichegolving, and unfavorable changes or failure by tescomply with these regulations
could substantially harm our business and operatinggults.

Our performance electric vehicles, the sale of me¢hicles in general and the electronic componesesl in our vehicles are subject to
substantial regulation under international, fedestate, and local laws. We have incurred, and@&xpancur in the future, significant costs in
complying with these regulations. For example,@ean Air Act requires that we obtain a CertificafeConformity issued by the EPA and a
California Executive Order issued by the CARB witspect to emissions for our vehicles. We recea€ertificate of Conformity for sales of
our Tesla Roadsters in 2008 and 2010, but dideuw#tive a Certificate of Conformity for sales of #esla Roadster in 2009 until December 21
2009. In January 2010, we and the EPA enteredaimtAdministrative Settlement Agreement and Auditdydetermination in which we
agreed to pay a civil administrative penalty in suen of $275,000 for failing to obtain a Certifieatf Conformity for sales of our vehicles in
2009 prior to December 21, 2009.

Regulations related to the electric vehicle induatrd alternative energy are currently evolving aedace risks associated with changes
to these regulations such as:
» the imposition of a carbon tax or the introductadra caj-anc-trade system on electric utilities could incredsedost of electricity

» increasingly stringent Clean Air Act emission regjidns affecting power plants used to generatdratgg could increase the cost
of electricity;

» changes to the regulations governing the assenmolyransportation of lithiunwen battery packs, such as the UN Recommenda
of the Safe Transport of Dangerous Goods Model Ré¢igas or regulations adopted by the U.S. Pipedind Hazardous Materials
Safety Administration (PHMSA) could increase thetaaf lithiun-ion battery packs or restrict their transp

* the amendment or rescission of the federal lawragdlations mandating increased fuel economy irthiged States, referred to as
the Corporate Average Fuel Economy (CAFE) standewd&d reduce new business opportunities for owrgstrain sales and
development activities

« the amendment or rescission of federal greenhocas¢agpipe emission regulations administered b BRder the authority of the
Clean Air Act could reduce new business opportasifor our powertrain sales and development aiets;
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* increased sensitivity by regulators to the needsstdblished automobile manufacturers with largpleyment bases, high fixed
costs and business models based on the intern&ustion engine could lead them to pass regulatioaiscould reduce the
compliance costs of such established manufactorarstigate the effects of government efforts torpote alternative fuel vehicle
and

» changes to regulations governing the export ofppaducts could increase our costs incurred to delivoducts outside the United
States or force us to charge a higher price fowehicles in such jurisdiction

In addition, as the automotive industry moves talsagreater use of electronics for vehicle syst&hE[SA and other regulatory bodies
may in the future increase regulation for thesetedaic systems as concerns about distracted drivicrease. Such concerns could affect
electronic systems in Model S, including those usild the 17 inch display screen in Model S whichild reduce the appeal of Model S or
require adjustments to the display screen’s funetity.

To the extent the laws change, some or all of ehiictes may not comply with applicable internatipfederal, state or local laws, which
would have an adverse effect on our business. Gangd with changing regulations could be burdensdime consuming, and expensive. To
the extent compliance with new regulations is poshibitive, our business, prospects, financialditon and operating results will be
adversely affected.

We retain certain personal information about our stomers and may be subject to various privacy aodsuimer protection laws.

We use our vehicles’ electronic systems to logrimfation about each vehicle's condition, performasaé use in order to aid us in
providing customer service, including vehicle diagics, repair and maintenance, as well as toUeelmwllect data regarding our customers’
charge time, battery usage, mileage and efficidrabits and to improve our vehicles. Our customeay abject to the processing of this data,
which may negatively impact our ability to providfective customer service and develop new vehmtesproducts. Collection and use of out
customers’ personal information in conducting ousibhess may be subject to federal and/or statedagegulations in the United States and
foreign jurisdictions, and such laws and regulatioray restrict our processing of such personatiméion and hinder our ability to acquire
new customers or market to existing customers. & imcur significant expenses to comply with prigaconsumer protection and security
standards and protocols imposed by law, regulatmmhystry standards or contractual obligationshéltgh we take steps to protect the security
of our customers’ personal information, we may dguired to expend significant resources to comptk data breach requirements if third
parties improperly obtain and use the personatinédion of our customers or we otherwise experiendata loss with respect to customers’
personal information. A major breach of our netwsekurity and systems could have serious negatiwsegjuences for our businesses and
future prospects, including possible fines, peealtind damages, reduced customer demand for oetegetand harm to our reputation and
brand.

We may become subject to product liability claimdyich could harm our financial condition and liquidy if we are not able to
successfully defend or insure against such claims.

We may become subject to product liability claimvbjch could harm our business, prospects, operagisglts and financial condition.
The automobile industry experiences significantpiai liability claims and we face inherent riskesfoosure to claims in the event our vehi
do not perform as expected or malfunction resulittngersonal injury or death. Our risks in thisaeee particularly pronounced given the
limited number of vehicles delivered to date anditied field experience of those vehicles, includiigdel S. A successful product liability
claim against us could require us to pay a sulistanbnetary award. Moreover, a product liabilitgi;y could generate substantial negative
publicity about our vehicles and business and ihbibprevent commercialization of other future b candidates which would have material
adverse effect on our brand, business, prospedtsjearating results. We self insure against theaigroduct liability claims. Any lawsuit
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seeking significant monetary damages may have ariabadverse effect on our reputation, businessfimancial condition. We may not be
able to secure additional product liability insurarcoverage on commercially acceptable terms i@asonable costs when needed, particularl
if we do face liability for our products and areded to make a claim under our policy.

We may have difficulty satisfying safety requirenterin different countries around the world where vpdan to sell our vehicles.

In connection with the development and sale of M&]éModel X, and our future electric vehicles, widl need to comply with various
additional safety regulations and requirementsureate not applicable to the sales of our Tesla Rieas, with which it may be expensive or
difficult to comply. For example, we will need tags a range of impact tests for our current andgdutehicles. We performed similar tests on
the Tesla Roadster based on European Union testimglards in connection with sales exceeding cevtaume thresholds in Australia and
Japan, and two criteria were not met in the tegt.ritdy experience difficulties in meeting all thi#eria for these or similar tests for Model S
and Model X, which may delay our ability to sell Ml S and Model X in high volumes in certain juitins.

We may be compelled to undertake product recallsiclv could adversely affect our brand image anddincial performance.

Any product recall in the future may result in acbeepublicity, damage our brand and adversely affecbusiness, prospects, operating
results and financial condition. We previously exgaced product recalls in May 2009 and Octobei02@bth of which were unrelated to our
electric powertrain. In April 2009, we determinédta condition caused by insufficient torquindhaf rear inner hub flange bolt existed in
some of our Tesla Roadsters, as a result of a thieeess during the manufacture of the Tesla Reagbder. In October 2010, we initiated a
product recall after the 12 volt, low voltage aiafiy cable in a single vehicle chafed against thgeeof a carbon fiber panel in the vehicle
causing a short, smoke and possible fire behindidi front headlamp of the vehicle. In the futune may at various times, voluntarily or
involuntarily, initiate a recall if any of our vetiés, including Model S, or electric powertrain gnents prove to be defective or noncompl
with applicable federal motor vehicle safety staddaSuch recalls, voluntary or involuntary, invelsignificant expense and diversion of
management attention and other resources, whidd egwersely affect our brand image in our targetkats and could adversely affect our
business, prospects, financial condition and resaflbperations.

Our current and future warranty reserves may be iricient to cover future warranty claims which cdd adversely affect our financial
performance.

If our warranty reserves are inadequate to covieréuvarranty claims on our vehicles, our businpesspects, financial condition and
operating results could be materially and advera#fgcted. We provide a three year or 36,000 magevN/ehicle Limited Warranty with every
Tesla Roadster, which we extended to four yeaBdI00 miles for the purchasers of our 2008 TesladRter. In addition, customers have the
opportunity to purchase Extended Service planghi®period after the end of the New Vehicle Limiwdrranty for the Tesla Roadster to cc
additional services for up to an additional threang or 36,000 miles, provided they are purchastdnva specified period of time. Subject to
separate limited warranties for the supplementtat system and battery, we provide a four ye&0,000 mile New Vehicle Limited
Warranty for the purchasers of Model S. The NewitleH.imited Warranty for Model S covers the bajtéor a period of eight years or
100,000 miles, 125,000 miles or unlimited milepeteding on the size of the vehicle’s battery, altiftothe battery’s charging capacity is not
covered under the New Vehicle Limited Warranty oy &xtended Service plan. In addition, customexketibe opportunity to purchase an
Extended Service plan for the period after the@frttie New Vehicle Limited Warranty for Model Sdover additional services for an
additional four years or 50,000 miles, provideid ipurchased within a specified period of time. Nexw Vehicle Limited Warranty and
Extended Service plans for each of the Tesla Readstd Model S are subject to certain limitatiangslusions or separate warranties, inclu
certain wear items, such as tires, brake padst pathgeneral appearance, and
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battery performance, and is intended to cover amtslabor to repair defects in material or worketap in the vehicle including the body,
chassis, suspension, interior, electronic systpmsertrain and brake system. We have previouslyigeal our Tesla Roadster customers w
battery replacement option to replace the battetheéir vehicles at any time after the expiratiéthe New Vehicle Limited Warranty but
before the tenth anniversary of the purchase dateeo vehicles and also recently announced a&bateplacement option for all three battery
variants of our Model S in which customers may pase, within a specified period of time, a dimee option (subject to certain limitations &
exclusions) to replace the battery at any time feefloe twelfth anniversary of such purchase dait, eertain price adjustments depending
upon the year the battery is replaced.

We record and adjust warranty reserves based argebkan estimated costs and actual warranty ddstsever, we have limited
operating experience with our vehicles, and theeclittle experience with warranty claims for thesdhicles or with estimating warranty
reserves. Furthermore, reserves that we recordedddel S may be insufficient to cover all futuramanty claims.

Since we began initiating sales of our vehicleshaee continued to increase our warranty reseragsdon our actual warranty claim
experience and we may be required to undertakbeusuch increases in the future. As of Decembgl@12, we had warranty reserves of
$13.0 million, and such reserve amount will inceegsthe future as Model S is sold. We could inftitare become subject to a significant and
unexpected warranty expense. There can be no assgrthat our currently existing or future warrarggerves will be sufficient to cover all
claims or that our limited experience with warradkgims will adequately address the needs of ostorners to their satisfaction.

We may need to defend ourselves against patentaatemark infringement claims, which may be time-cmming and would cause us to
incur substantial costs.

Companies, organizations or individuals, including competitors, may hold or obtain patents, traatéshor other proprietary rights that
would prevent, limit or interfere with our abilitp make, use, develop or sell our vehicles or campts, which could make it more difficult 1
us to operate our business. From time to time, & raceive inquiries from holders of patents odéraarks inquiring whether we infringe
their proprietary rights. Companies holding patemtsther intellectual property rights relatingaattery packs, electric motors or electronic
power management systems may bring suits allegifnggement of such rights or otherwise assertimrtrights and seeking licenses. In
addition, if we are determined to have infringedmija third party’s intellectual property rights, way be required to do one or more of the
following:

» cease selling, incorporating or using vehicles thabrporate the challenged intellectual prope
e pay substantial damage

« obtain a license from the holder of the infringetkilectual property right, which license may netdvailable on reasonable term
at all; or

e redesign our vehicle

In the event of a successful claim of infringemagdinst us and our failure or inability to obtailicense to the infringed technology, our
business, prospects, operating results and finlcmmalition could be materially adversely affectedaddition, any litigation or claims, whetl
or not valid, could result in substantial costs dnearsion of resources and management attention.

We also license patents and other intellectualgntygrom third parties, and we may face claimg tha use of this in-licensed
technology infringes the rights of others. In tbase, we may seek indemnification from our licessorder our license contracts with them.
However, our rights to indemnification may be urillde or insufficient to cover our costs and Iassepending on our use of the technology
whether we choose to retain control over conduthefitigation, and other factors.
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Our business will be adversely affected if we areable to protect our intellectual property rightsdm unauthorized use or infringement
by third parties.

Any failure to protect our proprietary rights adatply could result in our competitors offering damiproducts, potentially resulting in
loss of some of our competitive advantage and eedse in our revenue which would adversely affactonisiness, prospects, financial
condition and operating results. Our success depeatdeast in part, on our ability to protect oare technology and intellectual property. To
accomplish this, we rely on a combination of patepatent applications, trade secrets, includirmpkhow, employee and third party
nondisclosure agreements, copyright laws, tradespartellectual property licenses and other comtr@aights to establish and protect our
proprietary rights in our technology. We have aksceived from third parties patent licenses reléeshanufacturing our vehicles.

The protection provided by the patent laws is aiibb& important to our future opportunities. Hoveeysuch patents and agreements an
various other measures we take to protect ouréatelal property from use by others may not bectiffe for various reasons, including the
following:

« our pending patent applications may not resulb@issuance of paten
e our patents, if issued, may not be broad enougindtect our proprietary right

* the patents we have been granted may be challemyadidated or circumvented because of the preterce of similar patented or
unpatented intellectual property rights or for otteasons

» the costs associated with enforcing patents, cenfidlity and invention agreements or other inttlial property rights may make
aggressive enforcement impractical

e current and future competitors may independentiyelitg similar technology, duplicate our vehicleslesign new vehicles in a w
that circumvents our patents; &

e ourir-licensed patents may be invalidated or the holdgtisese patents may seek to breach our licenaagegments

Existing trademark and trade secret laws and cenfidlity agreements afford only limited protectidém addition, the laws of some
foreign countries do not protect our proprietaghts to the same extent as do the laws of the d&tates, and policing the unauthorized us
our intellectual property is difficult.

Our patent applications may not result in issuedteats, which may have a material adverse effectonm ability to prevent others from
commercially exploiting products similar to ours.

We cannot be certain that we are the first creaftamventions covered by pending patent applicationthe first to file patent applicatio
on these inventions, nor can we be certain thapeading patent applications will result in isspedents or that any of our issued patents will
afford protection against a competitor. In additipatent applications filed in foreign countries aubject to laws, rules and procedures that
differ from those of the United States, and thuscaenot be certain that foreign patent applicatiefested to issued U.S. patents will result in
issued patents. Furthermore, even if these pappiications do result in issued patents, some dorebuntries provide significantly less
effective patent enforcement than in the UnitedeSta

The status of patents involves complex legal antlfd questions and the breadth of claims allowaghicertain. As a result, we canno
certain that the patent applications that we filk i@sult in patents being issued, or that ouepé and any patents that may be issued to us ir
the near future will afford protection against catifors with similar technology. In addition, patemssued to us may be infringed upon or
designed around by others and others may obtagm{sathat we need to license or design arouncgredthwhich would increase costs and may
adversely affect our business, prospects, finawoiatlition and operating results.
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Our trademark applications in certain countries rean subject to outstanding opposition proceedings.

We currently sell and market our vehicles in vasicountries under our Tesla marks. We have filedetmark applications for our Tesla
marks and opposition proceedings to trademark egjins of third parties in various countries inietthwe currently sell and plan to sell our
vehicles. Certain of our trademark applicationssarigiect to outstanding opposition proceedings d¢inbby owners or applicants alleging prior
use of similar marks. If we cannot resolve theggosjiions and thereby secure registered rightsése countries, our ability to challenge third
party users of the Tesla marks will be reducedthad/alue of the marks representing our exclusre@d name in these countries will be
diluted. In addition, there is a risk that the prights owners could in the future take actionshallenge our use of the Tesla marks in these
countries. Such actions could have a severe imgraour position in these countries and may intohit ability to use the Tesla marks in these
countries. If we were prevented from using the deshrks in any or all of these countries, we waddd to expend significant additional
financial and marketing resources on establishingleernative brand identity in these markets.

We may be subject to claims arising from an airptaorash in which three of our employees died.

In February 2010, three of our employees dieddraah of an airplane owned and piloted by one ofouployees. The plane crashed
neighborhood in East Palo Alto, California. Thengaalso clipped an electrical tower, causing a pdwss and business interruption in parts of
Palo Alto, including Stanford University. The caudehe accident is under investigation by the dial Transportation Safety Board.

In November 2010, a case was filed against usimgléd the crash in California Superior Court. hatt case, plaintiffs allege claims for
negligence, negligent infliction of emotional dests, trespass, and violations of federal and ata&tion laws and regulations against all
defendants, and seek compensation for real prodarage and loss of use, as well as personal pycgedt emotional distress/bodily injury
claims. In December 2010, the plaintiffs settlegirok for real property damage but retained theiints for emotional distress, bodily injury
and personal property damage. We believe that tleesaining claims are covered by insurance.

As a result of the accident, other claims, inclgdiut not limited to those arising from loss ofdamage to personal property, business
interruption losses or damage to the electricaktoand surrounding area, may be asserted againstsaarties including us. The time and
attention of our management may also be divertetbfanding such claims. We may also incur costk botlefending against any claims and
for any judgments if such claims are adversely rdeteed.

Our facilities or operations could be damaged onadsely affected as a result of disasters or ungcéable events.

Our corporate headquarters in Palo Alto and Teatadfy in Fremont are located in Northern Califayra region known for seismic
activity. If major disasters such as earthquakiess ffloods, hurricanes, wars, terrorist attacksnputer viruses, pandemics or other events
occur, or our information system or communicatinasvork breaks down or operates improperly, oudfearters and production facilities
may be seriously damaged, or we may have to stdelay production and shipment of our productsddition, our lease for our Palo Alto
facility permits the landlord to terminate the ledsllowing a casualty event if the needed repaiesin excess of certain thresholds and we do
not agree to pay for any uninsured amounts. Wein@ay expenses relating to such damages, whictddwaite a material adverse impact on
our business, operating results and financial dcandi

If our suppliers fail to use ethical business pramts and comply with applicable laws and regulatmur brand image could be harmed
due to negative publicity.

Our core values, which include developing the higjlygiality electric vehicles while operating withégrity, are an important component
of our brand image, which makes our reputationipa€rly sensitive to
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allegations of unethical business practices. Waataontrol our independent suppliers or their beiss practices. Accordingly, we cannot
guarantee their compliance with ethical busineastfres, such as environmental responsibility, &ige practices, appropriate sourcing of
materials, and compliance with child labor lawspag others. A lack of demonstrated compliance ctedd us to seek alternative suppliers,
which could increase our costs and result in delaaivery of our products, product shortages beotlisruptions of our operations.

Violation of labor or other laws by our supplierstioe divergence of an independent supplier’s lalvather practices from those
generally accepted as ethical in the United Statedher markets in which we do business could atsact negative publicity for us and our
brand. This could diminish the value of our bramé&ge and reduce demand for our performance elegthicles if, as a result of such violati
we were to attract negative publicity. If we, on@t manufacturers in our industry, encounter singtablems in the future, it could harm our
brand image, business, prospects, financial camdénd operating results.

We are obligated to develop and maintain proper aftective internal control over financial reportig. We may not complete our analy
of our internal control over financial reporting ina timely manner, or these internal controls maytrize determined to be effective, whi
may adversely affect investor confidence in our quemy and, as a result, the value of our common &toc

We are required, pursuant to Section 404 of theeBees-Oxley Act, to furnish a report by managemanamong other things, the
effectiveness of our internal control over finahegporting. This assessment includes disclosusngfmaterial weaknesses identified by our
management in our internal control over finanoigdarting, as well as a statement that our indepen@gistered public accounting firm has
issued an attestation report on the effectivenkesiointernal control over financial reporting.

Complying with Section 404 requires a rigorous chamze program as well as adequate time and ressufs a result of developing,
improving and expanding our core information tedbgy systems as well as implementing new systenssipport our sales, engineering,
supply chain and manufacturing activities, all dfieh require significant management time and suppgr may not be able to complete our
internal control evaluation, testing and any reegliremediation in a timely fashion. Additionalliyyie identify one or more material
weaknesses in our internal control over finan@glorting, we may be unable to assert that ournataontrols are effective. For example, our
management concluded that our internal control éimancial reporting was ineffective as of DecemBg&y 2012 because a material weakness
existed in our internal control over financial rejing related to the presentation and disclosuneonfcash capital expenditures in our
consolidated statements of cash flows. If we agblento assert that our internal control over fiahreporting is effective, or if our
independent registered public accounting firm ighle to express an opinion on the effectivenessipfnternal controls, we could lose inve:
confidence in the accuracy and completeness ofimamcial reports, which would have a material adee=ffect on the price of our common
stock.

Risks Related to the Ownership of our Common Stock

Concentration of ownership among our existing exdise officers, directors and their affiliates maygvent new investors from
influencing significant corporate decisions.

As of December 31, 2012, our executive officersgctors and their affiliates beneficially ownedilie aggregate, approximately 35.0%
of our outstanding shares of common stock. In @aldr, Elon Musk, our Chief Executive Officer, Puatl Architect and Chairman of our Boi
of Directors, beneficially owned approximately Z6.Bf our outstanding shares of common stock asezeinber 31, 2012. As a result, these
stockholders will be able to exercise a signifidantl of control over all matters requiring stookder approval, including the election of
directors, amendment of our certificate of incogtimn and approval of significant corporate tratisas. This control could have the effect of
delaying or preventing a change of control of campany or changes in management and will makeghegal of certain transactions
difficult or impossible without the support of tleestockholders.
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The trading price of our common stock is likely tmntinue to be volatile.

Our shares of common stock began trading on thé&épSlobal Select Market on June 29, 2010 and fibrerethe trading history for our
common stock has been limited. In addition, thdiirg price of our common stock has been highly tidleland could continue to be subject to
wide fluctuations in response to various factoosns of which are beyond our control. Our commoglsttas experienced an intra-day trading
high of $40.00 per share and a low of $25.52 paresbver the last 52 weeks.

In addition, the stock market in general, and ttzekat for technology companies in particular, hgsegienced extreme price and volume
fluctuations that have often been unrelated orrdiggrtionate to the operating performance of treasapanies. Broad market and industry
factors may seriously affect the market price ahpanies’ stock, including ours, regardless of datparating performance. These fluctuations
may be even more pronounced in the trading madteidr stock during the period following a secestoffering. In addition, in the past,
following periods of volatility in the overall magk and the market price of a particular comparsgcurities, securities class action litigatios
often been instituted against these companies.lifigation, if instituted against us, could resultsubstantial costs and a diversion of our
management’s attention and resources.

A majority of our total outstanding shares are heliy insiders and may be sold in the near future.eltarge number of shares eligible for
public sale or subject to rights requiring us togister them for public sale could depress the mdrgegce of our common stock.

The market price of our common stock could decliaa result of sales of a large number of sharesrodommon stock in the market in
the future, and the perception that these saldsl ameur may also depress the market price of ommaon stock. Stockholders owning a
majority of our total outstanding shares are esditunder contracts providing for registration tigtio require us to register shares of our
common stock owned by them for public sale in tmitédl States, subject to the restrictions of Rdlké. 1n addition, we have registered shares
previously issued or reserved for future issuammeu our equity compensation plans and agreemeapisition of which are related to
outstanding option awards. Subject to the satisfaaif applicable exercise periods and, in certaises, lock-up agreements, the shares of
common stock issued upon exercise of outstanditigrapwill be available for immediate resale in theited States in the open market. Sales
of our common stock as restrictions end or purstearggistration rights may make it more diffictdt us to sell equity securities in the future
at a time and at a price that we deem appropifdese sales also could cause our stock priceltarfdlmake it more difficult for you to sell
shares of our common stock.

Mr. Musk borrowed funds from an affiliate of our uderwriter in our public offering in 2011 and pledgeshares of our common stock to
secure this borrowing. The forced sale of these sapursuant to a margin call could cause our stggkice to decline and negatively
impact our business.

In June 2011, Goldman Sachs Bank USA, an affi&t®oldman, Sachs & Co., made a loan in the amof$i85 million to Elon Musk
and the Elon Musk Revocable Trust dated July 22326r the Trust. Interest on the loan accruesaaket rates. Goldman Sachs Bank USA
received customary fees and expense reimburseimerdsnection with this loan. Goldman Sachs BanlAW$de additional extensions of
credit in an aggregate amount of $50 million torEMusk and the Trust and Mr. Musk used a portiothefproceeds of such loans to purchas
shares in our June 2011 private placement. Interetite loans will accrue at market rates. Gold®achs Bank USA received customary fees
and expense reimbursements in connection with floass. As a regulated entity, Goldman Sachs Ba®k hakes decisions regarding
making and managing its loans independent of Gofgr8achs & Co. Mr. Musk and Goldman have a longestay relationship of almost a
decade. We are not a party to these loans, whicfulirecourse against Mr. Musk and the Trust arelsecured by a pledge of a portion of the
Tesla common stock currently owned by Mr. Musk e Trust and other shares of capital stock oflated entities owned by Mr. Musk and
the Trust. The terms of these loans were negotititedtly between Mr. Musk and Goldman Sachs BaSiiU
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If the price of our common stock declines, Mr. Musky be forced by Goldman Sachs Bank USA to proadt#itional collateral for the
loans or to sell shares of Tesla common stockdeermto remain within the margin limitations imposewler the terms of his loans. The loans
between Goldman Sachs Bank USA and Mr. Musk and'thst prohibit the non-pledged shares currentipedvby Mr. Musk and the Trust
from being pledged to secure other loans. In anlditour DOE Loan Facility requires Mr. Musk andtaar of his affiliates, until one year after
we complete the project relating to the Model Silkacto own at least 65% of the Tesla capitalchtdield by them as of the date of the DOE
Loan Facility, and a failure to comply would beerent of default that could result in an acceleratf all obligations under the DOE Loan
Facility documents and the exercise of other regsehdy the DOE. These factors may limit Mr. Muskidity to either pledge additional shares
of Tesla common stock or sell shares of Tesla comsback as a means to avoid or satisfy a marglmgtil respect to his pledged Tesla
common stock in the event of a decline in our sfmige that is large enough to trigger a margith éaly sales of common stock following a
margin call that is not satisfied may cause theegpof our common stock to decline further.

Anti-takeover provisions contained in our certifita of incorporation and bylaws, as well as provissoof Delaware law, could impair a
takeover attempt.

Our certificate of incorporation, bylaws and Delagviaw contain provisions which could have the effef rendering more difficult,
delaying or preventing an acquisition deemed umdblg by our board of directors. Our corporate goapce documents include provisions:

» creating a classified board of directors whose nemnberve staggered th-year terms

» authorizing “blank check” preferred stock, whichuttbbe issued by the board without stockholder epglrand may contain voting,
liquidation, dividend and other rights superiootor common stock

« limiting the liability of, and providing indemnifation to, our directors and officel
« limiting the ability of our stockholders to call dbring business before special meetir

» requiring advance notice of stockholder proposad$fisiness to be conducted at meetings of oukistdders and for nominations
of candidates for election to our board of direst

« controlling the procedures for the conduct and dulieg of board and stockholder meetings;
» providing the board of directors with the express/er to postpone previously scheduled annual mgetnd to cancel previously
scheduled special meeting
These provisions, alone or together, could delgyrevent hostile takeovers and changes in controhanges in our management.

As a Delaware corporation, we are also subjectdwigions of Delaware law, including Section 203lwé Delaware General Corporation
law, which prevents some stockholders holding ntloa@ 15% of our outstanding common stock from emgpip certain business
combinations without approval of the holders ofstahtially all of our outstanding common stock.

Any provision of our certificate of incorporation bylaws or Delaware law that has the effect ofgiglg or deterring a change in control
could limit the opportunity for our stockholdersraxeive a premium for their shares of our comntonks and could also affect the price that
some investors are willing to pay for our commatkt

If securities or industry analysts publishing resezn or reports about us, our business or our marlatange their recommendations
regarding our stock adversely or cease to publigsearch or reports about us, our stock price anading volume could decline.

The trading market for our common stock will bduehced by the research and reports that industsgaurities analysts may publish
about us, our business, our market or our compstitbany of the analysts who may cover us chahge& recommendation regarding our st
adversely, or provide more favorable relative
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recommendations about our competitors, our stoide pvould likely decline. If any analyst who mayeo us were to cease coverage of our
company or fail to regularly publish reports onws, could lose visibility in the financial marketshich in turn could cause our stock price or
trading volume to decline.

We do not expect to declare any dividends in theeeeable future.

We do not anticipate declaring any cash dividendsolders of our common stock in the foreseealilaréu Consequently, investors may
need to rely on sales of their common stock afteepppreciation, which may never occur, as tHg way to realize any future gains on their
investment. Investors seeking cash dividends shoatighurchase our common stock.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.

ITEM 2. PROPERTIES

Our corporate headquarters is based in Palo Altifdtnia. We have a lease with Stanford Universitry350,000 square feet which
expires in January 2020 and houses our headquartdrngowertrain activities. In May 2010, we entergd an agreement to purchase an
existing automobile production facility locatedkremont, California from NUMMI, which is a joint meure between Toyota, and Motors
Liguidation Company, the owner of selected asse@emeral Motors. In October 2010, we completedpivehase and received title to the
facility and land (Tesla Factory). The total caslidpvas $42.0 million. The purchase totaled 21@saor approximately 55% of the land at the
site, and included all of the manufacturing faigBtlocated thereon totaling approximately 5.4imillsquare feet. We are required to comply
with environmental regulations in connection witlr @esla Factory in Fremont, California. In OctoB8d.0, we and NUMMI amended the
May 2010 purchase agreement to include the tratsfes of certain operating permits, or emissiadits, for additional consideration of $6.5
million. We completed the transfer of these pernmit®©ctober 2010. We commenced the production oiadel S vehicle and powertrain
components and systems in June 2012 at Tesla Faderalso intend to build our future vehicles atsla Factory.

Outside of our Tesla Factory, we do not currentiyn@ny of our facilities. The following table sétsth the location, approximate size
and primary use of our significant leased factitie

Approximate

Size (Building) Lease
Expiration
Location (1) in Square Feet Primary Use Date
Palo Alto, California 350,00 Administration, engineering services and January 2020
powertrain development servic
Hawthorne, Californi: 132,25( Vehicle engineering and design servi December 202
Maidenhead, United Kingdom 8,87( Administration, sales, service and marketing November 201
services
Tilburg, Netherlands 203,77 Administration, engineering services, powertrain November 202

development services, parts warehousing, final
vehicle assembly and vehicle serv

(1) We also lease a number of facilities for our rdtaghtions around the world, most of which are B,8Quare feet or smalle

We currently intend to add new facilities or expanul existing facilities as we add employees amgher our network of stores and
galleries, service locations and Supercharger. desbelieve that suitable additional or alternatpace will be available in the future on
commercially reasonable terms to accommodate gaséeable future expansion.
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ITEM 3. LEGAL PROCEEDINGS

From time to time, we are subject to various lggateedings that arise from the normal course sinass activities. In addition, from
time to time, third parties may assert intellecfuaperty infringement claims against us in therfaf letters and other forms of
communication. If an unfavorable ruling were towgdhere exists the possibility of a material adeempact on our results of operations,
prospects, cash flows, financial position and brand

PART Il

ITEM 5. MARKET FOR REGISTRANT 'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND IS SUER
PURCHASES OF EQUITY SECURITIES

Market Information

Our common stock has traded on The NASDAQ Globd@&arket under the symbol “TSLA” since it begaading on June 29, 2010.
Our initial public offering was priced at $17.00rphare on June 28, 2010. The following table feth, for the time period indicated, the high
and low closing sales price of our common stociegsrted on The NASDAQ Global Select Market.

2012 2011
High Low High Low
First Quarter $37.9¢ $22.7¢ $28.71 $21.117
Second Quarte 38.01 27.5¢€ 31.5( 24.2(
Third Quartel 35.9¢ 26.1( 30.4¢ 21.5(
Fourth Quarte 35.2¢ 27.3: 35.0( 22.9¢

Holders

As of January 31, 2013, there were 534 holdere@dnd of our common stock. A substantially greatenber of holders of our common
stock are “street name” or beneficial holders, vehsisares are held by banks, brokers and othercialanstitutions.

Dividend Policy

We have never declared or paid cash dividends oo@umon stock. We currently do not anticipate pgyany cash dividends in the
foreseeable future. Any future determination tolaleccash dividends will be made at the discretibour board of directors, subject to
applicable laws and compliance with certain covéhander our loan facility with the United Statesgartment of Energy, which restrict or
limit our ability to pay dividends, and will depeod our financial condition, results of operatiooapital requirements, general business
conditions and other factors that our board ofadaes may deem relevant.
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Stock Performance Graph

This performance graph shall not be deemed “filéa’ purposes of Section 18 of the Securities Exglhakct of 1934, as amended (the
Exchange Act), or incorporated by reference intg &ling of Tesla Motors, Inc. under the Securithed of 1933, as amended, or the Excha
Act, except as shall be expressly set forth byipeeference in such filinc

The following graph shows a comparison from June2®a0 through December 31, 2012, of the cumulatted return for our common
stock, the NASDAQ Composite Index, and a groupligiiblic companies sharing the same SIC code aghith is SIC code 3711, “Motor
Vehicles and Passenger Car Bodies” (Motor Vehiates Passenger Car Bodies Public Company Grouph i&terns are based on historical
results and are not intended to suggest futurepaence. Data for The NASDAQ Composite Index ardMotor Vehicles and Passenger Car
Bodies Public Company Group assumes an investnfiéita® on June 29, 2010 and reinvestment of diddeiVe have never declared or paic
cash dividends on our capital stock nor do we ggte paying any such cash dividends in the fosdseduture.

Comparison of 30 Moenths Cumulative Total Heturn
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Unregistered Sales of Equity Securities

On July 2, 2010, we sold 2,941,176 shares of onmaon stock to Toyota Motor Corporation at a pri€&27.00 per share, for aggregate
proceeds of $50.0 million.

On November 2, 2010, we sold 1,418,573 sharesmoé@mmon stock to an entity affiliated with PandsdDorporation at a price of
$21.148 per share, for aggregate proceeds of $8illion.

On June 2, 2011, we sold 1,416,000 shares of aurmmm stock to Elon Musk, our Chief Executive Offiemd cofounder, and 637,475
shares of our common stock to Blackstar InvestCG Lan affiliate of Daimler AG (Daimler) at a prio€$28.76 per share, for aggregate
proceeds of $59.1 million.

The shares described above were issued in priraatedactions pursuant to Section 4(2) of the Sees#tct of 1933, as amended.
Purchases of Equity Securities by the Issuer and Afiated Purchasers

None.
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ITEM 6. SELECTED FINANCIAL DATA

The following selected consolidated financial dgttauld be read in conjunction with “Management’sddission and Analysis of
Financial Condition and Results of Operatioast our consolidated financial statements andetaed notes included elsewhere in this An
Report on Form 10-K.

The following selected consolidated financial datasle also reflects the 1-for-3 reverse stock gflaur outstanding common stock
effected in May 2010.

Year Ended December 31
2012 2011 2010 2009 2008
(in thousands, except share and per share dat

Consolidated Statements of Operations Date

Revenues

Automotive sale: $  385,69¢ $  148,56¢ $ 97,07¢ $ 111,94 $ 14,74

Development service 27,551 55,674 19,66¢ — —
Total revenue: 413,25¢ 204,24. 116,74« 111,94: 14,74.

Cost of revenues (1

Automotive sale: 371,65¢ 115,48 79,98: 102,40¢ 15,88t

Development service 11,53 27,16t 6,031 — —
Total cost of revenue 383,18¢ 142,64 86,01: 102,40¢ 15,88:
Gross profit (loss 30,06% 61,59t 30,73: 9,53¢ (1,147

Operating expenses (-
Research and development (net of
development compensation of $23,249

the year ended December 31, 20 273,97¢ 208,98 92,99¢ 19,28: 53,71
Selling, general and administrati 150,37. 104,10: 84,57: 42,15( 23,64¢
Total operating expens 424,35( 313,08: 177,56¢ 61,43: 77,36
Loss from operation (394,28 (251,489 (146,83 (51,897 (78,50¢)
Interest incom 28¢ 25¢ 25€ 15¢ 52¢
Interest expens (2549) (43 (992 (2,53)) (3,74%)
Other expense, net ( (1,829 (2,646 (6,587 (1,445 (963)
Loss before income tax (396,07 (253,92) (154,15) (55,719 (82,689
Provision for income taxe 13€ 48¢ 17: 26 97
Net loss $  (396,21) $ (254,41) $ (154,32 $ (55,740 $ (82,78)
Net loss per share of common stock, basic
and diluted (3 $ (3.69) $ (2.5%) $ (3.09 $ (7.94) $  (12.4¢

Weighted average shares used in comput
net loss per share of common stock, b
and diluted (3 107,349,18 100,388,81 50,718,30 7,021,96: 6,646,38

() Includes stoc-based compensation expense as follc

Year Ended December 31

2012 2011 2010 2009 2008
Cost of revenues $ 2,194 $ 67C $ 24c: $ 61 $ 26
Research and developmt 26,58( 13,371 4,13¢ 37¢ 12t
Selling, general and administrati 21,37. 15,37: 16,77¢ 997 28€
Total $50,14¢ $29,41¢ $21,15¢ $1,43¢ $437
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(2)

(3)

In January 2010, we issued a warrant to theaDepent of Energy (DOE) in connection with the @lgsof our DOE loan facility to
purchase shares of our Series E convertible pegfestock. This convertible preferred stock wartstame a warrant to purchase shares
of our common stock upon the closing of our inipablic offering (IPO) in July 2010. Beginning ore@mber 15, 2018 and until
December 14, 2022, the shares subject to purche the warrant will become exercisable in qubr@mounts depending on the
average outstanding balance of our the DOE loailitfaduring the prior quarter. Since the numbesbfres of common stock ultimately
issuable under the warrant will vary, this warraiit be carried at its estimated fair value withaciges in the fair value of this common
stock warrant liability reflected in other expenset, until its expiration or vesting. Potentiahets of common stock issuable upon
exercise of the DOE warrant will be excluded frdra talculation of diluted net loss per share of mmm stock until at least such time as
we generate a net profit in a given peri

Diluted net loss per share of common stock is castbaxcluding common stock subject to repurchase, iddilutive, potential shares
common stock outstanding during the period. Padéstiares of common stock consist of stock optionmirchase shares of our commor
stock and warrants to purchase shares of our ctinleepreferred stock (using the treasury stockirogf and the conversion of our
convertible preferred stock and convertible no@gple (using the if-converted method). For purpadahese calculations, potential
shares of common stock have been excluded froroaleelation of diluted net loss per share of commsimtk as their effect is
antidilutive since we generated a net loss in gaclod.

As of December 31

2012 2011 2010 2009 2008
Consolidated Balance Sheet Data:
Cash and cash equivale $ 201,89 255,26t $ 99,55¢ $ 69,627 $ 9,271
Shor-term marketable securitis — 25,06! — — —
Restricted cas—current (1) 19,09¢ 23,47¢ 73,59: — —
Property, plant and equipment, net 552,22¢ 298,41 114,63t 23,53¢ 18,79:
Working capital (deficit (14,340 181,49¢ 150,32: 43,07( (56,50¢)
Total asset 1,114,219 713,44 386,08: 130,42: 51,69¢
Convertible preferred stock warrant liability | — — — 1,73¢ 2,07¢
Common stock warrant liability (¢ 10,69: 8,83¢ 6,08¢ — —
Capital lease obligations, less current por 9,96¢ 2,83( 49¢€ 80C 88¢
Long-term debt, less current portion | 401,49! 268,33! 71,82¢ — —
Convertible preferred stoc — — — 319,22! 101,17¢
Total stockholder equity (deficit) 124,70( 224,04! 207,04¢ (253,52) (199,71

(1)

(2)
(3)

(4)

Upon the completion of our IPO and concurreoy@ta private placement in July 2010, we set a$id#.0 million to fund a restricted
dedicated account as required under the provigibosr DOE loan facility. This dedicated accouns l@en used by us to fund any cost
overruns for our projects and used as a mechawistefer advances under the DOE loan facility. Depenon the timing and magnitude
of our draw-downs and the funding requirementdefdedicated account, the balance of the dedieaisalint has fluctuated throughout
the period in which we made draw-downs under thé&Dgan facility. Upon completion of our final adwanunder the DOE loan facility
in August 2012, the balance in the dedicated addoash been fully transferred out of the dedicatexbant. Currently, we utilize the
dedicated account to -fund our planned loan repayments as required bipDE loan facility.

In October 2010, we completed the purchase of estalFactory and certain of the manufacturing adseated thereol

In January 2010, we issued a warrant to the DQd#®immection with the closing of our DOE loan fagilib purchase shares of our Seri¢
convertible preferred stock. This convertible prefd stock warrant became a warrant to purchageslod our common stock upon the
closing of our IPO in July 201!

In January 2010, we closed our DOE loan facditd began making draw downs under the loan fadik of August 31, 2012, we had
fully drawn down our $465.0 million DOE loan fagjli
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ITEM 7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

The following discussion and analysis should belri@aconjunction with our consolidated financiahtgments and the related notes that
appear elsewhere in this Annual Report on Form 10-K

Overview and 2012 Highlights

We design, develop, manufacture and sell high-pexdiace fully electric vehicles and advanced eleatehicle powertrain components.
We introduced our first vehicle, the Tesla Roadsteearly 2008. The Roadster’s proprietary electghicle powertrain system is the
foundation of our powertrain technology and, widsigin enhancements, forms the basis for our Modeldan, our Model X crossover and
other future vehicles. We are targeting our seamitcle, the Model S sedan, for a significantlydater customer base than the Tesla Roadste
and are manufacturing Model S in significantly legholumes than those for the Tesla Roadster. \iferenced deliveries of Model S in June
2012 and increased production to an annualizedfa28,000 per year by the end of 2012. In Febr2&32, we revealed an early prototype of
the Model X crossover, a vehicle based on the M&dahatform. We plan to start Model X productionate 2014. We sell our vehicles throt
our own our sales and service network.

During the year ended December 31, 2012, we rezedrtdtal revenues of $413.3 million, an incredsE0@% over total revenues of
$204.2 million for the year ended December 31, 2@&Ltomotive sales revenue of $385.7 million insedh 160% from the year ended
December 31, 2011, driven by commencement of M8di#igliveries in North America, regulatory crediiesaand customer demand for our
remaining Tesla Roadsters internationally, pastiaffset by lower powertrain component sales. Lop@wertrain component sales resulted
from the completion of the Daimler AG (Daimler) Sinfartwo and A-Class EV programs at the end of 2(artially offset by powertrain
systems that we began to sell to Toyota for theoTajRAV4 EV in 2012.

Development services revenue decreased to $27i6mfibr the year ended December 31, 2012 from B&fllion for the year ended
December 31, 2011, due primarily to the completibour development activities for the Toyota RAV¥ Brogram during the first quarter of
2012. In 2012, we began work on a full electric pavain under the Mercedes-Benz B-Class EV progiidr.majority of our 2012
development services revenue was from the achieveofienilestones and deliveries of prototype sampdeDaimler under this program.

In June 2012, we commenced deliveries of Model &istomers in the United States. Our timely lausfchlodel S represented an
important milestone, transitioning us from sigrdfit activities in Model S development and our prafian for vehicle manufacturing at the
Tesla Factory, to the process of ramping up four@ production in the months that followed. Grossgi for the year ended December 31,
2012 was 7.3%. Although we produced over 3,100 M8deehicles during the year, we still experiensigghificant early-stage higher per unit
costs inefficiencies during the production ramprfrdune to December as a result of lower fixed absbrption, manufacturing inefficiencies
associated with the initial production ramp andhkiglogistics costs as our supply chain processetntied to mature. We also had higher
component prices as many vendors were supplyirtg paproduction prices later than planned dudéo bwn manufacturing inefficiencies.

Research and development (R&D) expenses includeenses related to our Model S pre-production disyiincluding manufacturing
preparedness, process validation, prototype baitdisextensive testing at both the vehicle and compolevels; development of the Tesla
Factory; development and testing of Model S, initigdactivities to homologate Model S for the refsthe world and to introduce the 60 kWh
and 40 kWh battery pack options; development, teaigl engineering activities related to Model Xj ather research and development
activities. Research and development expensebdoydar ended December 31, 2012 were $274.0 mitmmpared to $209.0 million for the
year ended December 31, 2011. As the Model S ptimfuin the Tesla Factory became fully operatian&012, Model S relate
manufacturing costs, including direct parts, mateaind labor costs, manufacturing overhead and taredrtooling, and logistics, were no
longer captured in R&D expenses but instead fudfiected in cost of automotive sales.
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Significant construction activity took place in 20&s we readied the Tesla Factory to begin proolucif the Model S. During the first
half of the year, we completed the installatioMafdel S manufacturing equipment, tested and qedlifiur manufacturing equipment, and
continued to fine-tune our production processedenhcorporating a higher percentage of productigdeant components into Model S vehicles.
By mid-year, a significant portion of our Model Sinufacturing-related assets were ready for thédnioled use and we began to depreciate
these assets. As a result of investments made imdkla Factory and related supplier tooling fordeldS, capital expenditures increased to
$239.2 million for the year ended December 31, 2@bhpared to $184.2 million for the year endedddeiger 31, 2011.

During the year, we further expanded our compangemiuetail network with the opening of several mgiges and service centers,
primarily in the United States. At year end, we Badstores and galleries around the world. We siscessfully launched our Supercharger
network in California as well as our first two Sugleargers on the east coast. With the higher exgsesssociated with the expansion of our
store network and service infrastructure as wethaggrowth of our business in general, we incusgting, general and administrative
expenses of $150.4 million for the year ended Ddxmr31, 2012, compared to $104.1 million for tharyended December 31, 2011.

We ended the year with $221.0 million in cash amshcequivalents, and current restricted cash. ditiad to cash received from our
revenue generating and reservation-taking actsyitie funded our operations in 2012 primarily fribra proceeds of our follow-on offering,
fully drawing down our Department of Energy Loarci#ity (DOE Loan Facility) as well as careful worlg capital management.

In October 2012, we completed a follow-on offerafg’,964,601 shares of our common stock and redetash proceeds of $222.1
million from this transaction, net of underwritidgscounts (which included 35,398 shares sold to Bloisk, our Chief Executive Officer and
cofounder, for an aggregate amount of $1.0 million)

During the year ended December 31, 2012, we redéi¢88.8 million in draw-downs under the DOE Loatikity, which completed our
draw down of the $465.0 million facility. Duringdtfourth quarter, we made the first quarterly ppatpayment of $12.7 million to repay the
loans to the DOE on schedule. Additionally, we katlaside $14.6 million for our second quarterlyEb@ayment, which is due in March 2013
and is classified in current restricted cash. Imd&2013, we entered into a fourth amendment oDMDE Loan Facility. For more information,
see Note 8 to our Consolidated Financial Statempahsded in this Annual Report on Form 10-K unttem 8. Financial Statements and
Supplemental Data.

We expect that our current sources of liquidityetigpr with our current projections of cash flownfroperating activities, will provide us
adequate liquidity as we attempt to reach profiitglin 2013, based on our current plans. Additibnave currently expect to be near break-
even on cash flow from operations during the fixsarter of 2013.

Management Opportunities, Challenges and Risks

Our principal focus in 2012 was on completing teealopment of Model S, establishing our manufantydapabilities at the Tesla
Factory, launching Model S and ramping up the petida rate. While we successfully commenced deileéseof Model S to customers in the
United States in June 2012, our attention duriegsttcond half of 2012 switched to the continueitheaient of our manufacturing and supply
chain processes to enable high volume productitimeatesla Factory while maintaining high qualitgrelards. By year end, we had
successfully increased production volume to ovér vihicles per week for three consecutive weel3eicember. This established a produc
level that will allow us to achieve our goal of @00 Model S deliveries in 2013, provided that weoalmp deliveries to the same rate.

Having achieved our steady-state production lav@d12, we expect automotive sales to increaséfisigntly in 2013 as compared with
2012. We plan to start European deliveries of tleel®d S this summer
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and Asian deliveries later in 2013. In addition, heve now started delivering Model S with the 60Fkidattery pack and delivery of cars with
the 40 kWh battery pack is expected to begin thisraer.

We offer a variety of methods by which customers teke delivery of their Model S, including deliyeat home or at the Tesla Factory.
In order to ramp deliveries of Model S to meet fovecasted sales, we have made and will continneatce enhancements to the delivery
process. Should these delivery process enhancemarashieve our objectives, the timing of autommBales recognition will be delayed and
will have a significant impact on the projectedwtio in our revenues.

In addition to sales of Model S, we will continwerecognize automotive sales from our supply of grds&in components and systems to
Toyota for the Toyota RAV4 EV, and to a lesser ekteales of the Tesla Roadster. During the fiostrter of 2012, we began shipping
powertrain systems to Toyota under a supply andcees agreement for the Toyota RAV4 EV. Pursuarthéagreement, Toyota will pay us
approximately $100 million from 2012 through 201&kbd on our delivery of the powertrain systemsHerToyota RAV4 EV. In January
2012, we concluded the production run of our curgemeration Tesla Roadster at 2,500 vehicles.fAxoember 31, 2012, we had sold most
of our remaining Roadsters.

In 2012, we began work on a full electric powertrander the Mercedes-Benz B-Class EV program. Utideprogram, we will continu
to provide development services and deliver prgetyamples in 2013. Similar to our previous devalent services agreements, due to timing
differences that may arise between the recogndfanilestone revenues and the underlying costewékbpment services, the gross margin
from our development services activities may vaoyrf period to period.

Although we produced over 3,100 Model S vehicle20t2, we still experienced higher per unit cosisrd) the latter part of the year &
result of lower fixed cost absorption, manufactgrinefficiencies associated with the initial protiar ramp and higher logistics costs as our
supply chain processes continued to mature. Wehalddigher component prices as many vendors seppérts at production prices later tl
planned due to their own manufacturing inefficiesci

As we enter 2013, production efficiency on a périele basis is improving substantially as we camito stabilize and improve our
production processes, as further cost reductimrtsfare undertaken by both us and our suppliedsaarwe continue to sell regulatory credits.
We expect first quarter material, labor and ovedhezsts to be substantially lower than the fourthrter of 2012, and for this trend to continue
throughout 2013.

We expect our gross margin in the first quarte2@f3 to exceed that in the fourth quarter of 20d@ta continue to rise to our target of
25% in the second half of 2013, despite an antietbdecrease in Model S average selling pricestieggdrom the introduction of lower priced
Model S battery variants and a much lower contrdyutrom regulatory credit sales, partially offégthigher average selling prices on
international sales that begin in the second hadfiacrease into the fourth quarter of 2013. There guarantee that we will be able to ach
the planned cost reductions from our various casgings initiatives, which would negatively affectrability to reach our gross margin goals.

Longer term, regulatory credit revenue should decielative to our automotive sales as we growsales outside the United States and
earn fewer credits on the lower priced Model Sdrgtvariants While we will pursue opportunitiestionetize the credits we earn from the
sales of our vehicles, we do not plan to rely orhssales to be a significant contributor to grossgim, and our business model is not
predicated on such regulatory credits. Howevesgifare unable to sell regulatory credits in thertstesm, our revenues, gross margin and
profitability would be negatively impacted.

In February 2012, we revealed an early prototypta®Model X crossover as the first vehicle werndtéo develop by leveraging the
Model S platform. We currently plan to start protilic of Model X in late 2014. Our ability to develand introduce the Model X in this
timeframe is based partially on our expectations of
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leveraging the Model S platform. If there is a lowevel of commonality between Model S and Modah¥n anticipated, our future
development and tooling costs may exceed expentatio

At year end, we had 32 stores and galleries arthumevorld. We plan to open 15 to 20 more storesgatigries in 2013 with about half
the openings in Europe and Asia to support our esipa into these regions during the second ha?0df3. Notably, we have already started
construction of our first store in Beijing, Chimapreparation for its planned opening this sprisithe end of 2012, we also had 29 service
locations around the world. We plan to double thimber by the end of 2013 to keep pace with thevigupfleet of customer cars.

In 2012, we invited a large number of reservatioliérs to configure their cars. Converting thesemneations to firm, non-refundable
orders increased cancellations, as expected. &@ereries and cancellations, our net reservataansf December 31, 2012, were over 15,000.
New reservations continue at a steady, althoughesipace in the first quarter of 2013, as compéwddecember 2012, due in part to the |
ahead of reservations into 2012 by customers sgé&iavoid our announced 2013 price increase. iratter 2013 cancellations are likely to
remain elevated as the remaining older reservéiiders are invited to configure their vehicleshiita set timeframe or pay the higher price
just like new reservation holde

In 2012, we successfully launched Supercharge@alifornia, and on the east coast of the UnitedeStaConstruction planning is
underway to install additional Superchargers in2@ur plan is to expand coverage on the U.S. amdteast coasts, and around the rest of tt
country.

Through the combination of improved gross margmwdr research and development expenses, as wakasured spending to support
the expansion of our sales and service infrastrecnd the general growth of the business, we éxpdxe profitable in the first quarter of 2(
and experience breakeven cash flow from operatibims.achievement of operational and manufacturifigencies will drive some
adjustments in our personnel, primarily affectilogttactor and temporary employees. At the same, tiveeare continuing to hire and convert
to full-time key talent where required.

In 2013, we plan to spend significantly less onitedexpenditures than we did in 2012, as we hareluded the majority of our
investment in the Tesla Factory and Model S toolifigs reduction will be partially offset by expenudes related to expanding our service an
store network, investing in new capital equipmenrt #oling to reduce variable costs and new prodagelopment.

Critical Accounting Policies and Estimates

Our consolidated financial statements are preparadcordance with accounting principles generadigepted in the United States. The
preparation of these consolidated financial statésmequires us to make estimates and assumpliahaffect the reported amounts of assets,
liabilities, revenues, costs and expenses anceckldisclosures. We base our estimates on histaiqedrience, as appropriate, and on various
other assumptions that we believe to be reasommuler the circumstances. Changes in the accouesiiipates are reasonably likely to occur
from period to period. Accordingly, actual resutsild differ significantly from the estimates mazeour management. We evaluate our
estimates and assumptions on an ongoing basifieTextent that there are material differences batvtleese estimates and actual results, our
future financial statement presentation, financaidition, results of operations and cash flows$ gl affected. We believe that the following
critical accounting policies involve a greater dagof judgment and complexity than our other actingrpolicies. Accordingly, these are the
policies we believe are the most critical to untierding and evaluating our consolidated finanadaldition and results of operations.

Revenue Recognition
Automotive Sales

We recognize automotive sales revenue from sal®odkl S and the Tesla Roadster, including veloplgons, accessories and
destination charges, vehicle service and salesguflatory credits, such as zero emission vehicl®zihd greenhouse gas emission (GHG)
credits. We also recognize automotive sales revonethe sales of electric vehicle powertrain comgnts and systems, such as battery pac
and drive units, to other manufacturers. We recagneévenue when (i) persuasive evidence of an geraant exists; (ii) delivery has occurred
and there are no uncertainties regarding custonoapéance; (iii) fees are fixed or determinable éw) collection is reasonably assured.
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Automotive sales consist primarily of revenue edrfiem the sale of vehicles. Sales or other amoewitected in advance of meeting all
of the revenue recognition criteria are not recogaiin the consolidated statements of operatiodsaaminstead recorded as deferred revenue
on our consolidated balance sheets. Prior to Fep2@# 0, we did not provide direct financing foethurchase of the Tesla Roadster althou
third-party lender has provided financing arranget®éo our customers in the United States. Undesetarrangements we have been paid in
full by the customer at the time of purchase. 8tgrin February 2010, we began offering a Teslad3te& leasing program to qualified
customers in the United States.

Automotive sales also consist of revenue earnad fte sales of vehicle options, accessories artihdésn charges. While these sales
may take place separately from a vehicle sale, éheyften part of one vehicle sale agreementtieguh multiple element arrangements. To
determine the appropriate accounting for recogmitibour revenue, we consider whether the delidesagpecified in the multiple element
arrangement should be treated as separate ur@tcofinting, and, if so, how the price should becalled among the elements, when to
recognize revenue for each element, and the pexiedwhich revenue should be recognized. We alatuate whether a delivered item has
value on a stand-alone basis prior to deliverjhefremaining items by determining whether we haaderseparate sales of such items or
whether the undelivered items are essential téuhetionality of the delivered items. Further, wesess whether we know the fair value of the
undelivered items, determined by reference to stdode sales of such items.

To date, we have been able to establish the fhieviar each of the deliverables within these npldtielement arrangements because we
sell each of the vehicles, vehicle accessoriesoptidns separately, outside of any multiple elenagrangements. As each of these items has
stand alone value to the customer, revenue froes sHlvehicle accessories and options are recagminen those specific items are delivered
to the customer. Increased complexity to our safgeements or changes in our judgments and essimegarding application of these revenue
recognition guidelines could result in a changthatiming or amount of revenue recognized in feifperiods.

For multiple deliverable revenue arrangements, Meeae revenue to each element based on a selliog hierarchy. The selling price
for a deliverable is based on its vendor speciiiective evidence (VSOE) if available, third pagtyidence (TPE) if VSOE is not available, or
estimated selling price if neither VSOE nor TPEvsilable. To date, we have been able to estattieskair value for each of the deliverables
within the multiple element arrangements becausselleach of the vehicles, vehicles accessoridoations separately, outside of any
multiple element arrangements. Therefore, ther@wermaterial differences between total revenuerted and pro forma total revenues that
would have been reported during the year endedeee31, 2011, if the transactions entered intmaterially modified after January 1, 20
were subject to previous accounting guidance.

Regulatory Credit Sales

California and certain other states have laws aeglrequiring vehicle manufacturers to ensureahmdrtion of the vehicles delivered for
sale in that state during each model year areemission vehicles. These laws and regulations geotfiat a manufacturer of zero emission
vehicles may earn regulatory credits, and mayes@less credits to other manufacturers who applly stedits to comply with these regulatory
requirements. Similar regulations exist at the fablevel which require compliance related to gremmse gas (GHG) emissions and also allow
for the sale of excess credits by one manufactarether manufacturers. As a manufacturer solegeod emission vehicles, we have earned
regulatory credits, such as ZEV and GHG creditsadricles, and we expect to continue to earn thesdits in the future. Since our commert
vehicles are electric, we do not receive any coamgke benefit from the generation of these crediid,accordingly look to sell them to other
vehicle manufacturers. In order to facilitate th&esof these credits, we enter into contractuaegents with third parties requiring them to
purchase our regulatory credits at pietermined prices. We recognize revenue on theofafeese credits at the time legal title to thedits are
transferred to the purchasing party by the govemal@gency issuing these credits.
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Development Services

Revenue from development services arrangementsstafisevenue earned from the development of gteeehicle powertrain
components and systems for other automobile matnués, including the design and development ailpapacks, drive units and sample
vehicles to meet a customer’s specifications. Regés recognized as a development arrangememiakzied, the performance requirements o
each development arrangement are met and collesti@asonably assured. Where development arramgennelude substantive at-risk
milestones, revenue is recognized based upon thevarnent of the contractualtjefined milestones. Amounts collected in advancaeéting
all of the revenue recognition criteria are noogauzed in the consolidated statement of operatmasare instead recorded as deferred rev
on the consolidated balance sheet. Increased cgityle our development agreements or changes iijuaigments and estimates regarding
application of these revenue recognition guidelicadd result in a change in the timing or amouneeenue recognized in future periods.

Costs of development services are expensed agédcuosts of development services incurred inogisrprior to the finalization of an
agreement are recorded as research and developrpartses; once an agreement is finalized, these aasrecorded in cost of development
services.

Marketable Securities

Marketable securities consist of commercial paper@rporate debt and are designated as availabksafe and reported at estimated
value, with unrealized gains and losses recordegd@umulated other comprehensive loss which isided within stockholders’ equity.
Realized gains and losses on the sale of avaifablgale marketable securities are recorded inr@Rpense, net. The cost of available-for-sale
marketable securities sold is based on the sped#ittification method. Interest, dividends, ammation and accretion of purchase premiums
and discounts on our marketable securities aredied in other expense, net. Available-for-sale miaiide securities with maturities greater
than three months at the date of purchase and mérganaturities of one year or less are classdigghort-term marketable securities. Where
temporary declines in fair value exist, we haveahiity and the intent to hold these securitiasd@eriod of time sufficient to allow for any
anticipated recovery in fair value.

We regularly review all of our marketable secusitier other-than-temporary declines in fair vallibe review includes but is not limited
to (i) the consideration of the cause of the impaeint, (ii) the creditworthiness of the securityusss, (iii) the length of time a security is in an
unrealized loss position, and (iv) our ability toldhthe security for a period of time sufficientatbow for any anticipated recovery in fair value.

Inventory Valuation

We value our inventories at the lower of cost orkatan Cost is computed using standard cost, whigitaximates actual cost on a fiiat-
first-out basis. We record inventory write-downs éstimated obsolescence or unmarketable investbesed upon assumptions about future
demand forecasts. If our inventory on hand is icess of our future demand forecast, the excessm@isiate written off.

We also review inventory to determine whether #gying value exceeds the net amount realizabla tipe ultimate sale of the
inventory. This requires us to determine the edtahaelling price of our vehicles less the estiai@st to convert inventory on hand into a
finished product.

Once inventory is written-down, a new, lower-caasik for that inventory is established and subsgiqeleanges in facts and
circumstances do not result in the restoratiomorease in that newly established cost basis. Duhia years ended December 31, 2012, 2011
and 2010, we recorded write-downs of $5.0 milli$h,8 million and $1.0 million, in cost of automatigales, respectively.
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The inventory amounts are based on our curremhagts of demand, selling prices and productionsc@tould our estimates of future
selling prices or production costs change, matetiahges to these reserves may be required. Fuaterall change in our estimates may re
in a material charge to our reported financial ltssu

Warranties

We accrue warranty reserves at the time a vehig®wertrain component has associated revenue mexaxy Warranty reserves include
management’s best estimate of the projected costphir or to replace any items under warrantgedan actual warranty experience as it
becomes available and other known factors thatimagct our evaluation of historical data. We reviewv reserves at least quarterly to ensur
that our accruals are adequate in meeting expéateck warranty obligations, and we will adjust @stimates as needed. Initial warranty data
can be limited early in the launch of a new veharl@owertrain component and accordingly, the adjests that we record may be material.
As of December 31, 2012, 2011 and 2010, we had)$h8lion, $6.3 million and $5.4 million in warranteserves, respectively. Adjustments
to warranty reserves are recorded in cost of autivmeales.

It is likely that as we sell additional vehicledgmowertrain components and as we repair or replene under warranty, we will acquire
additional information on the projected costs twise work under warranty and may need to maketimfdil adjustments. Further, a small
change in our warranty estimates may result in gerizh charge to our reported financial results.

Valuation of Stock-Based Awards, Common Stock andivénts
Stock-Based Compensation

We use the fair value method of accounting forsiack options granted to employees and EmployeekRarchase Plan (ESPP) which
require us to measure the cost of employee serveoesved in exchange for the stock-based awaedgdon the grant date fair value of the
awards. The fair value of the awards is estimagiaguthe Black-Scholes option-pricing model. Theuténg cost is recognized over the period
during which an employee is required to provideviserin exchange for the awards, usually the vggtieriod which is generally four years for
stock options and six months for the ESPP. Stodeth@ompensation expense is recognized on a dtimigtbasis, net of forfeitures.

The fair value of each stock-based award was ettt the grant date for the periods below ugiegRlack-Scholes option-pricing
model.

Year Ended December 31

2012 2011 2010
Risk-free interest rate
Stock options 1.C% 2.C% 2.(%
ESPP —
0.2% 0.2%
Expected term (in years
Stock options 5.9 6.C 5.3
ESPP —
0.5 0.t
Expected volatility:
Stock options 63% 70% 71%
ESPP —
51% 59%
Dividend yield:
Stock options 0.C% 0.C% 0.C%
ESPP —
0.C% 0.C%
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If in the future we determine that another methardchlculating the fair value of our stock-basedwals is more reasonable, or if another
method for calculating the above input assumptismsescribed by authoritative guidance, the falue calculated for our stock-based awards
could change significantly.

The Black-Scholes option-pricing model requireduitspsuch as the risk-free interest rate, expeeten &nd expected volatility. Further,
the forfeiture rate also affects the amount of aggte compensation. These inputs are subjectivgemetally require significant judgment.

The risk-free interest rate that we use is basetth@tnited States Treasury yield in effect attthee of grant for zero coupon United
States Treasury notes with maturities approximadismgh grant’'s expected life. Given our limited digtwith employee grants, we use the
“simplified” method in estimating the expected tefion our employee grants. The “simplifiediethod, as permitted by the SEC, is calculats
the average of the time-to-vesting and the conieddife of the options.

Our expected volatility is derived from our impliedlatility and the historical volatilities of sena unrelated public companies within
industries related to our business, including themotive OEM, automotive retail, automotive pantsl battery technology industries, becaus
we have limited trading history on our common stasken making the selections of our peer companitsn industries related to our
business to be used in the volatility calculatioe,also considered the stage of development, sddilmancial leverage of potential compars
companies. Our historical volatility and impliediatility are weighted based on certain qualitafi@etors and combined to produce a single
volatility factor.

We estimate our forfeiture rate based on an arsbfsbur actual forfeitures and will continue tabiate the appropriateness of the
forfeiture rate based on actual forfeiture experggranalysis of employee turnover behavior andrdtdwors. Quarterly changes in the
estimated forfeiture rate can have a significafgatfon reported stock-based compensation expasgbe cumulative effect of adjusting the
rate for all expense amortization is recognizeth@eperiod the forfeiture estimate is changed.rthased forfeiture rate is higher than the
previously estimated forfeiture rate, an adjustni@made that will result in a decrease to thekstmmsed compensation expense recognized ir
the consolidated financial statements. If a revieefktiture rate is lower than the previously estied forfeiture rate, an adjustment is made th:
will result in an increase to the stock-based campton expense recognized in the consolidateddinhstatements.

As we accumulate additional employee stbelsed awards data over time and as we incorpoiateeirdata related to our common stc
we may calculate significantly different volatiés, expected lives and forfeiture rates, whichaoodterially impact the valuation of our stock-
based awards and the stock-based compensationsexitert we will recognize in future periods. Stbelsed compensation expense is recc
in our cost of revenues, research and developmgeinses, and selling, general and administratipemses.

In August 2012, to create incentives for continleed) term success beyond the Model S program antbsely align executive pay with
increases in stockholder value, our Board of Daescgranted 5,274,901 stock options to our CEO (@Eént). The CEO Grant consists of ten
vesting tranches with a vesting schedule basedegntin the attainment of both performance condgiand market conditions, assuming
continued employment and service to us through easting date.

Each of the following ten vesting tranches requae®mbination of one of the performance achieveseutlined below and an
incremental increase in our market capitalizatibi40 billion, as compared to the initial markeptalization of $3.2 billion.

» Successful completion of the Model X Engineeringtétype (Alpha)
»  Successful completion of the Model X Vehicle Prgpet (Beta).
» Completion of the first Model X Production Vehic
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»  Successful completion of the Gen Il Engineeringttype (Alpha).
» Successful completion of the Gen Il Vehicle Propet (Beta)

» Completion of the first Gen Ill Production Vehic

e Gross margin of 30% or more for four consecutivartgrs;

e Aggregate vehicle production of 100,000 vehic

» Aggregate vehicle production of 200,000 vehicles

» Aggregate vehicle production of 300,000 vehic

The term of the CEO Grant will be ten years, sa¢ ift@ny vesting tranches remain unvested afteirakipn of the CEO Grant, they will
be forfeited. In addition, our CEO will forfeit amyvested options if he is terminated as CEO ofabmpany, whether for cause or otherwise.

Stock-based compensation expense associated witbED Grant is recognized for each performanceitiondver the vesting period
beginning at the point in time that the relevanfgenance condition is considered probable of beira, regardless as to whether the related
market condition is ever met (though meeting theketacondition would also be required in ordertfoe related options to ultimately vest).

We measured the fair value of the CEO Grant usiktpate Carlo simulation approach with the followiagsumptions: risk-free interest
rate of 1.65%, expected term of ten years, expeaatdility of 55% and dividend yield of 0%.

Unadjusted Error in 2009

In June 2010, we identified an error related touhderstatement in stock-based compensation exgebsequent to the issuance of the
consolidated financial statements for the year didlecember 31, 2009.

In the fourth quarter of 2009, we granted certéicls options for which a portion of the grant wasniediately vested. We erroneously
accounted for the expense on a straight-line lma@sthe term of the award, while expense recagmihould always be at least commensurat
with the number of awards vesting during the perfsla result, selling, general and administraéixpenses and net loss for the year ended
December 31, 2009 were understated by $2.7 millibie. error did not have an effect on the valuatibthe stock options. As stock-based
compensation expense is a non-cash item, theraavaspact on net cash used in operating activibeshe year ended December 31, 2009.

To correct this error, we recorded additional stbaked compensation of $2.4 million during theehr®nths ended June 30, 2010. We
considered the impact of the error on reportedaipey expenses and trends in operating resultslatetmined that the impact of the error was
not material to previously reported financial infation as well as those related to the three mambed June 30, 2010.

Common Stock Valuation

Since the completion of our IPO on July 2, 2010 glarposes of option pricing and valuations, ounomn stock has been valued by
reference to its publicly traded price. Prior te tRO, we historically granted stock options wixereise prices equal to the fair value of our
common stock as determined at the date of granubyoard of Directors. Because there was no pubéicket for our common stock, our
Board of Directors determined the fair value of oammon stock by considering a number of objeciveé subjective factors, including the
following:

» our sales of convertible preferred stock to uneglahird parties
e our operating and financial performan
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» the lack of liquidity of our capital stoc
e trends in our industry
» arm’'s length, thir-party sales of our stock; al
e contemporaneous valuations performed by an uncethted-party.
There is inherent uncertainty in these estimatdsifane had made different assumptions than thaesel uthe amount of our stock-based
compensation expense, net loss and net loss per afmounts could have been significantly differdie following table summarizes, by gri

date, the number of stock options granted duriegsth months prior to the completion of our IPOJaity 2, 2010, and the associated per shar
exercise price, which equaled the fair value of@ammon stock for each of these grants.

Exercise

Price and

Fair Value

per Share o

Number of
Options Common
Grant Date Granted Stock

March 3, 2010 402,66( 9.9¢
April 28, 2010 256,32( 13.2¢
June 12, 201 1,135,71I 14.1

Included in the December 4, 2009 awards, were §97R1stock options granted to our Chief Executifiic€r (CEO) comprised of two
grants. In recognition of his and our company’si@ebments and to create incentives for future sg;abe Board of Directors approved an
option grant representing 4% of our futljjuted share base prior to such grant as of Deeedhp2009, or 3,355,986 stock options, with 14f
the shares vesting immediately, and 1/36th of ¢éimeaining shares scheduled to vest each month lorgm years, assuming continued
employment through each vesting date. In additiocreate incentives for the attainment of cleafguenance objectives around a key element
of our current business plan—the successful laamchcommercialization of Model S—the Board of Diogs approved additional options
totaling an additional 4% of our fully-diluted skarprior to such grant as of December 4, 2009, avitasting schedule based entirely on the
attainment of performance objectives as followspasng Mr. Musk’s continued service to us throughlevesting date:

» 1/4th of the shares subject to the option are sdhddo vest upon the successful completion of MIGdEngineering Prototyp:
» 1/4th of the shares subject to the option are sdhddo vest upon the successful completion of NMiSd€alidation Prototype
» 1/4th of the shares subject to the option are sdbhddo vest upon the completion of the first Mo8dProduction Vehicle; ar
» 1/4th of the shares subject to the option are sdbhddo vest upon the completion of the 10,000ttdM@& Production Vehicle

If Mr. Musk does not meet one or more of the abmiestones prior to the fourth anniversary of tlhedof grant, he will forfeit his right
to the unvested portion of the grant.

Due to the significant number of stock options ¢gdrto our CEO, we valued these December 2009gantising the following grant-
specific Black-Scholes assumptions: risk-free ederate of 1.7%, expected term of 4.1 years, dgdaolatility of 70% and dividend yield of
0%.

Included in our June and September 2010 stock mtiants were 666,300 and 20,000 stock optiongeparespectively, to various
members of our senior management with a vestingdsdb based entirely on the attainment of the gaenfermance objectives as those
outlined for Mr. Musk above.
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Warrants

We have accounted for our freestanding warranggitohase shares of our convertible preferred stsdlabilities at fair value upon
issuance. We have recorded the warrants as atljdidicause the underlying shares of convertibddgored stock are contingently redeemable
and, therefore, may obligate us to transfer aggetsme point in the future. The warrants are stilbijere-measurement to fair value at each
balance sheet date and any change in fair vallee@gnized as a component of other expense, n#teaconsolidated statements of operation:

We have issued a warrant to the DOE to purchaseslodour common stock at an exercise price &4per share and a warrant to
purchase up to 5,100 shares of our common stoak ekercise price of $8.94 per share. BeginninBerember 15, 2018 and until
December 14, 2022, the shares subject to purcher these warrants will become exercisable intgtgramounts depending on the average
outstanding balance of the DOE Loan Facility dutimg prior quarter. The warrants may be exercisgil December 15, 2023. If we prepay
the DOE Loan Facility in part or in full, the to@mount of shares exercisable under the warratitbevieduced. Since the number of shares ¢
common stock ultimately issuable under the warraiits/ary, these warrants will be carried at thegtimated fair value with changes in their
fair value reflected in other expense, net, uhgiit expiration or vesting.

Since the number of shares ultimately issuable wideDOE warrants will vary depending on the agerautstanding balance of the Ic
during the contractual vesting period, and decistonprepay would be influenced by our future stpidke as well as the interest rates on our
loans in relation to market interest rates, we mebthe fair value of the DOE warrant using a Mo@arlo simulation approach. The Monte
Carlo approach simulates various scenarios andiegpthe optimal decisions to be made between pirepthe DOE loan and the cancellation
of the DOE warrant over the expected term of theeED@an Facility of 13 years. For the purposes efdimulation, the optimal decision
represents the scenario with the lowest econonsittoaus. The total warrant value would then beuwdated as the average warrant payoff
across all simulated paths discounted to our viainatate.

The significant assumptions that we use in theatan of the DOE warrant include similar assumpiosed in the valuation of otherw
featureless stock warrants at various simulateckgtaces, as well as the interest rate differéidween the interest rates under our DOE
Loan Facility and market interest rates for compamiomparable to us. The estimated value of ook starrant requires us to use a Black-
Scholes option-pricing model, which incorporategesal assumptions that are subject to significamhagement judgment as is the case for
stock-based compensation discussed above. Theedliffel between the interest rates under our DO&nLfeacility and market interest rates is
derived from the credit spread data of severallated public companies within industries relatedto business. As the average simulated
value of our stock warrant increases relative eodfedit spread of our comparator companies, thedéue of our DOE warrant decreases si
the economic cost of prepaying our outstandingdaarder the DOE Loan Facility and replacing thedfuwith market interest rate debt, would
be lower than the economic cost associated witllifliéon caused by the vesting of warrants. Sirhileas the credit spread of our comparator
companies increases relative to the average sietliatiue of our stock warrant, the fair value of BOE warrant increases since the econc
cost associated with prepaying our outstandingdasrder the DOE Loan Facility and replacing thedBiwith market interest rate debt is
higher than the economic cost associated with ilh&ah caused by the vesting of warrants, anddfeee, we would not prepay our outstanc
DOE debt and we would allow a higher number of aats to vest. Prior to completion of our IPO, the ¥alue of the DOE warrant was
included within the convertible preferred stock raat liability on the consolidated balance shegiotthe completion of our IPO on July 2,
2010, this warrant was reclassified on our constdid balance sheet from convertible preferred staukant liability to common stock warrant
liability. The DOE warrant will continue to be reded at its estimated fair value with changes ifttir value reflected in other expense, net,
as the number of shares of common stock ultimasslyable under the warrant is variable until itpietion or vesting. The relative
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movements in our stock price as compared to thditspread of our comparator companies will resuftir value changes being recorded in
other expense, net, in future periods which magigeificant.

Excluding the warrant issued to the DOE in Jan2&30, we estimated the fair value of other pre-te@vertible preferred stock
warrants using a Black-Scholes option-pricing madeich used several assumptions that were sulgesighificant management judgment as
is the case for stock-based compensation as dextadmve. Upon the completion of our IPO in Jul§®dhese convertible preferred stock
warrants outstanding as of June 30, 2010, weralged with changes in value being charged to inc@me the warrants were net exercised
and the related convertible preferred stock wariahility was settled and recorded in shareholdegsiity.

Income Taxes

We record our provision for income taxes in oursmitlated statements of operations by estimatimgaxes in each of the jurisdictions
in which we operate. We estimate our actual cuti@nexposure together with assessing temporafgrdiices arising from differing treatment
of items recognized for financial reporting versas return purposes. In general, deferred tax assptesent future tax benefits to be received
when certain expenses previously recognized irconsolidated statements of operations become dbluekpenses under applicable income
tax laws, or loss or credit carryforwards are eéitl. Valuation allowances are recorded when negegsaeduce deferred tax assets to the
amount expected to be realized.

Significant management judgment is required in mheiténg our provision for income taxes, our defdrtax assets and liabilities and any
valuation allowance recorded against our net dedetaix assets. We make these estimates and judgatamit our future taxable income that
are based on assumptions that are consistent witfuture plans. As of December 31, 2012, we hadnded a full valuation allowance on our
net deferred tax assets because we expect tkanhirie likely than not that our deferred tax asa@tsot be realized in the foreseeable future.
Should the actual amounts differ from our estimates amount of our valuation allowance could béemially impacted.

Furthermore, significant judgment is required imlexating our tax positions. In the ordinary cour§business, there are many
transactions and calculations for which the ultenatx settlement is uncertain. As a result, wegeze the effect of this uncertainty on our tax
attributes based on our estimates of the eventuuiabme. These effects are recognized when, despitbelief that our tax return positions are
supportable, we believe that it is more likely timet that those positions may not be fully sustinpon review by tax authorities. We are
required to file income tax returns in the Uniteet8s and various foreign jurisdictions, which rieggius to interpret the applicable tax laws
and regulations in effect in such jurisdictionscBueturns are subject to audit by the variousrfdstate and foreign taxing authorities, who
may disagree with respect to our tax positions.bBaleeve that our accounting consideration is adexfox all open audit years based on our
assessment of many factors, including past expeiand interpretations of tax law. We review andate our estimates in light of changing
facts and circumstances, such as the closingaf audit, the lapse of a statute of limitations@naterial change in estimate. To the extent th:
the final tax outcome of these matters differs fraum expectations, such differences may impactriretax expense in the period in which ¢
determination is made. The eventual impact on memme tax expense depends in part if we still lzavaluation allowance recorded against
our deferred tax assets in the period that sudriakation is made.
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Results of Operations

The following table sets forth our consolidatedestzents of operations data for the periods preddimahousands, except per share
data):

Year Ended December 31

2012 2011 2010
Revenues
Automotive sale! $ 385,69 $ 148,56¢ $ 97,07¢
Development service 27,55 55,67 19,66¢
Total revenue 413,25¢ 204,24 116,74
Cost of revenues
Automotive sale: 371,65¢ 115,48 79,98.
Development service 11,53: 27,16¢ 6,03
Total cost of revenue 383,18¢ 142,64 86,01
Gross profit 30,06 61,59: 30,73:
Operating expense:!
Research and developmt 273,97¢ 208,98 92,99¢
Selling, general and administrati 150,37. 104,10: 84,57
Total operating expens: 424,35( 313,08: 177,56¢
Loss from operation (394,28) (251,489 (146,83
Interest incom 28¢ 25E 25¢
Interest expens (254 (43) (992)
Other expense, n (1,829 (2,646 (6,589
Loss before income tax (396,07) (253,92) (154,15Y
Provision for income taxe 13€ 48¢ 17z
Net loss $(396,21) $(254,41) $(154,32))
Revenue:

Automotive Sales

Automotive sales, which include vehicle, options aglated sales, and powertrain component andeceksles, consisted of the following
for the periods presented (in thousands):

Year Ended December 31

2012 2011 2010
Vehicle, options and related sales $354,34« $101,70¢ $75,45¢
Powertrain component and related si 31,35¢ 46,86( 21,61¢
Total automotive sale $385,69¢ $148,56¢ $97,07¢

Automotive sales for the year ended December 312 2¢ere $385.7 million, an increase from $148.8iamilfor the year ended
December 31, 2011. Vehicle, options and relategss@present sales of Model S and the Tesla Roantstieiding vehicle options, accessories
and destination charges, vehicle service and sélearo emission vehicle and greenhouse gas emissgulatory credits to other automotive
manufacturers. Powertrain component and relatex$ sapresent the sales of electric vehicle powert@mponents and systems, such as
battery packs and drive units, to other manufacsure

Vehicle, options and related sales for the yeaedridecember 31, 2012 were $354.3 million, an irerdeom $101.7 million for the year
ended December 31, 2011. The increase in vehipt®res and related sales
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was primarily attributable to the commencement aidigl S customer deliveries in June 2012 and sulesegamp as well as sales of regula
credits, partially offset by a decrease in the nends Tesla Roadsters sold as we completed pramuofithe Tesla Roadster in January 2012
and have been selling our remaining inventory pritn&n Europe and Asia.

Vehicle, options and related sales for the yeaedridecember 31, 2012 included regulatory credissaf $40.5 million compared to
regulatory credit sales of $2.7 million for the yeaded December 31, 2011. The significant incre@apeoduction and delivery of vehicles in
the United States allowed us to sell more regwatoedits to other automotive manufacturers.

Powertrain component and related sales for the gieded December 31, 2012 were $31.4 million, aedesgr from $46.9 million for the
year ended December 31, 2011. The decrease in paimezomponent and related sales was primarilytddewer shipments of battery pac
and chargers to Daimler. Production for both theider Smart fortwo and A-Class EV programs was tafigally completed as of
December 31, 2011. During the three months endedhvizil, 2012, we began supplying powertrain systeni®yota under the RAV4 EV
supply and services agreement and recognized $#8idn for the year ended December 31, 2012.

Automotive sales for the year ended December 311 2¢ere $148.6 million, an increase from $97.liomlifor the year ended
December 31, 2010.

Vehicle, options and related sales for the yeaedridecember 31, 2011 were $101.7 million, an irerdeom $75.5 million for the year
ended December 31, 2010. The increase in vehipt®res and related sales was primarily attributablan increase in the number of Tesla
Roadsters that we sold, particularly in North Aroarand Asia, coupled with slightly higher averagiireg prices. Under our supply agreement
with Lotus, we have built 2,500 Roadster gliders.

In February 2010, we began offering a leasing @agto qualified customers in the United StategsHerTesla Roadster. Through our
wholly owned subsidiary, qualifying customers aeemitted to lease the Tesla Roadster for 36 moaftes; which time they have the option of
either returning the vehicle to us or purchasirfgrita pre-determined residual value. We accounttfese leasing transactions as operating
leases and accordingly, we recognize leasing reaseon a straightne basis over the term of the individual leadesase revenues are recort
in vehicle, options and related sales within autivecsales revenue and for the years ended Dece®ib@011 and 2010, we recognized $3.0
million and $0.8 million, respectively. During tlyears ended December 31, 2011 and 2010, approxyn@dteand 14% of the vehicles
delivered during those years were under operatiages.

Powertrain component and related sales for the gieded December 31, 2011 were $46.9 million, arease from $21.6 million for the
year ended December 31, 2010. The increase in paivecomponent and related sales was primarilytdwsggnificant shipments of batte
packs and chargers to Daimler. We began delivdrattgry packs and chargers for the Daimler SmatwfEV program at the end of 2009,
and for the Daimler A-Class EV program late in finerth quarter of 2010. Production for both the &rfartwo and A-Class EV programs was
completed as of December 31, 2011.

Development Services

Development services represent arrangements whetewelop electric vehicle powertrain componentsgystems for other automobile
manufacturers, including the design and developroEbattery packs, drive units and chargers to rmestomer’s specifications. Development
services revenue for the year ended December 3P, ®8s $27.6 million, a decrease from $55.7 milfianthe year ended December 31, 2(

During the fourth quarter of 2011, Daimler engagedo assist with the development of a full elegh@wertrain for a Daimler Mercedes-
Benz B-Class EV vehicle. In 2012, we received twechase orders from Daimler to begin
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development work and also entered into a sepaeatelabment agreement under which we would compigti®us milestones and deliver
prototype samples. During the year ended Decemhe2®L2, we recognized a total $15.9 million inelepment services revenue related to
the Mercedes-Benz B-Class EV program.

In July 2010, we entered into an agreement withofayo initiate development of an electric powentfar the Toyota RAV4. Under this
Phase 0 development agreement, prototypes were lnyagkeby combining the Toyota RAV4 model with aslBeelectric powertrain. In
October 2010, we also entered into a Phase 1 obiseavices agreement with Toyota for the develogroéa validated powertrain system,
including a battery, power electronics module, mogearbox and associated software, which woulthtegrated into an electric vehicle
version of the Toyota RAV4.

During the year ended December 31, 2011, we coetpharious milestones and delivered several sanupléer the Phase 1 agreement
and we also delivered all development services utigePhase 0 agreement. Development servicesuewarder these arrangements with
Toyota for the year ended December 31, 2011 wa®3$6Blion.

During the three months ended March 31, 2012, wepbeted our remaining milestones and delivered sasnmder the Phase 1
agreement and recognized $10.7 million in develograeervices revenue.

Development services revenue for the year endeérleer 31, 2011 was $55.7 million, an increase a7 million for the year ende
December 31, 2010.

During the first quarter of 2010, Daimler engagsedaiassist with the development and productioa lodttery pack and charger for a
fleet of its A-Class electric vehicles to be intnoeéd in Europe during 2011. We began providing ibgreent services for this program during
the first quarter of 2010 and had received an agdesof $5.5 million in payments; however, as we hat executed a final agreement relate
this program as of March 31, 2010, we deferredsi® million of payments that had been receivedhf@aimler to that point. In May 2010,
we executed a final agreement under which Daimtarlvmake additional payments to us for the sudakssmpletion of certain developme
milestones and the delivery of prototype samplesoffDecember 31, 2010, we had completed our delbles under this agreement and fot
year ended December 31, 2010, we recognized $1i#lidmin development services reveni

In July 2010, we entered into an agreement withofayo initiate development of an electric powentfar the Toyota RAV4 EV. Under
this Phase 0 development agreement, prototypesivib@uimade by us by combining the Toyota RAV4 maedti a Tesla electric powertrain.
Through June 30, 2011, we had completed all prptotsehicles under the Phase 0 agreement and fgetire ended December 31, 2011 and
2010, we recognized $7.6 million and $1.3 milliardievelopment service revenue, respectively.

In October 2010, we also entered into a Phase ttamirservices agreement with Toyota for the dgumlent of a validated powertrain
system, including a battery pack, power electronicslule, motor, gearbox and associated softwarehwhill be integrated into an electric
vehicle version of the Toyota RAV4. Pursuant t@ igreement, Toyota would pay us up to $60.0 millay the anticipated development
services to be provided by us over the expected térour performance, including a $5.0 million upft payment that we received upon the
execution of the agreement. During the year endszeber 31, 2011 and 2010, we completed variolestoiles and delivered samples unde
the Phase 1 agreement. Including the amortizafi@uoupfront payment, for the years ended Decer8lkeP011 and 2010, we recognized
$47.4 million and $3.3 million in development seas revenue, respectively, under the Phase 1 agntem
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Cost of Revenues and Gross Profit
Cost of revenues includes cost of automotive saelscosts related to our development services.

Cost of automotive sales for the year ended DeceBthe2012 was $371.7 million, an increase from38 Inillion for the year ended
December 31, 2011. Cost of automotive sales inslgitect parts, material and labor costs, manufexgoverhead, including amortized
tooling costs, royalty fees, shipping and logistists and reserves for estimated warranty expe@sss.of automotive sales also includes
adjustments to warranty expense and charges te doivn the carrying value of our inventory wheexteeds its estimated net realizable v
and to provide for obsolete and on-hand inventorgxcess of forecasted demand. We also recognagehthrough cost of automotive sales
to provide for non-cancellable purchase ordersrfeentory deemed to be obsolete or in excess ofeadizable value. The increase in cost of
automotive sales was driven primarily by the comoeament of Model S deliveries in June 2012 as wee#lactric powertrain component and
systems sales to Toyota as we began to deliveruhed oyota RAV4 EV supply and services agreemgantjally offset by a decrease in the
number of Roadster deliveries and battery packschadyers delivered to Daimler.

Cost of development services for the year endeg:dber 31, 2012 was $11.5 million, a decrease fram2Zbmillion for the year ended
December 31, 2011. Cost of development servicdsdas engineering support and testing, direct paréderial and labor costs, manufacturing
overhead, including amortized tooling costs, shigmnd logistic costs and other development exgeihise we incur in the performance of our
services under development agreements. The dedreesst of development services was driven prilmdoy our activities for the Toyota
RAV4 EV program which we substantially completeding the three months ended March 31, 2012, pbridiset by costs associated with
development activities related to the Mercedes-B&itdass EV program which we commenced in 2012.

Gross profit for the year ended December 31, 2042 $80.1 million, a decrease from $61.6 milliontfor year ended December 31,
2011. The decrease for the year ended Decemb@032, compared to the year ended December 31, @kldriven primarily by the
commencement of Model S deliveries and the assatidrly stage cost inefficiencies including lofeed cost absorption, manufacturing
inefficiencies related to production ramp, high@tial parts costs and higher logistics costs assapply chain took time to mature as well as
lower sales of the Tesla Roadster, partially offsethe sales of regulatory credits which carryassociated cost of revenues.

Cost of revenues for the year ended December 31, @@s $142.6 million, an increase from $86.0 wnillfor the year ended
December 31, 2010. The increase in cost of autematles for the year ended December 31, 2011 sxandorimarily by an increase in the
number of vehicles that we sold and the increabgmhents of battery packs and chargers to Dairiiler began delivering battery packs and
chargers for the Daimler Smart fortwo EV progranthatend of 2009 and for the Daimler A-Class EVgpam at the end of 2010. Cost of
development services includes engineering suppartesting, direct parts, material and labor casemufacturing overhead, including
amortized tooling costs, shipping and logistic s@std other development expenses that we incteipérformance of our services under
development agreements. The increase in cost @l@awent services was driven primarily by our atieg for the Toyota RAV4 EV program
which began in the second half of 2010.

Gross profit for the year ended December 31, 2044 $61.6 million, an increase from $30.7 million ioe year ended December 31,
2010. The increase was driven primarily by higtedes of the Tesla Roadster coupled with higherageeselling prices and ongoing cost
improvement program on the Roadster, increasednshifs of battery packs and chargers to Daimlenedisas gross profit from our
development services activities which we expanddtie latter half of 2010 with the Toyota RAV4 Exbgram.

Research and Development Expent

Research and development expenses consist primaplsrsonnel costs for our teams in engineerirgrasearch, supply chain, quality,
manufacturing engineering and manufacturing teghmizations, prototyping
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expense, contract and professional services andiaetbequipment expense. Overhead costs relatéa tbesla Factory prior to the start of
production of Model S are also included in reseanmth development expenses. Also included in researd development expenses are
development services costs that we incur, if angy o the finalization of agreements with our dBpment services customers as reaching a
final agreement and revenue recognition is notrassuDevelopment services costs incurred aftefitiadization of an agreement are recorded
in cost of revenues.

Research and development expenses for the yead &wtember 31, 2012 were $274.0 million, an inadesm $209.0 million for the
year ended December 31, 2011. The $65.0 millioresse in research and development expenses dhangéar ended December 31, 2!
consisted primarily of a $54.3 million increaseemployee compensation expenses from higher heaj@®23.1 million increase in office,
information technology and facilities-related castsupport the growth of our business, a $15.lianiincrease in stock-based compensation
expense related to a larger number of outstandingyeawards due to additional headcount and gélgena increasing common stock
valuation applied to new grants, and a $3.3 millimrease in shipping charges for prototype mdeeimeurred in the first half of 2012. The
increase was partially offset by a $30.9 millio@®se in materials and prototyping expenses pitiniarsupport our Model S beta and rele
candidate builds as well as powertrain developraetitities.

Research and development expenses for the yead @ateember 31, 2011 were $209.0 million, an inadssm $93.0 million for the
year ended December 31, 2010. The $116.0 milliorease in research and development expenses doerygar ended December 31, 2!
consisted primarily of a $38.1 million increaseamaterials and prototyping expenses primarily tgpsupour Model S alpha and beta builds,
overhead costs related to the Tesla Factory, poawerevelopment activities, a $30.9 million ingean costs related to Model S and Model X
engineering, design and testing activities incubrgaur suppliers, a $30.4 million increase in esgpe compensation expenses from higher
headcount, a $9.7 million increase in stock-basedpensation expense related to a larger numbartstamding equity awards and generally
an increasing common stock valuation applied to geamts, and a $7.0 million increase in officepmfiation technology and facilities-related
costs to support the growth of our business.

Selling, General and Administrative Expens

Selling, general and administrative expenses cbpgisarily of personnel and facilities costs rel&to our Tesla stores, marketing, sales
executive, finance, human resources, informatiohrielogy and legal organizations, as well as litayasettlements and fees for professional
and contract services.

Selling, general and administrative expenses ®tar ended December 31, 2012 were $150.4 mibioincrease from $104.1 million
for the year ended December 31, 2011. The $461®mihcrease in our selling, general and admiatste expenses during the year ended
December 31, 2012 consisted primarily of a $24 [8aniincrease in employee compensation expendateceto higher sales and marketing
headcount to support sales activities worldwide lsigtier general and administrative headcount tpsufhe expansion of the business, a $9.
million increase in office, information technologyd facilitiesrelated costs to support an expanded store anitserstwork and the growth
our business in general, a $6.0 million increasstdckbased compensation expense related to a largeranwhbutstanding equity awards
to additional headcount and generally an increasimgmon stock valuation applied to new grants,af6.0 million increase in professional
and outside services costs.

Selling, general and administrative expenses fytar ended December 31, 2011 were $104.1 mibioincrease from $84.6 million
for the year ended December 31, 2010. The $19l®mihcrease in our selling, general and admiatste expenses during the year ended
December 31, 2011 consisted primarily of a $12 loniincrease in employee compensation expendateckto higher sales and marketing
headcount to support sales activities worldwide laigtier general and administrative headcount tparighe expansion of the business, a
$4.1 million increase in office, information techogy and facilities-related costs to support the
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growth of our business, a $2.4 million increaspriofessional and outside services costs, and arfiillidn increase in costs principally related
to our Tesla store and gallery openings. The irsgésalso attributable to a $1.0 million increfsstock-based compensation expense relatec
to a larger number of outstanding equity awardsgereerally an increasing common stock valuatiodiegpo new grants. The increase for the
year ended December 31, 2011 was partially offgetrbadditional stoc-based compensation charge of $2.4 million recaghturing the year
ended December 31, 2010, which reflected a coordif stock-based compensation expense that shaukelbeen recorded during the year
ended December 31, 2009.

Interest Expenst

Interest expense is incurred primarily from oumsander the DOE Loan Facility to fund our Modedrf8l powertrain activities, and as of
August 2012, we have fully drawn down on the DORh&acility. Interest expense for the year endeckber 31, 2012 and 2011 was $7.9
million and $5.1 million, respectively. We havetbiscally capitalized this interest to constructiarprogress while the Tesla Factory and our
manufacturing assets for Model S and future vebialere being constructed for their intended useirguhe years ended December 31, 2012
and 2011, we capitalized $7.6 million and $5. 1 ignillof interest expense to construction in progresspectively.

Interest expense for the year ended December 30, ®8s $1.0 million. As significant constructiontbé Tesla Factory and our Model S
manufacturing assets had not yet begun, less sttemes capitalized to construction in progressGh®

Other Expense, Net

Other expense, net, consists primarily of the changhe fair value of our warrant liabilities atmensaction gains and losses on our
foreign currency-denominated assets and liabilitiée expect our transaction gains and losses ail} depending upon movements in the
underlying exchange rates. The DOE common stockantliability is carried at its estimated fair ualwith changes in its fair value continu
to be reflected in other expense, net, until ifgietion or vesting.

Other expense, net, for the year ended Decemb@03P2, was $1.8 million, a decrease in expense credfa other expense, net, of $2.6
million for the year ended December 31, 2011. Téerelase in expense for the year ended Decemb2032 ,was primarily due to a favorable
foreign currency exchange impact from our foreigrrency-denominated liabilities, partially offset the fair value change in our common
stock warrant liability during the year ended Debem31, 2012 resulting from a higher stock price.

Other expense, net, for the year ended Decemb@031, was $2.6 million, a decrease from other egpenet, of $6.6 million for the
year ended December 31, 2010. The decrease in sxjpanthe year ended December 31, 2011 was phntare to the elimination of warra
liabilities, excluding the DOE warrant liabilitypon the completion of our IPO in July 2010.

Provision for Income Taxe:

Our provision for income taxes for the year endeddnber 31, 2012 was $0.1 million, a decrease $0@:15 million for the year ended
December 31, 2011. The decrease was due primarihetdecrease in taxable income in our internatipmisdictions as we were concluding
sales of the Tesla Roadster.

Our provision for income taxes for the year ended@nber 31, 2011 was $0.5 million, an increase $6r2 million for the year ended
December 31, 2010. The increase was due primarilye increase in taxable income in our internaigurisdictions.

Liquidity and Capital Resources

Since inception and through the year ended DeceBhe2012, we had accumulated net operating laxfsg$.07 billion and have used
$709.2 million of cash in operations. As of Decembk, 2012, we had $221.0 million
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in principal sources of liquidity available frommeash and cash equivalents in the amount of $281li®n which included investments in
money market funds, and cash of $14.9 million diépdsn a dedicated DOE account in accordance thgtrequirements of our DOE Loan
Facility to pre-fund our quarterly DOE loan repayrnef principal and interest that will come dueMarch 15, 2013.

Other sources of cash include cash from the séletdel S, refundable reservation payments for M&land Model X, sales of
regulatory credits, cash from the provision of depment services and sales of powertrain comporaerdssystems.

In February 2013, we made a pre-funding payme#tldf6 million for principal and interest that witbme due on June 15, 2013 into a
dedicated debt service reserve account in accoedaith the pre-funding requirements under the D@B&rLFacility.

We expect that our current sources of liquiditgluding cash, cash equivalents, cash held in odicdteed DOE account, together with
our current projections of cash flow from operataugivities, will provide us adequate liquidity inte reach expected profitability in 2013,
based on our current plans. These capital souritlesnable us to fund our ongoing operations, awmiresearch and development projects,
including those for our planned Model X crossoestablish sales and service centers and to makewbstments in tooling and manufactur
capital required to introduce Model X.

As of August 31, 2012, we have fully drawn down temaining funds available under the DOE Loan RgciThese funds have been
used to develop and produce Model S, grow our pmaiarcapabilities and develop the Tesla Factohe @evelopment of future vehicles,
investments in new technologies, increased in-sogi@f manufacturing capabilities, investmentsxpand our powertrain activities or
investments to further expand our sales and sengbgork, may require us to raise additional futideugh the issuance of equity, equity-
related or debt securities or through obtaininglitré\iso, should prevailing economic conditiongléor financial, business or other factors
adversely affect the estimates of our future caslirements, we could be required to fund our caghirements through additional or
alternative sources of financing. We cannot beagethat additional funds will be available to usfavorable terms when required, or at all.

DOE Loan Facility

On January 20, 2010, we entered into a loan faeilith the Federal Financing Bank (FFB), and theE)@ursuant to the ATVM
Incentive Program. We refer to the loan facilityiwihe DOE, as amended, as the DOE Loan Facillig. DOE Loan Facility requires, among
other things, that we comply with certain finanaalenants and fund a debt service account. Thadial covenants include a minimum
current ratio, which is a ratio of our current asge our current liabilities (taking into accowefrtain categorical exclusions); a minimum fixed
charge coverage ratio, which is a ratio of constéd adjusted EBITDA to consolidated fixed chargesi a maximum ratio of total liabilities
to stockholder equity. The DOE Loan Facility wasesaied in June 2011 to expand our cash investméionspin February 2012 to modify t
timing of certain future financial covenants andding of the debt service reserve account, in dumeDecember 2012 to allow us to effect
certain initiatives in our business plan. In Sepien2012, we entered into an amendment with the B@E (i) removed our obligation to
comply with the current ratio financial covenant floe third quarter of 2012; (ii) amended our furidrequirements for the dedicated debt
service reserve account to (a) postpone until Febrii5, 2013, $14.6 million of the $28.8 milliorepiunding payment originally due on
October 15, 2012; and (b) make additional pre-faggiayments, beginning June 15, 2013, of betwedr2$tillion to $14.5 million each
quarter to pre-fund the quarterly principal aneéiest payments due from September 15, 2013 thrideghmber 15, 2014; and (iii) added a
covenant requiring us to work in good faith witle tDOE to develop an early repayment plan for otstanding DOE Loan Facility on terms
satisfactory to the DOE. We entered into anothezradment with the DOE in March 2013 that, among rothiags: (i) modified certain future
financial covenants; (ii) accelerated the matuwléye of the DOE Loan Facility to December 15, 2({iii§;created an obligation to repay
approximately 1.0% of the outstanding principal enthe DOE Loan Facility on or before June 15, 2@t@l (iv) created additional contingent
obligations based on excess cash flow that maytresaccelerated repayment of the DOE Loan Faciarting in 2015. The original
amortization schedule for the DOE Loan Facilityig affected by this recent amendment, and sodbegkrvice payments remain the same
until the new maturity date when all outstandingre under the DOE Loan Facility are to be repaid.
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As of August 31, 2012, we have fully drawn down #dfierementioned facilities.

Our DOE Loan Facility draw-downs were as follows tfiousands):

Beginning balance, January 20, 2010
Draw-downs received during the three months ended Mat¢cR201C
Draw-downs received during the three months ended Jon203.0
Draw-downs received during the three months ended Ségied®, 201(
Draw-downs received during the three months ended Deee&ih 201(
Remaining balance, December 31, 2
Draw-downs received during the three months ended Mat¢c2011
Draw-downs received during the three months ended Jon203.1
Draw-downs received during the three months ended Ségted®, 201:
Draw-downs received during the three months ended Deee&1h 201
Remaining balance, December 31, 2
Draw-downs received during the three months ended Mat¢cR2012
Draw-downs received during the three months ended Jon203.2
Draw-downs received during the three months ended Ségted®, 201:
Remaining balance, December 31, 2

Loan Facility Available

for Future Draw-
downs

$

465,04

(29,920
(15,499
(11,13%)
(15,277)

393,22

(30,65¢)
(31,697
(90,82:)
(51,257)

188,79

(84,26
(71,279
(33,25¢)

$

Interest rates

2.9%-3.4%
2.5%-3.4%
1.7%-2.€%
1.7%-2.8%

2.1%-3.C%
1.8%-2.7%
1.0%-1.4%
1.0%-1.5%

0.9%-1.6%
1.0%-1.3%
1.0%-1.2%

In December 2012, we paid $14.6 million includihg first quarterly principal payment of $12.7 natliin accordance with the

repayment schedule under the DOE Loan Facility.

In February 2013, we pre-funded $14.6 million fthpaincipal and interest that will come due on duirb, 2013 into a dedicated debt
service reserve account in accordance with thdysréing requirement under the DOE Loan Facility.

For more information on the DOE Loan Facility, $émte 8 to our Consolidated Financial Statementsidex in this Annual Report on

Form 10-K under Item 8. Financial Statements angbfumentary Data.

Follow-on Offering and Concurrent Private Placemest

In June 2011, we completed a follow-on offeringgofnmon stock in which we sold a total of 6,095,8B8@res of our common stock and

received cash proceeds of $172.7 million from tt@ssaction, net of underwriting discounts.

Concurrent with our June 2011 follow-on offering @iso sold 1,416,000 shares of our common stoEkato Musk, our Chief Executive
Officer (CEO) and cofounder, and 637,475 sharesiotommon stock to Blackstar InvestCo LLC, anliatf of Daimler, and received total
cash proceeds of $59.1 million in the private plaests. No underwriting discounts or commissionsewgaid in connection with these private

placements.

In October 2012, we completed a follow-on offerafgcommon stock in which we sold a total of 7,9®4.¢éhares of our common stock

and received cash proceeds of $222.1 million frieim transaction, net of underwriting discounts @hincludes 35,398 shares or $1.0 million

sold to Elon Musk, our CEO and cofounder).

Leasing Activities

In February 2010, we began offering a leasing @ogto qualified customers in the United StatesHerTesla Roadster. Through our

wholly owned subsidiary, qualifying customers aeemitted to lease the Tesla
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Roadster for 36 months, after which time they hiénecoption of either returning the vehicle to ugparchasing it for a pre-determined residual
value.

When compared to our sales of vehicles, our leasitigities will spread the cash inflows that weulbotherwise receive upon the sale
of a vehicle, over the lease term and final diggmsiof the leased vehicle. As such, our cash aoikiwg capital requirements will be directly
impacted and if leasing volume increases signifigathe impact may be material. However, afteinigkinto consideration our current and
planned sources of operating cash, our ability ¢mitor and prospectively adjust our leasing activéts well as our intent to collect
nonrefundable deposits for leased vehicles thamamufactured to specification, we do not belidhat bur leasing operations materially
adversely impact our ability to meet our commitnseartd obligations as they become due. As we vgitl B exposed to credit risk related to
the timely collection of lease payments from oustomers, we intend to utilize our credit approval angoing review processes in order to
minimize any credit losses that could occur anccilitiould adversely affect our financial conditiodaesults of operations. We require
deposits from customers electing a lease optiordbicles built to a customer’s specifications loa $ame timeframe and under the same
circumstances as from customers purchasing oucheshdutright. During the years ended Decembe@311 and 2010, approximately 6% and
14% of the vehicles delivered during these perisdse under operating leases, respectively. As wleshbstantially completed sales of the
Tesla Roadster in North America in early 2012, vwebrobt enter into any new leasing arrangementadutie year ended December 31, 2012.

As of December 31, 2012 and 2011, we had defemeshues of $0.7 million and $0.8 million of dowrypeents which will be
recognized over the term of the individual lea3ésough December 31, 2012, our leasing activityr@shad a significant adverse impact on
our liquidity.

Reservation Payments

Reservation payments consist of fully refundablgnpents that allow potential customers to hold @mestion for the future purchase of a
Model S or Model X. We require an initial refundalbéservation payment of at least $5,000 and theseints are recorded as current liabil
until the vehicle is delivered. The reservationmpant becomes a nonrefundable deposit once themesttas selected the vehicle
specifications and enters into a purchase agreeMéntequire full payment of the purchase pric¢hefvehicle only upon delivery of the
vehicle to the customer. Amounts received by ugssrvation payments are generally not restricseth éheir use by us. Upon delivery of the
vehicle, the related reservation payments are egpigainst the customer’s total purchase pricéhwehicle and recognized in automotive
sales as part of the respective vehicle sale. AegEmber 31, 2012, we held reservation paymentsridelivered vehicles in an aggregate
amount of $138.8 million.

Summary of Cash Flows

Year Ended December 31

2012 2011 2010
Net cash used in operating activit $(266,08) $(128,03¢ $(127,81))
Net cash used in investing activiti (206,93() (162,259 (180,29)
Net cash provided by financing activiti 419,63! 446,00( 338,04!

Revision of Prior Year Amounts

We have revised our consolidated statement of fbasis for the year ended December 31, 2011 to coae immaterial error. Amounts
related to purchases of property and equipmenhd@®11 that were not paid at December 31, 201& empneously included as cash outfl
from investing activities and cash inflows from ogténg activities in our previously issued finaatatements. This revision resulted in a
$13.7 million decrease in purchases of propertyeandpment included in cash flows used in investotyities and a
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corresponding increase in the change in accouyahfmresulting in an increase in cash flows useapierating activities.

There was no impact on previously reported totah@nd cash equivalents, consolidated balancessbeebnsolidated statements of
operations for any of these periods. See Notesill@rto our Consolidated Financial Statements aeduin this Annual Report on Form 10-K
under Item 8. Financial Statements and SupplemeDtata.

Cash Flows from Operating Activities

We continue to experience negative cash flows foperations as we expand our business and builthfvastructure both in the United
States and internationally. Our cash flows fromrapieg activities are significantly affected by auarsh investments to support the growth of
our business in areas such as research and dewwiopmd selling, general and administrative. Owraiing cash flows are also affected by
working capital needs to support growth and flutare in inventory, personnel related expendituaespunts payable and other current asset
and liabilities. We currently expect our cash flfsam operations in the first quarter of 2013 torlear breakeven as we continue to improve
gross margin and incur lower research and developeenses.

Net cash used in operating activities was $266Ilomiduring the year ended December 31, 2012. [&tgest component of our cash
used during this period related to our net los$3%6.2 million, which included non-cash charge$%8.1 million related to stock-based
compensation expense, $28.8 million related toat@ation and amortization and $4.9 million relatednventory write-downs and adverse
purchase commitments. Significant operating casfioses were primarily related to $424.4 million operating expenses, a $194.7 million
increase in inventory and operating lease vehmfes$383.2 million of cost of revenues, patrtiaffiset by a $197.4 million increase in
accounts payable and accrued liabilities, and & $illlion decrease in prepaid expenses and otheemassets.

Inventory increased to meet our planned productguirements for Model S and powertrain componadtsystem sales while the net
increase in accounts payable and accrued liakilti@s due to both the growth of our business amditthing of vendor payments. Significant
operating cash inflows for the year ended DecerBheP012 were comprised primarily of automotiveesaf $385.7 million, a $47.1 million
net increase in reservation payments and $27.@mitif development services revenue.

Net cash used in operating activities was $128Iomifor the year ended December 31, 2011. Thgelstrcomponent of our cash used
during this period related to our net loss of $254illion, which included non-cash charges of $28@iion related to stock-based
compensation expense, $16.9 million related toegation and amortization and $2.8 million relatedhe fair value change in our warrant
liability. Significant operating cash outflows wesemarily related to $313.1 million of operatingpenses, $142.6 million of cost of revenues
and a $13.6 million increase in inventory and ofegdease vehicles, partially offset by a $30.8iom increase in accounts payable and
accrued liabilities, and a $2.6 million increas®iher long-term liabilities. Inventory increasedmeet our production requirements for the
Tesla Roadster as we planned for the final prodaaif the Tesla Roadster and powertrain comporedas s well as leasing activities. The
increase in accounts payable and accrued liakilti@s due to both the growth of our business aaditing of vendor payments.

Significant operating cash inflows during the yeaded December 31, 2011 were comprised primarigutdmotive sales of $148.6
million, $55.7 million of development services raue and a $61.0 million net increase in reservgteyments, partially offset by a
$2.8 million increase in accounts receivable af$d.8 million decrease in deferred revenue. Thee@®e in accounts receivable was related
primarily to receivables from Toyota for shipmeafgpowertrain components under the Toyota RAV4 Hé$e 1 contract services agreement
and shipments of battery packs and chargers to [Baimder the Daimler Smart fortwo and A-Class Evgrams.
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Net cash used in operating activities was $127IBomiduring the year ended December 31, 2010.[&tgest component of our cash
used during this period related to our net los$1d4.3 million, which included non-cash charge$2it.2 million related to stock-based
compensation expense, $10.6 million related toesation and amortization and $5.0 million relatedhe fair value change in our warrant
liabilities. Significant operating cash outflows reerimarily related to $177.6 million of operatiegpenses, $86.0 million of cost of revenues.
a $28.5 million increase in inventory and operateagse vehicles, and a $5.0 million increase ipgiccexpenses and other current assets,
partially offset by a $13.3 million increase in aged liabilities and a $3.5 million increase inettong-term liabilities. Inventory increased to
meet our production requirements for the Tesla Risacind powertrain component sales while the aserén prepaid expenses and other
current assets and accrued liabilities was duetio the growth of our business, as well as oureiased manufacturing and Model S
development activities. Operating lease vehicleseiased with the introduction of our leasing pragia 2010. Other long-term liabilities
increased as a result of higher warranty liabfliom sales of the Tesla Roadster.

Significant operating cash inflows during the yeaded December 31, 2010 were derived primarily faottomotive sales of $97.1
million, $19.7 million of development services raue, a $4.8 million increase in deferred revenumesaa$4.7 million increase in reservation
payments, partially offset by a $3.2 million incsean accounts receivable. In October 2010, weredt@to a Phase 1 contract services
agreement with Toyota for the development of adedéd powertrain system, including a battery ppokyer electronics module, motor,
gearbox and associated software, to be integratedin electric vehicle version of the Toyota RA\Won execution of the agreement, we
received a $5.0 million upfront payment for whigvenue is being recognized over the expected téourmerformance. Deferred revenues
also increased from our vehicle leasing activitissease down-payments are recognized over thedtfettme operating leases. The increase in
accounts receivable was related primarily to pora@rtcomponent sales in relation to Daimler’'s Srfanttvo EV program as well as $2.3
million receivable from Toyota for the achievemehthe first milestone under the Phase 1 contraistices agreement. During the year ended
December 31, 2010, we received $10.4 million ofrmeat reservation payments for Model S while res@agpayments for the Tesla Roadster
decreased by $5.7 million.

Cash Flows from Investing Activities

Cash flows from investing activities primarily redao capital expenditures to support our growtbperations, including investments in
Model S manufacturing, as well as restricted chshwe must maintain in relation to our DOE Loagilig, facility lease agreements,
equipment financing, and certain vendor creditgied. We currently expect our capital expenditimette fiscal 2013 to be significantly less
than those of fiscal 2012, as we have concludedntjerity of our investment in the Tesla Factorgd &fodel S tooling. This reduction will be
partially offset by expenditures related to expagdiur service and store network, investing in gapital equipment and tooling to reduce
variable costs and new product development.

Net cash used in investing activities was $206.8aniduring the year ended December 31, 2012 milyneelated to $239.2 million in
purchases of capital equipment and tooling, p&rtaffset by a $25.0 million in maturities of shdéerm marketable securities and an $8.6
million net transfer of cash out of our dedicate@Baccount in accordance with the provisions of ¥ Loan Facility.

Net cash used in investing activities was $162/8aniduring the year ended December 31, 2011 milyneelated to $184.2 million in
purchases of capital equipment and $65.0 milliopurchases of short-term marketable securitiesigfigiroffset by $50.1 million of net
transfers out of our dedicated DOE account in atamoee with the provisions of the DOE Loan Facitibd $40.0 million from the maturity of
shortterm marketable securities. The increase in capitethases was primarily due to significant develept and construction activities at
Tesla Factory as well as purchases of Model Seglatanufacturing equipment and tooling.

Net cash used in investing activities was $180./8aniduring the year ended December 31, 2010 milyneelated to capital purchases of
$105.4 million and a net increase in restrictecha#s$74.9 million. The increase
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in capital purchases was driven primarily by $65iion of payments made in relation to our puraha$our Tesla Factory located in Frem
California from NUMMI, and certain manufacturingsess located thereon to be used for our Model Sufaaturing, as well as $40.2 million
primarily related to other Model S capital expeadis, our transition to and build out of our powadrt manufacturing facility and corporate
headquarters in Palo Alto, California, and purckasfenanufacturing equipment. Our purchase trasactvith NUMMI were completed in
October 2010. The increase in restricted cash wasagly related to $100.0 million of net proceddsm our IPO and concurrent Toyota
private placement that we transferred to a dedicateount as required by our DOE Loan Facilitytipty offset by $26.4 million that was
transferred out of the dedicated account duringhird and fourth quarters of 2010 in accordandé wie provisions of the DOE Loan Facility.

Cash Flows from Financing Activities

We have financed our operations primarily with geds from loans under the DOE Loan Facility begigrin 2010 and the net proceeds
from our public offerings and private placements@inmon stock.

Net cash provided by financing activities was $818illion during the year ended December 31, 20i®was comprised primarily of
$221.5 million received from our follow-on publi¢fering completed in October 2012, $188.8 milli@ceived from our draw-downs under the
DOE Loan Facility and $24.9 million received frohetexercise of common stock options by employedstsnpurchase of common stock
under our employee stock purchase plan, partidisebby $12.7 million related to our first qualjerepayment of principal related to our lo:
under the DOE Loan Facility, and $2.8 million rel&to principal repayments on capital leases.

Net cash provided by financing activities was $848illion during the year ended December 31, 20id vaas comprised primarily of
$231.5 million received from our follow-on publi¢fering and concurrent private placements complaietine 2011, $204.4 million received
from our drawdowns under the DOE Loan Facility and $10.5 millieneived from the exercise of common stock optlmnemployees and t
purchase of common stock under our employee stoadhpse plan.

Cash provided by financing activities was $338.0iom during the year ended December 31, 2010 cwagdmprimarily of $188.8 million
in proceeds from our IPO, $71.8 million we receivienn our loans under the DOE Loan Facility, $5@ullion in proceeds from the Toyota
private placement, $30.0 million in proceeds frdva Panasonic private placement, partially offse$®y million of issuance costs we incurrec
in relation to our DOE Loan Facility and our IPO.

Contractual Obligations

The following table sets forth, as of DecemberZ112 certain significant cash obligations that wafflect our future liquidity (in
thousands):

Year Ended December 31

Total 2013 2014 2015 2016 2017 tﬁ(éga?tg?
Operating lease obligations $ 92,63¢ $13,86¢ $14,29¢ $13,69: $19,967 $ 8,100 $ 22,71
Capital lease obligatior 15,36¢ 5,64¢ 5,19¢ 3,56¢ 922 30 —
Long-term debt 487,55 58,06¢ 57,21¢ 56,37¢ 55,63t 54,66¢ 205,68(
Total $595,55: $77,58( $76,71: $73,63¢ $76,42¢ $62,79¢  $228,40:

In October 2010, we completed the purchase of estalFactory located in Fremont, California fromMMI. NUMMI has previously
identified environmental conditions at the Fremsite which affect soil and groundwater, and is ently undertaking efforts to address these
conditions. Although we have been advised by NUMMiIt it has documented and managed the environirisstigs, we cannot determine
with certainty the potential costs to remediate prgrexisting contamination. Based on manageméess estimate, we estimated
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the fair value of the environmental liabilities thee assumed to be $5.3 million, which is not i in the table above as the timing of any
potential payments cannot be reasonably detern@h#s time. As NUMMI continues with its decomnigssing activities and as we continue
with our construction and operating activitiedsiteasonably possible that our estimate of enuiemtal liabilities may change materially.

We have reached an agreement with NUMMI under whogkr a ten year period, we will pay the first ELBillion of any costs of any
governmentally-required remediation activities dontamination that existed prior to the completdithe facility and land purchase for any
known or unknown environmental conditions, and NUMMs agreed to pay the next $15.0 million for stehediation activities. Our
agreement provides, in part, that NUMMI will pay tapthe first $15.0 million on our behalf if suckpenses are incurred in the first four years
of our agreement, subject to our reimbursementich €£osts on the fourth anniversary date of thsitp

On the ten-year anniversary of the closing or wkien&30.0 million has been spent on the remediattivities, whichever comes first,
NUMMI s liability to us with respect to remediation atties ceases, and we are responsible for any lheddaronmental conditions at the
Fremont site. At that point in time, we have agreethdemnify, defend, and hold harmless NUMMI fraihliability and we have released
NUMMI for any known or unknown claims except for MMI s obligations for representations and warrantiedeu the agreement.

As of December 31, 2012 and 2011, we held resenvg@i@yments of $138.8 million and $91.8 millionrfr@otential customers,
respectively, which are not reflected in the tedideve. In order to convert the reservation paymiamtsrevenue, we will need to sell vehicle
these customers. All reservation payments for M&date fully refundable until such time that a ousgr enters into a purchase agreement.

Off-Balance Sheet Arrangements

During the periods presented, we did not haveicglahips with unconsolidated entities or finangattnerships, such as entities often
referred to as structured finance or special pwemugities, which would have been establishediferpurpose of facilitating off-balance sheet
arrangements or other contractually narrow or Bhipurposes.

ITEM 7A.  QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK
Foreign Currency Risk

Our revenues and costs denominated in foreign ciege are not completely matched. For example rigopoof our costs and expenses
for the year ended December 31, 2012 was denomndimafereign currencies, including the Japanese garo and British pound. Conversely
for this period and until such time as we begimpplrig significant quantities of Model S vehicleddeeign jurisdictions, we expect that a
significant majority of our revenue will be denomiad in U.S. dollars. Accordingly, if the valuetbé U.S. dollar depreciates significantly
against these currencies, our costs as measuté@irdollars as a percent of our revenues willegspgondingly increase and our margins will
suffer. As a result, our operating results coulchtheersely affected. In the future, and as we bsejling Model S overseas, we may have
greater revenues than costs denominated in otlhemmies, in which case a strengthening of theadeliould tend to reduce our revenues as
measured in U.S. dollars. To date, the foreignanay effect on our consolidated financial stateméats not been significant.

Interest Rate Risk

We had cash and cash equivalents totaling $201l@mas of December 31, 2012. A significant pantiof our cash and cash equivalents
were invested in money market funds. Cash and easivalents are held for working capital purpo$¥s.do not enter into investments for
trading or speculative purposes. We believe thatlevaot have any material exposure to change<ifeih value as a result of changes in
interest rates due to the short term nature otash equivalents.

As of December 31, 2012, we had loans under the D&ia Facility for an aggregate of $452.3 milliardacapital lease obligations of
$14.3 million, both of which are fixed rate instrents. Therefore, our results of operations aresabject to fluctuations in interest rates.
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Report of Independent Registered Public Accountingrirm
To the Board of Directors and Stockholders of Téstdors, Inc.:

In our opinion, the accompanying consolidated bz#asheets and the related consolidated statemfeopei@tions, comprehensive loss,
convertible preferred stock and stockholdeguity (deficit) and cash flows present fairly athmaterial respects, the financial position ofla
Motors, Inc. and its subsidiaries at December B122and December 31, 2011, and the results of dpeirations and their cash flows for each
of the three years in the period ended Decembe2@I12 in conformity with accounting principles geady accepted in the United States of
America. Also in our opinion, the Company did naintain, in all material respects, effective introontrol over financial reporting as of
December 31, 2012, based on criteria establishbdemal Control — Integrated Framewoigsued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSOnbse a material weakness in internal control amantial reporting related to their
presentation and disclosure of non-cash capita¢edipures in their consolidated statement of chshsf existed as of that date. A material
weakness is a deficiency, or a combination of deficies, in internal control over financial repog;j such that there is a reasonable possibility
that a material misstatement of the annual orimténancial statements will not be prevented aiedted on a timely basis. The material
weakness referred to above is described in ManaggsriReport on Internal Control over Financial Rejmy appearing under Item 9A. We
considered this material weakness in determiniegtiture, timing, and extent of audit tests appheaur audit of the 2012 consolidated
financial statements and our opinion regardingettiectiveness of the Company’s internal controlrdireancial reporting does not affect our
opinion on those consolidated financial statemertie. Company’s management is responsible for tfieaercial statements, for maintaining
effective internal control over financial reportiagd for its assessment of the effectiveness efriat control over financial reporting included
in management’s report referred to above. Our mesipdity is to express opinions on these finansiatements, and on the Company’s interne
control over financial reporting based on our iméégd audits (which were integrated audits in 281& 2011). We conducted our audits in
accordance with the standards of the Public Compaxcpunting Oversight Board (United States). Theteedards require that we plan and
perform the audits to obtain reasonable assurammet avhether the financial statements are freeatenml misstatement and whether effective
internal control over financial reporting was mained in all material respects. Our audits of tharfcial statements included examining, on a
test basis, evidence supporting the amounts antbdiges in the financial statements, assessingabeunting principles used and significant
estimates made by management, and evaluating #ralbfinancial statement presentation. Our auflibt@rnal control over financial reportil
included obtaining an understanding of internaltcmrover financial reporting, assessing the risktta material weakness exists, and testing
and evaluating the design and operating effectisgé internal control based on the assessedQiskaudits also included performing such
other procedures as we considered necessary girthenstances. We believe that our audits provideaaonable basis for our opinions.

A company'’s internal control over financial repodiis a process designed to provide reasonablesaesuregarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordantiegeinerally accepted accounting princip
A companys internal control over financial reporting inclsdbose policies and procedures that (i) pertathéanaintenance of records tha
reasonable detail, accurately and fairly refleettitansactions and dispositions of the assetsofdmpany; (ii) provide reasonable assurance
that transactions are recorded as necessary tatg@aparation of financial statements in accor@anwith generally accepted accounting
principles, and that receipts and expenditureb®ttbmpany are being made only in accordance witioaizations of management and
directors of the company; and (iii) provide readwaassurance regarding prevention or timely detectf unauthorized acquisition, use, or
disposition of the company’s assets that could lzaneterial effect on the financial statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or détaisstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdeénaate because of changes in condition
that the degree of compliance with the policieprocedures may deteriorate.

/sl PricewaterhouseCoopers LLP

PricewaterhouseCoopers LLP
San Jose, California
March 7, 2013

92



Table of Contents

Assets
Current assel
Cash and cash equivalel
Shor-term marketable securiti
Restricted cas
Accounts receivabl
Inventory
Prepaid expenses and other current a:
Total current asse

Operating lease vehicles, t
Property, plant and equipment, |
Restricted cas

Other asset

Total asset

Liabilities and Stockholders’ Equity
Current liabilities
Accounts payabl
Accrued liabilities
Deferred revenu
Capital lease obligations, current port
Reservation paymen
Long-term debt, current portic
Total current liabilities
Common stock warrant liabilit
Capital lease obligations, less current por
Deferred revenue, less current port
Long-term debt, less current portir
Other lon¢-term liabilities
Total liabilities

Commitments and contingencies (Note
Stockholder' equity:

Preferred stock; $0.001 par value; 100,000,000eshanthorized; no shares issued and outstal
Common stock; $0.001 par value; 2,000,000,000 sterthorized as of December 31, 2012 ai
2011, respectively; 114,214,274 and 104,530,30Beshasued and outstanding as of Decer

31, 2012 and 2011, respectivi
Additional paic-in capital
Accumulated other comprehensive i
Accumulated defici

Total stockholder equity

Total liabilities and stockholde’ equity

Tesla Motors, Inc.

Consolidated Balance Sheets
(in thousands, except share and per share data)

December 31

December 31

2012 2011
$ 201,89 $ 255,26
— 25,06
19,09t 23,47¢
26,84: 9,53¢
268,50 50,08:
8,43¢ 9,41¢
524,76t 372,83
10,071 11,75
552,22 298,41
5,15¢ 8,06¢
21,96: 22,37
$1,114,19 $ 713,44
$ 303,38 $ 56,14
39,79¢ 32,10¢
1,90¢ 2,34¢
4,36¢ 1,067
138,81 91,76
50,841 7,91¢
539,10t 191,33
10,69: 8,83¢
9,96¢ 2,83(
3,06( 3,14¢
401,49 268,33
25,17 14,91¢
989,49( 489,40
115 104
1,190,19; 893,33
— ©)
(1,065,601 (669,39:)
124,70 224,04
$1,114,19 $ 713,44

The accompanying notes are an integral part oktheasolidated financial statements.
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Tesla Motors, Inc.

Consolidated Statements of Operations
(in thousands, except share and per share data)

Year Ended December 31

2012 2011 2010
Revenues
Automotive sale! $ 385,69¢ $  148,56¢ $ 97,07¢
Development service 27,557 55,67+ 19,66¢
Total revenue 413,25¢ 204,24 116,74«
Cost of revenues
Automotive sale: 371,65¢ 115,48 79,98:
Development service 11,53: 27,16 6,031
Total cost of revenue 383,18t 142.64° 86,01
Gross profit 30,06 61,59¢ 30,73:
Operating expense:
Research and developmt 273,97¢ 208,98 92,99¢
Selling, general and administrati 150,37. 104,10: 84,57
Total operating expens: 424,35( 313,08: 177,56¢
Loss from operation (394,28) (251,489 (146,83
Interest incomt 28¢ 25E 25¢
Interest expens (2549) (43) (992)
Other expense, n (1,829 (2,646 (6,589
Loss before income tax (396,07) (253,92) (154,15Y
Provision for income taxe 13€ 48¢ 17z
Net loss $ (396,21) $  (254,41) $ (154,329
Net loss per share of common stock, basic andedi $ (3.69 $ (2.59) $ (3.09
Weighted average shares used in computing nepksshare of common
stock, basic and dilute 107,349,18 100,388,81 50,718,30

The accompanying notes are an integral part ottheasolidated financial statements.
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Tesla Motors, Inc.

Consolidated Statements of Comprehensive Loss
(in thousands)

Year Ended December 31

2012 2011 2010
Net loss $396,21: $254,41: $154,32¢
Other comprehensive income (loss), net of
Unrealized net loss on sh-term marketable securitit 3 —
Reclassification adjustment for gain included inineome 3 — —
Other comprehensive income (lo 3 (3 —
Comprehensive los $396,21( $254,41. $154,32¢
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Tesla Motors, Inc.

Consolidated Statements of Convertible Preferred $tk and Stockholders’ Equity (Deficit)
(in thousands, except share and per share data)

Accumulated

Convertible Preferred Other Total
Stock Common Stock Additional Accumulated  Comprehensive Stockholders
Paid-In Equity
Shares Amount Shares Amount Capital Deficit Loss (Deficit)
Balance as of December 31, 20( 208,917,23 319,22! 7,284,201 7 7,12¢ (260,65¢) — (253,52)
Issuance of common stock in July 2010 initial peibli
offering at $17.00 per share, net of issuance costs
of $17,497 — 11,880,60 12 184,46: — — 184,47
Issuance of common stock in July 2010 concurret
private placement at $17.00 per st — — 2,941,171 3 49,997 — — 50,00(
Issuance of common stock in November 2010 private
placement at $21.15 per share, net of issuance
costs of $4: — — 1,418,57: 1 29,957 — — 29,95¢
Conversion of preferred stock into shares of comr
stock — — 70,226,84 7C 319,15! — — 319,22!
Issuance of common stock upon net exercise of
warrants (208,917,23)  (319,22) 445,04 1 8,66z — — 8,66:
Issuance of common stock upon exercise of stock
options, net of repurchas — — 711,93( 1 1,34¢ — — 1,35(
Tax benefits from employee equity awa — — — — 74 — — 74
Stocl-based compensatic — — — 21,15¢ — — 21,15¢
Net loss — — — — — (154,329 — (154,32)
Balance as of December 31, 20: — — 94,908,37 95 621,93! (414,98) — 207,04¢
Issuance of common stock in June 2011 public
offering at $28.76 per share, net of issuance costs
of $305 — — 6,095,00! 6 172,40: — — 172,40¢
Issuance of common stock in June 2011 concurre
private placements at $28.76 per st — — 2,053,47! 2 59,05¢ — — 59,05¢
Issuance of common stock upon exercise of stock
options, net of repurchas — — 1,250,00; 1 6,64 — — 6,64:
Issuance of common stock under employee stock
purchase pla — — 223,45¢ — 3,88 — — 3,882
Stocl-based compensatic — — — — 29,41¢ — — 29,41¢
Comprehensive los
Net loss — — — — — (254,41) — (254,41)
Unrealized loss on short-term marketable
securities, ne — — — — — — ?3) (€))
Total comprehensive lo: — — — — — — — (254,41
Balance as of December 31, 20: — — 104,530,30 $ 104 $ 89333 $ (669,393 $ @ $ 224,04!
Issuance of common stock in October 2012 public
offering at $28.25 per share, net of issuance costs
of $584 — — 7,964,60. 8 221,48: — — 221,49:
Issuance of common stock upon exercise of stock
options, net of repurchas — — 1,345,84 2 16,49¢ — — 16,50(
Issuance of common stock under employee stock
purchase pla — — 373,52¢ 1 8,38¢ — — 8,38¢
Stocl-based compensatic — — — — 50,48t — — 50,48
Comprehensive los
Net loss — — — — — (396,21 — (396,21)
Unrealized loss on short-term marketable
securities, ne — — — — — — 3 3
Total comprehensive lo: — — — — — — — (396,211)
Balance as of December 31, 20: — — 114,214,27 11F 1,190,19 (1,065,601 — $ 124,701

The accompanying notes are an integral part okthessolidated financial statements.
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Tesla Motors, Inc.

Consolidated Statements of Cash Flows
(in thousands)

Cash Flows From Operating Activities
Net loss
Adjustments to reconcile net loss to net cash usegerating activities
Depreciation and amortizatic
Change in fair value of warrant liabilitit
Discounts and premiums on st-term marketable securiti
Stocl-based compensatic
Excess tax benefits from stc-based compensatic
Loss on abandonment of fixed ass
Inventory write-downs
Changes in operating assets and liabili
Accounts receivabl
Inventories and operating lease vehic
Prepaid expenses and other current a:
Other asset
Accounts payabl
Accrued liabilities
Deferred development compensat
Deferred revenu
Reservation paymen
Other lon¢-term liabilities
Net cash used in operating activit
Cash Flows From Investing Activities
Purchases of marketable securi
Maturities of shorterm marketable securiti
Payments related to acquisition of Fremont manufaw facility and related asse
Purchases of property and equipment excluding aldp#se:
Withdrawals out of (transfers into) our dedicatezbBrtment of Energy account, |
Increase in other restricted ce
Net cash used in investing activit
Cash Flows From Financing Activities
Proceeds from issuance of common stock in pubferiofys, ne
Proceeds from issuance of common stock in priviagements
Principal payments on capital leases and other
Proceeds from lor-term debt and other lo-term liabilities
Principal payments on lo-term debt
Proceeds from exercise of stock options and otleeks$ssuance
Excess tax benefits from st-based compensatic
Deferred common stock and loan facility issuancas
Net cash provided by financing activiti
Net increase (decrease) in cash and cash equisy
Cash and cash equivalents at beginning of pe
Cash and cash equivalents at end of pe

Supplemental Disclosure

Interest paic

Income taxes pai

Supplemental noncash investing and financing actities
Conversion of preferred stock to common st

Issuance of common stock upon net exercise of wex
Issuance of convertible preferred stock war

Issuance of common stock warri

Acquisition of property and equipme

The accompanying notes are an integral part oktheasolidated financial statements.
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Year Ended December 31

2012 2011 2010
$(396,21)  $(254,41)  $(154,32)
28,82! 16,91 10,62
1,85¢ 2,75( 5,02
56 (112) —
50,14¢ 29,41 21,15¢
— — (74)
1,50 34t 8
4,92¢ 1,82¢ 951
(17,309 (2,829 (3.229)
(194,72) (13,639 (28,51)
1,121 (249 (4,979
(482 (289 (469)
187,82; 19,89 (219)
9,60: 10,62( 13,34¢
— — (156)
(526) (1,929 4,801
47,05 61,00¢ 4,701
10,25 2,641 3,51¢
(266,08) (128,03) (127,81)
(14,99;) (64,95:) —
40,00( 40,00( =
— — (65,21()
(239,22 (184,22() (40,209
8,62( 50,12 (73,59)
(1,330 (3,200) (1,28)
(206,930 (162,25} (180,29)
221,49 172,410 188,84;
— 59,05t 80,00
(2,839 (416) (315)
188,79 204,42; 71,828
(12,710 — —
24,88t 10,52t 1,35(
— — 74
= = (3,739
419,63! 446,001 338,04!
(53,37) 155,70t 29,93
255,26 99,55t 69,62;
$ 201,89 $ 255,261 $ 99,55¢
$ 6,93¢ $ 347 $  1,13¢
117 282 g
— — 319,22!
= = 6,96:
— — 6,29¢
= = 1,701
44,89( 15,59: 4,48:
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Tesla Motors, Inc.
Notes to Consolidated Financial Statements

1. Overview of the Company

Tesla Motors, Inc. (Tesla, we, us or our) was ipooated in the state of Delaware on July 1, 2008.d&sign, develop, manufacture and
sell high-performance fully electric vehicles amtyanced electric vehicle powertrain components.Hate whollyowned subsidiaries in Nor
America, Europe and Asia. The primary purpose e$¢hsubsidiaries is to market and/or service ohicles.

Since inception, we have incurred significant Iessed have used approximately $709.2 million ohéaperations through
December 31, 2012. As of December 31, 2012, we$B8d.9 million in cash and cash equivalents. Wesekfhat our current sources of
liquidity, including cash, cash equivalents, castdhin our dedicated Department of Energy (DOE)pact, together with our current
projections of cash flow from operating activiti@sll provide us adequate liquidity, based on ounrent plans. These capital sources will
enable us to fund our ongoing operations, contiegsearch and development projects and establish aal service centers.

Correction of Prior Year Amounts

We have revised our consolidated statement of tasfs for the year ended December 31, 2011 to cbar immaterial error. Amounts
related to purchases of property and equipmenhd@911 that were not paid at December 31, 201& empneously included as cash outfl
from investing activities in our previously issufmancial statements. This revision resulted irl@.$ million decrease in purchases of propert
and equipment included in cash flows used in inmgsictivities and a corresponding increase irctienge in accounts payable resulting in ar
increase in cash flows used in operating activitigée have also revised our supplemental disclosin@ncash acquisition of property and
equipment by an increase of $12.9 million for 2011.

Additionally, we have restated the unaudited stat@msof cash flows for interim periods during tleass ended December 31, 2012 and
2011 for similar errors in our cash flows usednweisting activities and cash flows used in opegadictivities (see Note 17).

There was no impact on previously reported totahand cash equivalents, consolidated balancessbeepnsolidated statements of
operations.

Unadjusted Error in 2009

In June 2010, we identified an error related touhderstatement in stock-based compensation exgebsequent to the issuance of the
consolidated financial statements for the year didlecember 31, 2009.

In the fourth quarter of 2009, we granted certéiicls options for which a portion of the grant wasniediately vested. We erroneously
accounted for the expense on a straight-line lma@sthe term of the award, while expense recagmihould always be at least commensurat
with the number of awards vesting during the perisslia result, selling, general and administratixpenses and net loss for the year ended
December 31, 2009 were understated by $2.7 millitve. error did not have an effect on the valuatibthe stock options. As stock-based
compensation expense is a non-cash item, theraavaspact on net cash used in operating activibeshe year ended December 31, 2009.

To correct this error, we recorded additional stbaked compensation of $2.4 million in the threati®s ended June 30, 2010. We
considered the impact of the error on reportedatpey expenses and trends in operating resultslatetmined that the impact of the error was
not material to previously reported financial infation as well as those related to the year enasdmber 31, 2010.
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2. Summary of Significant Accounting Policies
Basis of Consolidation

The consolidated financial statements include to®ants of Tesla and its wholly owned subsidiaddksignificant inter-company
transactions and balances have been eliminatezhisotidation.

Use of Estimates

The preparation of financial statements in confoymiith accounting principles generally acceptethia United States of America
requires management to make estimates and assasfiiat affect the reported amounts of assetsiabitities and disclosure of contingent
liabilities at the date of the financial statementsd reported amounts of expenses during thetieggreriod, including revenue recognition,
inventory valuation, warranties, fair value of firtdal instruments and stock-based compensatiouahcesults could differ from those
estimates.

Revenue Recognition

We recognize revenues from sales of Model S and¢iséa Roadster, including vehicle options and s&aees, vehicle service and sales
of regulatory credits, such as zero emission veli€EV) and greenhouse gas emission (GHG) creaiiteiell as sales of electric vehicle
powertrain components and systems, such as batiels and drive units and sales of services retatéue development of these systems. We
recognize revenue when: (i) persuasive evidenea @frrangement exists; (ii) delivery has occurrredithere are no uncertainties regarding
customer acceptance; (iii) fees are fixed or deftgabie; and (iv) collection is reasonably assured.

For multiple deliverable revenue arrangements, Neeate revenue to each element based on a selliog hierarchy. The selling price
for a deliverable is based on its vendor speciiiective evidence (VSOE) if available, third pagtyidence (TPE) if VSOE is not available, or
estimated selling price if neither VSOE nor TPEvsilable. To date, we have been able to estattieskair value for each of the deliverables
within multiple element arrangements because weaeh of the vehicles, vehicles accessories atidrapseparately, outside of any multiple
element arrangements.

Automotive Sales
Automotive sales consisted of the following for ffeiods presented (in thousands):

Year Ended December 31

2012 2011 2010
Vehicle, options and related sales $354,34. $101,70¢ $75,45¢
Powertrain component and related si 31,35¢ 46,86( 21,61¢
Total automotive sale $385,69¢ $148,56¢ $97,07¢

Automotive sales consist primarily of revenue edrftem the sales of the Model S, Tesla Roadstdricleservice, and vehicle options,
accessories and destination charges as well asdfalegulatory credits. Automotive sales also @ind revenue earned from the sales of
electric vehicle powertrain components and systamnsh as battery packs and drive units, to othiemaotive manufacturers. Sales or other
amounts collected in advance of meeting all ofrthenue recognition criteria are not recognizethéconsolidated statements of operations
and are instead recorded as deferred revenue aotiselidated balance sheets.

In regards to the sale of Model S and the TeslalReas, revenue is generally recognized whensidsrand rewards of ownership are
transferred to our customers. In a limited numbdetirgumstances, we may deliver
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a vehicle to a customer without all of the optiondered by the customer if the options do not limé functionality of the vehicle. In such
cases, we will continue to defer the related reedmsed on the undelivered itenfiir value, as evidenced by the contractual pfdée optiol

in stand-alone transactions. Automotive sales edswsist of revenue earned from the sales of vebjiions, accessories and destination
charges. While these sales may take place sepafiatel a vehicle sale, they are often part of gleirvehicle sales agreement resulting in
multiple element arrangements. To determine theagpjate accounting for recognition of our revenuwre,consider whether the deliverables
specified in the multiple element arrangement sthdel treated as separate units of accounting,ifesm, how the price should be allocated
among the elements, when to recognize revenueafdr element, and the period over which revenueldhmurecognized. We also evaluate
whether a delivered item has value on a stand-dlases prior to delivery of the remaining itemsdatermining whether we have made
separate sales of such items or whether the urdetivitems are essential to the functionality efdklivered items. Further, we assess whethe
we know the fair value of the undelivered itemdedained by reference to stand-alone sales of genfs. To date, we have been able to
establish the fair value for each of the delivezalwithin these multiple element arrangements Is=caue sell each of the vehicles, vehicle
accessories and options separately, outside ofmarttyple element arrangements. As each of thesasiteas stand-alone value to the customer
revenue from sales of vehicle accessories andraptice recognized when those specific items areedetl to the customer.

In February 2010, we began offering a leasing @ogto qualified customers in the United StatesHerTesla Roadster. Through our
wholly owned subsidiary, qualifying customers aeempitted to lease the Tesla Roadster for 36 moaftey, which time they have the option of
either returning the vehicle to us or purchasirfgiita pre-determined residual value. We accounttfese leasing transactions as operating
leases and accordingly, we recognize leasing reson a straightne basis over the term of the individual leased gecord cost of sales eq
to the depreciation of the leased vehicles. Asetddnber 31, 2012 and 2011, we had deferred revefid&s7 million and $0.8 million,
respectively, of down payments which will be recagd over the term of the individual leases. Leasenues are recorded in automotive s
and for the years ended December 31, 2012, 2012@t@ we recognized $3.6 million, $3.0 million @8 million, respectively.

Regulatory Credits Sales

California and certain other states have laws aeglrequiring vehicle manufacturers to ensureahpdrtion of the vehicles delivered for
sale in that state during each model year areemission vehicles. These laws and regulations geotfiat a manufacturer of zero emission
vehicles may earn regulatory credits, and mayesaléss credits to other manufacturers who applly stedits to comply with these regulatory
requirements. Similar regulations exist at the fabievel which require compliance related to gremrse gas (GHG) emissions and also allow
for the sale of excess credits by one manufactarether manufacturers. As a manufacturer solegeod emission vehicles, we have earned
emission credits, such as ZEV and GHG credits tnicles, and we expect to continue to earn thegditsrim the future. Since all of our
commercial vehicles are electric, we do not recaiwe compliance benefit from the generation of é¢heredits, and accordingly look to sell
them to other vehicle manufacturers. In order tdlifate the sale of these credits, we enter imiotiactual agreements with third parties
requiring them to purchase our regulatory creditgre-determined prices. We recognize revenue esdle of these credits at the time legal
title to the credits are transferred to the purcigaparty by the governmental agency issuing tleelits. Revenue from the sale of regulatory
credits totaled $40.5 million, $2.7 million and $2nillion for the years ended December 31, 2012,124nd 2010, respectively.

Extended Service and Battery Replacement Plans

We provide Tesla Roadster customers with the oppiytto purchase an extended warranty plan foptréod after the end of our initial
New Vehicle Limited Warranty to cover additionahgees for an additional three years or 36,000 snii¥'e refer to this program as ¢
Extended Service plan. Amounts collected on thaks sre initially recorded in deferred revenueshenconsolidated balance sheets and
recognized in automotive sales over the extendedawty period. As of December 31, 2012 and 2011haddeferred $1.5 million,
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respectively. During the year ended December 312 2@e recognized revenue of $0.1 million relatethts program.

Additionally, we have previously provided customef®ur Tesla Roadsters with a one-time optioreface the battery packs in their
vehicles at any time after the expiration of theMNéehicle Limited Warranty but before the tenth imensary of the purchase date of their
vehicles. We refer to this program as our BattegplRcement program. Amounts collected on these saeinitially recorded in deferred
revenues on the consolidated balance sheets anghieed in automotive sales as we fulfill our ohtign to replace the battery packs. As of
December 31, 2012 and 2011, we had deferred $lidmrespectively, related to the Battery Replaeat program and have not yet
recognized any related revenues.

Development Services Revenue

Revenue from development services arrangementsstafisevenue earned from the development of gteeehicle powertrain
components and systems for other automobile manuas, including the design and development dibapacks, drive units and sample
vehicles to meet a customer’s specifications. Regés recognized as the performance requiremergaalf development arrangement are me
and collection is reasonably assured. Where demaop arrangements include substantive at-risk oifes, revenue is recognized based upo
the achievement of the contractually-defined miless. Amounts collected in advance of meetingfahe revenue recognition criteria are not
recognized in the consolidated statement of operatand are instead recorded as deferred reventire @onsolidated balance sheets. Costs ¢
development services are expensed as incurred. @harlopment services arrangements have multipfaesits, we evaluate the separability
of the various deliverables to ensure appropriemue recognition. Costs of development servitasried in periods prior to the finalization
of an agreement are recorded as research and geaib expenses; once an agreement is finalizesk #hwsts are recorded in cost of rever

Freestanding Stock Warrants

We had freestanding warrants to purchase shamgrafonvertible preferred stock prior to our IPQlidy 2010. The warrants were
subject to re-measurement to fair value at eacinioal sheet date and any change in fair value wagméeed in other expense, net, on the
consolidated statement of operations. For our S&iand other Series E convertible preferred sivarkants, excluding the DOE warrants, we
adjusted the liability for changes in fair valueaihgh the completion of our IPO. At that time, tteavertible preferred stock warrants were net
exercised and the related liability was reclasdif@additional paidn capital. For the Series E convertible prefestitk warrants issued to t
DOE (see Note 8), upon the completion of our IF@,DOE warrants converted into warrants to purcaseommon stock. The related
liability will continue to be adjusted for changedair value until the earlier of vesting or exqtion of the warrants. If the warrants are
exercised, the warrant liability will be reclassdito common stock and additional paid-in capital.

Cash and Cash Equivalents

All highly liquid investments with an original oemaining maturity of three months or less at the dhpurchase are considered to be
cash equivalents. We currently deposit excess mastarily in money market funds.

Marketable Securities

Marketable securities are comprised of commeraakp and corporate debt and are all designatedsédlalale-for-sale and reported at
estimated fair value, with unrealized gains anddssecorded in accumulated other comprehensisenbieh is included within stockholders’
equity. Realized gains and losses on the saleafade-for-sale marketable securities are recoidedher expense, net. The cost of available
for-sale
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marketable securities sold is based on the sped#ittification method. Interest, dividends, ammation and accretion of purchase premiums
and discounts on our marketable securities areded in other expense, net. Available-for-sale mtatide securities with maturities greater
than three months at the date of purchase and mérganaturities of one year or less are classéigghort-term marketable securities. Where
temporary declines in fair value exist, we haveahgity and the intent to hold these securitiasd@eriod of time sufficient to allow for any
anticipated recovery in fair value.

We regularly review all of our marketable secustier other-than-temporary declines in fair valliee review includes but is not limited
to (i) the consideration of the cause of the impeint, (ii) the creditworthiness of the securityuess, (iii) the length of time a security is in an
unrealized loss position, and (iv) our ability toldhthe security for a period of time sufficientatbow for any anticipated recovery in fair value.

Restricted Cash and Deposits

We maintain certain cash amounts restricted asttalvawal or use. We maintained total restricteshcaf $24.3 million and $31.5
million as of December 31, 2012 and 2011, respelgtiCurrent restricted cash primarily represeathdeld in separate dedicated accounts
required under our DOE loan facility (see Note 8) & used as a mechanism to defer advances urel®QE loan facility as well as to pre-
fund planned future loan repayments. Noncurreritiotsd cash is comprised primarily of security dsips held by vendors as part of the
vendors’ standard credit policies, security degagtated to lease agreements and equipment filgyreind certain refundable reservation
payments segregated in accordance with state canquiotection regulations.

Accounts Receivable and Allowance for Doubtful Acamnts

Accounts receivable primarily include amounts editio sales of powertrain systems and regulatagits to other vehicle
manufacturers. In circumstances where we are asfaespecific customer’s inability to meet its firtdal obligations to us, we provide an
allowance against amounts receivable to reducaghescognized receivable to the amount we reaspbabeve will be collected. We
typically do not carry accounts receivable relgtedur vehicle and related sales as customer pagnaea due prior to vehicle delivery.

Concentration of Risk
Credit Risk

Financial instruments that potentially subjectais toncentration of credit risk consist of castshcequivalents, marketable securities,
restricted cash and accounts receivable. Our agghaents are primarily invested in money marketds with high credit quality financial
institutions in the United States. At times, thdeposits and securities may be in excess of indiméid. We invest cash not required for use in
operations in high credit quality securities bagsedur investment policy. Our investment policy\pdes guidelines and limits regarding credit
quality, investment concentration, investment tygre] maturity that we believe will provide liquiglitvhile reducing risk of loss of capital.
Investments are of a short-term nature and incdldestments in corporate debt securities.

As of December 31, 2012 and 2011, our accountsvaue were derived primarily from the developmantl sales of powertrain syste
as well as sales of regulatory credits to otheoraobile manufacturers.

The following summarizes the accounts receivablexitess of 10% of our total accounts receivable:

December 31 December 31
2012 2011
Customer A 56% —
Customer E 15% 52%
Customer C — 38%
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Supply Risk

Although there may be multiple suppliers availabbany of the components used in our vehicles arehased by us from a single
source. If these single source suppliers fail tsaour requirements on a timely basis at contpetiprices, we could suffer manufacturing
delays, a possible loss of revenues, or incur higbst of sales, any of which could adversely dféer operating results.

Inventories and Inventory Valuation

Inventories are stated at the lower of cost or mtai®ost is computed using standard cost, whichoxppates actual cost on a first-in,
first-out basis. We record inventory write-downséd on reviews for excess and obsolescence detsmpimarily by future demand
forecasts. We also adjust the carrying value ofiougntories when we believe that the net realizablue is less than the carrying value. Tt
write-downs are measured as the difference bettfeenost of the inventory, including estimated sastcomplete, and estimated selling
prices. Once inventory is written down, a new, lowest basis for that inventory is established, suiogsequent changes in facts and
circumstances do not result in the restoratiomorgase in that newly established cost basis.

Property, Plant and Equipment

Property, plant and equipment are recognized atiess accumulated depreciation. Depreciation megsly computed using the straight-
line method over the estimated useful lives ofr#ated assets as follows:

Computer equipment and softw 3 years
Office furniture, machinery and equipme¢ 3to0 12 yeat
Building and building improvemen 30 years

Depreciation for tooling is computed using the siufproduction method whereby capitalized costs arertized over the total estimat
productive life of the related assets, which isegatty up to 125,000 vehicles.

Leasehold improvements are amortized on a stréiightasis over the shorter of their estimateduldiafes or the term of the related
lease. Upon retirement or sale, the cost and telteumulated depreciation are removed from thenoal sheet and the resulting gain or loss |
reflected in operations. Maintenance and repaiesgjiures are expensed as incurred, while majordugments that increase functionality of
the asset are capitalized and depreciated ratalglygense over the identified useful life. Landas$ depreciated.

Interest expense on outstanding debt is capitatizeihg the period of significant capital assetstainction. Capitalized interest on
construction in progress is included in propertgnpand equipment, and is amortized over thedlifftne related assets.

Operating Lease Vehicles

Vehicles that are leased as part of our leasingrpro, are classified as operating lease vehiclpsrdling lease vehicles are recorded at
cost less accumulated depreciation. Depreciatioprisputed using the straight-line method over énmtof the operating leases of three years
The total cost of operating lease vehicles recomelde consolidated balance sheets as of Dece®ih@012 and 2011 was $13.4 million and
$13.7 million, respectively. Accumulated depredatielated to leased vehicles as of December 3 26d 2011 was $3.3 million and $2.0
million, respectively.

Intangible Assets

Intangible assets with finite useful lives are atized over their estimated useful lives. As of Daber 31, 2012 and 2011, intangible
assets are comprised of emission permits relatedrtd esla Factory. These emission permits aréeetka the operation of our Tesla Factory
and therefore, are amortized over the same uséful |
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Long-lived Assets

We evaluate our long-lived assets, including iniblegassets, for indicators of possible impairmehén events or changes in
circumstances indicate the carrying amount of aetamay not be recoverable. Impairment existsefddrrying amounts of such assets exceec
the estimates of future net undiscounted cash flxpected to be generated by such assets. Shopddriment exist, the impairment loss wo
be measured based on the excess carrying valbe akset over the asset’s estimated fair valuef Becember 31, 2012 and 2011, we have
not recorded any impairment losses on our longdliassets.

Research and Development Costs

Research and development costs are expensed asthdResearch and development expenses consisryi of payroll, benefits and
stock-based compensation of those employees endgageskarch, design and development activitiestsalated to design tools, license
expenses related to intellectual property, suppliesservices, depreciation and other occupandg.caiso included in research and
development are development services costs ingufrady, prior to the finalization of agreementghnour development services customers a
reaching a final agreement and revenue recogrigioot assured. Development services costs incaftedthe finalization of an agreement
recorded in cost of revenues.

Advertising and Promotion Costs

Advertising and sales promotion costs are expeasédcurred. During the years ended December 32,2011 and 2010, advertising,
promotion and related marketing expenses weredli®n, $2.9 million and $3.1 million, respectiyel

Income Taxes

Income taxes are computed using the asset antitliabethod, under which deferred tax assets aatuilities are determined based on the
difference between the financial statement and#ees of assets and liabilities using enactedatas in effect for the year in which the
differences are expected to affect taxable incoraduation allowances are established when necessaegduce deferred tax assets to the
amount expected to be realized.

We record liabilities related to uncertain tax piosis when, despite our belief that our tax refupsitions are supportable, we believe tha
it is more likely than not that those positions nmay be fully sustained upon review by tax authesit Accrued interest and penalties related tc
unrecognized tax benefits are classified as incamexpense.

Stock-based Compensation

We recognize compensation expense for costs refataitishare-based payments, including stock optidhe fair value of share-based
payment awards are estimated on the grant datg asiption pricing model. Stock-based compensaiqense is recognized on a straight-
line basis over the service period, net of estich&befeitures.

We have elected to use the “with and without” apptoin determining the order in which tax attrilsuéee utilized. As a result, we will
only recognize a tax benefit from stock-based awarddditional paid-in capital if an incrementa benefit is realized after all other tax
attributes currently available to us have beerretil. In addition, we have elected to accountHtierindirect effects of stock-based awards on
other tax attributes, such as the research taxtctecbugh our consolidated statement of operation

We account for equity instruments issued to nonieyges based on the fair value of the awards. ainesélue of the awards granted to
non-employees is re-measured as the awards vesthamesulting change in fair value, if any, isageized in the consolidated statements of
operations during the period the related servicesendered.
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For performance-based awards, stock-based compEnsapense is recognized over the expected peafocmachievement period of
individual performance milestones when the achiexv@of each individual performance milestone becprebable.

In August 2012, our Board of Directors granted ktoptions to Elon Musk, our Product Architect antieé® Executive Officer (CEO
Grant) subject to a vesting schedule based entirelyerformance and market conditions. The stodett@ompensation expense associated
with the CEO Grant is recognized over the longahefexpected achievement period of the performandenarket conditions as the relevant
performance condition is probable of being met ($ete 10).

Foreign Currency Remeasurement and Transactions

For each of our foreign subsidiaries, the functiamuarency is the U.S. Dollar. For these foreighsidiaries, monetary assets and
liabilities denominated in non-U.S. currencies@eneasured to U.S. Dollars using current exchaaigs in effect at the balance sheet date.
Non-monetary assets and liabilities denominated inlddh currencies are maintained at historical @&lar exchange rates. Revenues and
expenses are re-measured at average U.S. Dollghipoates.

Foreign currency transaction gains and losses e¥sudt of the effect of exchange rate changesamsactions denominated in currencies
other than the functional currency. Transactiomgaind losses are recognized in other expenséanitbg consolidated statements of operal
and have not been significant for any periods priesk

We hedge a portion of our foreign currency exposuetated to outstanding monetary assets anditiabilising foreign currency
exchange forward contracts. In general, the maigletelated to these contracts is offset by cqesling gains and losses on the hedged
transactions. The credit risk associated with tlesgracts is driven by changes in interest anceoaly exchange rates and, as a result, varies
over time. These contracts are not designateddgeseand as a result, changes in their fair vale@ecorded in other expense, net, on our
consolidated statements of operations. We do rtet @mo derivative contracts for trading purposes.

Comprehensive Loss

Comprehensive loss is comprised of net loss aner @tbmprehensive loss. Other comprehensive lossistsrof unrealized gains and
losses on our available-for-sale marketable seesrihat have been excluded from the determinatioret loss.

Warranties

We began recording warranty reserves with the comeeraent of Tesla Roadster sales in 2008. Initidlsla Roadsters were sold wit
warranty of three years or 36,000 miles, which wiereded to four years or 50,000 miles for the paseins of our 2008 Tesla Roadster. Tesla
Roadster customers had the opportunity to purcaadextended Service plan for the period after titeaf the New Vehicle Limited Warranty
to cover additional services for an additional ¢hyears or 36,000 miles, provided they are purchesthin a specified period of time. In June
2012, we commenced deliveries of Model S. Modd Soid with a warranty of four years or 50,000 sifier most vehicle components and
covers the battery pack for a period of eight years00,000 miles, 125,000 miles or unlimited miléspending on the size of the vehicle’s
battery, although the battery pack’s charging ciyp&cnot covered under the New Vehicle Limited Méaty or any Extended Service plan.
Accrued warranty activity consisted of the follogifor the periods presented (in thousands):

Year Ended December 31

2012 2011 2010

Accrued warranty—beginning of period $ 6,31 $ 5,417 $ 3,751
Warranty costs incurre (3,429 (2,750 (2,23))
Provision for warrant' 10,12: 3,64¢ 3,891
Accrued warrani—end of perioc $13,01! $ 6,31¢ $ 5,417
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We provide a warranty on all vehicle, productiomveadrain components and systems sales, and weeas@nuanty reserves at the time a
vehicle or production powertrain component is daigd to the customer. Warranty reserves includeagement best estimate of the projec
costs to repair or to replace any items under wtyyrdased on actual warranty experience as itrbesavailable and other known factors that
may impact our evaluation of historical data. W&e® our reserves at least quarterly to ensuredhaticcruals are adequate in meeting
expected future warranty obligations, and we wdjuat our estimates as needed. Warranty expemeeadsded as a component of cost of
revenues in the consolidated statements of opegtithe portion of the warranty provision whicleigected to be incurred within 12 months
from the balance sheet date is classified as cmdrle the remaining amount is classified as Hegn.

Environmental Liabilities

We are subject to federal and state laws and régutafor the protection of the environment, indhgithose related to the discharge of
hazardous materials and remediation of contamirgited. In October 2010, we completed the purcbéser Tesla Factory located in
Fremont, California from New United Motor Manufadhg, Inc. (NUMMI). NUMMI has previously identifieénvironmental conditions at the
Fremont site which affect soil and groundwaterti#esowner of the Fremont site, we may be respoméilsithe entire investigation and
remediation of any environmental contaminatiorhatEremont site, whether it occurred before on dffte date we purchased the property.
Upon the completion of the purchase in October 2@&0recorded the fair value of the environmerniéddilities that we estimated to be $5.3
million. The fair value of these liabilities wastdamined based on an expected value analysis oéthted potential costs to investigate,
remediate and manage various environmental conditizat were identified as part of NUMMI’s facililecommissioning activities as well as
our own diligence efforts. Estimated potential sagie not discounted to present value as the tiofipgyments cannot be reasonably
estimated.

Net Loss per Share of Common Stock

Our basic and diluted net loss per share of comshaek is calculated by dividing net loss by theghd¢d-average shares of common
stock outstanding for the period. Potentially dilatshares, which are based on the number of shadeslying outstanding stock options and
warrants, are not included when their effect isdintive.

The following table presents the potential commioares outstanding that were excluded from the coatipu of basic and diluted net
loss per share of common stock for the periodseprtes!:

Year Ended December 31

2012 2011 2010
Period-end stock options to purchase common stock 25,007,77 15,806,66 13,804,78
Perioc-end DOE warrant to purchase common st 3,090,11. 3,090,11 3,090,11
Perioc-end common stock subject to repurch — 27¢ 2,66¢

3. Balance Sheet Components
Inventory
As of December 31, 2012 and 2011, our inventonsisted of the following (in thousands):

December 31 December 31

2012 2011
Raw materials $ 163,63 $ 12,09
Work in proces: 24,53t 3,66¢
Finished good 62,55¢ 26,12(
Service part: 17,77 8,20z
Total $ 268,50« $ 50,08:
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We write down inventory as a result of excess dmabtete inventories, or when we believe that theemizable value of inventories is
less than the carrying value. During the years @éimfecember 31, 2012, 2011 and 2010, we recorddd-downs of $5.0 million, $1.8 million
and $1.0 million, respectively, in cost of autoruetsales.

Property, Plant and Equipment
As of December 31, 2012 and 2011, our propertyitidad equipment, net, consisted of the followingliousands):

December 31 December 31
2012 2011
Machinery, equipment and office furniture $ 223,74 $ 21,49t
Tooling 172,58 16,58¢
Building and building improvemen 50,57+ —
Leasehold improvemen 39,22« 27,901
Land 26,39: 26,391
Computer equipment and softw 22,12t 10,80«
Construction in progres 75,12¢ 227,46
609,77: 330,63t
Less: Accumulated depreciation and amortiza (57,549 (32,229
Total $ 552,22 $ 298,41«

Construction in progress is comprised primarilyas$ets related to the manufacturing of our Mod@l@yding building improvements at
our Tesla Factory in Fremont, California as welt@ding and manufacturing equipment and capitdliréerest expense. Depreciation of these
assets begins when they are ready for their inttnde. Interest expense on outstanding debt isadiapd during the period of significant
capital asset construction. Capitalized interestamstruction in progress is included in propeptant and equipment, and is amortized ovel
life of the related assets. During the years ermdlectember 31, 2012 and 2011, we capitalized $7 omiand $5.1 million of interest expense,
respectively.

Depreciation and amortization expense during tteesyended December 31, 2012, 2011 and 2010 wer8 ##ion, $14.6 million and
$10.0 million, respectively. Total property and gument assets under capital lease as of Decembh@032 and 2011 were $8.1 million and
$2.4 million, respectively. Accumulated depreciatielated to assets under capital lease as of ttaes were $1.0 million and $0.3 million,
respectively.

Other Assets
As of December 31, 2012 and 2011, our other assetsisted of the following (in thousands):

December 31 December 31

2012 2011
Emission permits $ 14,26 $ 14,50¢
Loan facility issuance costs, r 5,75¢ 6,407
Other 1,93¢ 1,45¢
Total $ 21,96 $ 22,37

Emission permits are related to the operation ofl@sla Factory; therefore, we amortize the emispigrmits over the same useful life.

107



Table of Contents

Accrued Liabilities
As of December 31, 2012 and 2011, our accrueditiabiconsisted of the following (in thousands):

December 31 December 31
2012 2011

Payroll and related costs $ 15,52¢ $ 8,90¢
Accrued purchase 10,33« 19,64¢
Taxes payabl 9,71( 967
Accrued warrant 3,05¢ 2,04¢
Other 1,17 54¢
Total $ 39,79 $ 32,10¢

Other Long-Term Liabilities
As of December 31, 2012 and 2011, our other long+-t&abilities consisted of the following (in thoarsds):

December 31 December 31

2012 2011
Accrued warranty, long-term $ 9,957 $ 4,271
Deferred rent liability 6,07t 3,83¢
Environmental liabilities 5,30( 5,30(
Other 3,83¢ 1,50¢
Total $ 25,17( $ 14,91¢

4, Fair Value of Financial Instruments

The carrying values of our financial instrumentsliiding cash equivalents, marketable securities@atts receivable and accounts
payable approximate their fair value due to thkarsterm nature. As a basis for determining thevialue of certain of our assets and
liabilities, we established a three-tier fair vahierarchy which prioritizes the inputs used in mweng fair value as follows: (Level I)
observable inputs such as quoted prices in actauets; (Level 1) inputs other than the quoteagsiin active markets that are observable
either directly or indirectly; and (Level Ill) unsbérvable inputs in which there is little or no netrlata which requires us to develop our own
assumptions. This hierarchy requires us to usere@iske market data, when available, and to minirttizeuse of unobservable inputs when
determining fair value. Our financial assets thatraeasured at fair value on a recurring basisisbotcash equivalents and marketable
securities. Our liabilities that are measured mtalue on a recurring basis consist of our comrstmek warrant liability.

All of our cash equivalents and current restriatadh, which are comprised primarily of money mafiatls, are classified within Level |
of the fair value hierarchy because they are valisddg quoted market prices or market prices fmilar securities. Our short-term marketable
securities are classified within Level 1l of thérfaalue hierarchy and the market approach was tsddtermine fair value of these investme
Our common stock warrant liability (see Note 8}lassified within Level 111 of the fair value hienhy.
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As of December 31, 2012 and 2011, the fair valeeanchy for our financial assets and financialiliaés that are carried at fair value
was as follows (in thousands):

December 31, 201 December 31, 201
Fair Fair
Value Level | Level Il Level llI Value Level | Level Il Level IlI
Money market funds $60,27: $60,27: $— $ — $196,70. $196,70. $ — $ —
Corporate noti — — — — 10,06: — 10,06: —
Commercial pape — — — — 14,99¢ — 14,99¢ —
Total $60,27: $60,27. $ — $ — $221,76: $196,70. $25,06. $ —
Common stock warrant liabilit $10,69: $ — $ — $10,69: $ 883 $ — $ — $8,83¢
Foreign currency forward contrac — — — — 10¢ — 10¢ —
Total $10,69: $ — $ — $1069: $ 8941 § — $ 10¢ $8,83¢

All of our available-for-sale marketable securitieatured during the year ended December 31, 20d2a@ailable-for-sale marketable
securities classified by security type as of Decen®i, 2011 consisted of the following (in thousgnd

December 31, 201

Gross Gross
Unrealized Unrealized
Amortized Cosl Gains Losses Fair Value
Corporate note $ 10,06 $ — $ 3 $10,06:
Commercial pape 14,99¢ — — 14,99¢
Total $  25,06¢ $ — MC) $25,06:

All of our marketable securities with gross unreadi losses had been in a continuous unrealizeghtzsgon for less than twelve months
as of December 31, 2011. We determined that thesgrorealized losses on our marketable securgie$ Recember 31, 2011 were temporary
in nature.

The changes in the fair value of our common stoakrant liability were as follows (in thousands):

Year Ended December 31

2012 2011
Fair value, beginning of period $ 8,83t $ 6,08¢
Change in fair valu 1,85¢ 2,75(
Fair value, end of peria $ 10,69: $ 8,83¢

The estimated fair value of our longrm debt based on a market approach was appradin®866.9 million (par value of $452.3 millic
and $220.3 million (par value of $276.3 million)@fsDecember 31, 2012 and 2011, respectively, aptesent Level |l valuations. When
determining the estimated fair value of our longrtelebt, we used a commonly accepted valuationadetbgy and market-based risk
measurements that are indirectly observable, ssichedlit risk.

We operate in various foreign countries, which esgsous to foreign currency exchange risk betweetts. dollar and various foreign
currencies, the most significant of which have biétenJapanese yen, euro and British pound. In eod@anage this risk, we enter into selecte
foreign currency forward contracts. These contrantsnot designated as hedges, and as a resulgeshin their fair value are recorded in othe
expense, net, on our consolidated statements otiqes. During the years ended December 31, 220P1 and 2010, net gains and losses
related to these instruments were not significafg.had notional amounts on foreign currency exchamgtracts outstanding of $8.8 millior
of December 31, 2011. There were no foreign cugrémevard contracts outstanding as of Decembef812.
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5. Reservation Payments

Reservation payments consist of payments that gilmential customers to hold a reservation forftttere purchase of a Model S, Mo
X or Tesla Roadster. These amounts are recordedreent liabilities until the vehicle is deliverdgor Model S and Model X, we require an
initial fully refundable reservation payment ofl@ast $5,000. The reservation payment becomes r@fumaable deposit once the customer ha:
selected the vehicle specifications and entersargarchase agreement. We require full paymeriteptrchase price of the vehicle only upon
delivery of the vehicle to the customer. Amountseieed by us as reservation payments are geneatlsestricted as to their use by us. Upon
delivery of the vehicle, the related reservatioprpants are applied against the customer’s totalhmse price for the vehicle and recognized ir
automotive sales as part of the respective vebalke

As of December 31, 2012 and 2011, we held resenvgi@yments of $138.8 million and $91.8 milliorspectively. In order to convert
the reservation payments into revenue, we will teeskll vehicles to these customers.

6. Convertible Preferred Stock

On June 28, 2010, our registration statement omF®tl for our IPO was declared effective by the S on July 2, 2010, we closed
our IPO. As a result of the IPO, our convertiblefprred stock was automatically converted into camistock.

The following table summarizes information relatedur convertible preferred stock prior to thengersion into common stock:

Share Price Liquidation
Issued and
Par Value at issuance Authorized Outstanding Preference Proceeds, N¢
(In thousands except share and per share amount

Series A $ 0.001 $ 0.4¢ 7,213,001 7,213,001 $ 3,55¢ $ 3,54¢
Series E 0.001 0.7 17,459,45 17,459,45 12,92( 12,89¢
Series C 0.001 1.1 35,893,17 35,242,29 40,00( 39,78¢
Series C 0.001 2.4 18,440,44 18,440,44 45,00( 44,94
Series E 0.001 2.51] 112,897,90 102,776,77 258,17! 135,66
Series F 0.001 2.97 30,000,00 27,785,26 82,50( 82,37¢
Total 221,903,98 208,917,23 $442,15: $ 319,22

* Net of $3.9 million conversion of Series A convielei preferred stock to common sto

Each of our Series A, B, D, E and F convertiblegmmed stock converted on a 1:0.33 basis into comstock while the Series C
convertible preferred stock converted on a 1:0&%ish

Dividends

No dividends on the convertible preferred stockehlagen declared by the Board of Directors fromptioca through their conversion into
common stock.

7. Convertible Preferred Stock Warrants

Series C convertible preferred warrants were netaésed for 184,359 shares of common stock at®@rih July 2010. The fair value of
these warrants as of July 2, 2010 in the amouf8d§ million was recorded in equity on the consatiidl balance sheet, and a charge from the
change in the fair value of these warrants dur@d®02n the amount of $2.6 million was recognizedtiner expense, net, in the consolidated
statement of operations.
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Series E convertible preferred stock warrants weteexercised for 160,688 shares of common stookiraPO in July 2010. The fair
value of these warrants as of July 2, 2010 in theumt of $3.4 million was recorded in equity on tdoasolidated balance sheet, and a charge
from the change in the fair value of these warrdating 2010 in the amount of $2.7 million was rgeiazed in other expense, net, on the
consolidated statement of operations.

8. Department of Energy Loan Facility

On January 20, 2010, we entered into a loan faeilith the Federal Financing Bank (FFB), and theE)@ursuant to the Advanced
Technology Vehicles Manufacturing (ATVM) IncentifFgogram. This loan facility was amended in Junel2@lexpand our cash investment
options, in February 2012 to modify the timing eftain future financial covenants and funding & dlebt service reserve account, and in Jun
DOE to remove our obligation to comply with the reunt ratio financial covenant as of September 8222and amend the timing of pre-
funding the principal payment due in June 2013.aMered into another amendment with the DOE in Ma&@13 that, among other things,
modified certain future financial covenants, accaied the maturity date of the DOE Loan Facilityptecember 15, 2017, created an obligatior
to repay approximately 1.0% of the outstandinggpial under the DOE Loan Facility on or before Jabe2013, and created additional
contingent obligations based on excess cash floatsmay result in accelerated repayment of the D@dh Facility starting in 2015. The
original amortization schedule for the DOE Loanilgds not affected by this recent amendment, andhe debt service payments remain the
same until the new maturity date when all outstagdibans under the DOE Loan Facility are to be icep&/e refer to the loan facility with the
DOE, as amended, as the DOE Loan Facility. UndeD®E Loan Facility, the FFB has made availablesdwo multi-draw term loan
facilities in an aggregate principal amount of $86million. An aggregate principal amount of $10@nRlion was made available under the 1
term loan facility to finance up to 80% of the mostigible for funding for the powertrain engine®yiand the build out of a facility to design
and manufacture lithium-ion battery packs, eleatrmtors and electric components (the PowertrairligacAggregate principal amount of
$363.9 million was made available under the se¢end loan facility to finance up to 80% of the apstigible for funding for the development
of, and to build out the manufacturing facility faur Model S sedan (the Model S Facility). Under DOE Loan Facility, we are responsible
for the remaining 20% of the costs eligible fordurg under the ATVM Program for the projects aslhaslany cost overruns for each project.
As of August 31, 2012, we have fully drawn down #dfierementioned facilities.
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Our DOE Loan Facility draw-downs have been as fadld¢in thousands):

Loan Facility Available

for Future Draw- downs Interest rates

Beginning balance, January 20, 2010 $ 465,04

Draw-downs received during the three months ended Mat¢cR201C (29,920) 2.9%- 3.4%

Draw-downs received during the three months ended Jon203.0 (15,499 2.5%-3.4%

Draw-downs received during the three months ended Ségted®, 201( (12,139 1.7%-2.6%

Draw-downs received during the three months ended Deee&ih 201( (15,277) 1.7%- 2.8%
Remaining balance, December 31, 2 393,22(

Draw-downs received during the three months ended Mait¢c2011 (30,65¢) 2.1%- 3.0%

Draw-downs received during the three months ended Jon203.1 (31,699 1.8%- 2.7%

Draw-downs received during the three months ended Ségted®, 201: (90,827 1.0%- 1.4%

Draw-downs received during the three months ended Deeegih 201 (51,257) 1.0%- 1.5%
Remaining balance, December 31, 2 188,79

Draw-downs received during the three months ended Mat¢cR2012 (84,267 0.9%- 1.6%

Draw-downs received during the three months ended Jon203.2 (71,279 1.0%- 1.3%

Draw-downs received during the three months ended Ségied®, 201: (33,256 1.0%- 1.2%
Remaining balance, December 31, 2 $ =

Advances under the DOE Loan Facility accrue intesiea per annum rate determined by the Secrefahgedlreasury as of the date of
advance and will be based on the Treasury yieldecand the scheduled principal installments fohsadvance. Interest on advances under th
DOE Loan Facility is payable quarterly in arreadvances under the Powertrain Facility are repayabR1 equal quarterly installments
commencing on December 15, 2012. All outstandinguarts under the Powertrain Facility will be due gagtable on the maturity date of
December 15, 2017. Advances under the Model Sifjaaik repayable in 21 equal quarterly installrsesdmmencing on December 15, 2012.
All outstanding amounts under the Model S Facilii} be due and payable on the maturity date ofddelger 15, 2017. Advances under the
loan facilities may be voluntarily prepaid at aimye at a price determined based on interest rathe dime of prepayment for loans made fron
the Secretary of the Treasury to FFB for obligaianth an identical payment schedule to the advaeagg prepaid, which could result in the
advance being prepaid at a discount, at par opegraium. The loan facilities are subject to maadaprepayment with net cash proceeds
received from certain dispositions, loss events waspect to property and other extraordinary pgseiAll obligations under the DOE Loan
Facility are secured by substantially all of oungmerty.

The DOE Loan Facility documents contain customameaants that include, among others, a requirethanthe projects be conducted
in accordance with the business plan for such ptog@mpliance with all requirements of the ATVMoBram, and limitations on our and our
subsidiaries’ ability to incur indebtedness, inliens, make investments or loans, enter into mergeacquisitions, dispose of assets, pay
dividends or make distributions on capital stocky ;jndebtedness, pay management, advisory or sifeéa to affiliates, enter into certain
affiliate transactions, enter into new lines ofibass, and enter into certain restrictive agreemémteach case subject to customary exception
The DOE Loan Facility documents also contain custignfinancial covenants requiring us to maintamiaimum ratio of current assets to
current liabilities,
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and (i) a limit on capital expenditures, (ii) frdbecember 31, 2013, a maximum leverage ratio, ammuini interest coverage ratio, a minimum
fixed charge coverage ratio, and (iii) from March 2014, a maximum ratio of total liabilities toesBholder equity. We were in compliance
with our current applicable financial covenant®aBecember 31, 2012. The DOE Loan Facility docutsi@fso contain customary events of
default, subject in some cases to customary cutedsefor certain defaults. In addition, eventsiefault include a failure of Elon Musk, our
Chief Executive Officer (CEO), Product Architectda@hairman, and certain of his affiliates, at amgetprior to one year after we complete the
project relating to the Model S Facility, to ownledist 65% of capital stock held by Mr. Musk andtsaffiliates as of the date of the DOE L«
Facility. As part of the most recent amendmenh&@OE Loan Facility in March 2013, we agreed topag other things, (i) make an early
payment of approximately 1.0% of the outstandiriggipal under the DOE Loan Facility on or beforegdu5, 2013, (ii) make additional
quarterly prepayments equal to: 20% of our excash fow for each quarter of fiscal 2015; and 35%uwr excess cash flow for each quarte
fiscal 2016 and 2017.

Under the DOE Loan Facility, we have agreed to famtbdicated debt service reserve account. In BepaD12, we pre-funded $15.0
million into this account, an amount equal to alhpipal and interest that came due on Decembe?@®2. In October 2012, we also pre-
funded $14.2 million into this account, an amougua to all principal and interest that will comeedon March 15, 2013 in accordance witr
pre-funding requirement under the DOE Loan FacilMpst recently, in February 2013, we pre-funded.6million into this account, an
amount equal to all principal and interest that edme due on June 15, 2013.

In addition, we have agreed to make additional pays) beginning June 15, 2013, of between $14liomilo $14.5 million each quarter
to pre-fund the quarterly principal and interesgrpants that will be due from September 15, 2018ugh December 15, 2014. Once we have
deposited such amounts, we will not be requirefditier pre-fund such debt service reserve accdsiaf December 31, 2012, $14.9 million
was held in this dedicated account. We have cladsifiis cash as current restricted cash on theddiolated balance sheet.

DOE Warrant

In connection with the closing of the DOE Loan kagiwe have issued a warrant to the DOE to pusetghares of our common stock at
an exercise price of $7.54 per share and a wawgnirchase up to 5,100 shares of our common stbak exercise price of $8.94 per share.
Beginning on December 15, 2018 and until DecemBeR022, the shares subject to purchase under weasants will become exercisable in
quarterly amounts depending on the average ouisigbalance of the loan during the prior quartérede warrants may be exercised until
December 15, 2023. If we prepay the DOE Loan Rgaiii part or in full, the total amount of share®ecisable under the warrants will be
reduced.

Since the number of shares ultimately issuable uihgewarrant will vary depending on the averagestamding balance of the loan dul
the contractual vesting period, and decisions épay would be influenced by our future stock pesevell as the interest rates on our loans in
relation to market interest rates, we measureddih@alue of the warrant using a Monte Carlo siatigin approach. The Monte Carlo approact
simulates and captures the optimal decisions imd@e between prepaying the DOE loan and the catioellof the DOE warrant. For the
purposes of the simulation, the optimal decisigresents the scenario with the lowest economictoass. The total warrant value would then
be calculated as the average warrant payoff aadbssnulated paths discounted to our valuatiore dat

The prepayment feature which allows us to prepayD®E Loan Facility and consequently, affect thember of shares ultimately
issuable under the DOE warrant, was determinedgresent an embedded derivative. This embeddedhtied is inherently valued and
accounted for as part of the warrant liability am oonsolidated balance sheets. Changes to thediaie of the embedded derivative are
reflected as part of the warrant liability re-mea&soent to fair value at each balance sheet reppdtite.
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The warrant is recorded at its estimated fair valith changes in its fair value reflected in ote&pense, net, until its expiration or
vesting. The fair value of the warrant at issuanas $6.3 million, and along with the DOE Loan Fagilee of $0.5 million and other debt
issuance costs of $0.9 million, represents a dosbsing the loan facility and is being amortizednterest expense over the expected term of
the DOE Loan Facility of approximately 13 yearsring the years ended December 31, 2012, 2011 ah@, 2 amortized $0.6 million to
income expense, respectively.

The DOE warrant will continue to be recorded atgtimated fair value with changes in the fair ealeflected in other expense, net, as
the number of shares of common stock ultimatelyabte under the warrant is variable until its exfpén or vesting. As of December 31, 2012
and 2011, the fair value of the DOE warrant was. Bhdillion and $8.8 million, respectively. Duringe years ended December 31, 2012 and
2011, we recognized expense for the change iraihedlue of the DOE warrant in the amount of $hiflion and $2.8 million through other
expense, net, in the consolidated statements ohtipes, respectively. During the year ended Deearhh, 2010, we recognized income from
the change in the fair value of the DOE warrarthenamount of $0.2 million through other expens, im the consolidated statement of
operations.

9. Common Stock

In June 2010, our registration statement on Forinf@-our IPO was declared effective by the Semsiand Exchange Commission. A
result, the number of authorized shares of our comatock increased from 106,666,667 to 2,000,0@sb@res.

In July 2010, we completed the IPO of common sinckhich we sold a total of 11,880,600 shares afammmon stock and received
cash proceeds of $188.8 million from this transactnet of underwriting discounts and commissi@mncurrent with the closing of our IPO,
we also sold 2,941,176 shares of our common stgloyota in a private placement and received castegds of $50.0 million. As a result of
the IPO, our convertible preferred stock was autarally converted into common stock and our outdiag warrants, excluding the DOE
warrant, were net exercised.

In November 2010, we entered into a common stockhase agreement with an entity affiliated with &amic Corporation (Panasonic)
pursuant to which we issued and sold an aggreddt@ 98,573 shares of our common stock at a pri2d.15 per share, which was the
average of the trading highs and lows of our comstonk from October 25 to October 29, 2010. Upamgetion of the private placement
transaction on November 2, we received aggregatepds of $30.0 million. Concurrently with the sahel issuance of the shares to Panas
we amended our investors’ rights agreement as eEhber 2, 2010 to grant Panasonic registratiortsigh a pari passu basis with certain
other holders of registration rights with respecttte shares of common stock purchased in thetprplacement.

In June 2011, we completed a follow-on offeringcommon stock in which we sold a total of 6,095,8B8res of our common stock and
received cash proceeds of $172.7 million from ttaasaction, net of underwriting discounts. Conentmwith this offering, we also sold
1,416,000 shares of our common stock to our CEC68@d475 shares of our common stock to BlackstagdtCo LLC, an affiliate of Daimler,
and received total cash proceeds of $59.1 milliothé private placements. No underwriting discomntsommissions were paid in connection
with these private placements.

In October 2012, we completed a follow-on offerafgcommon stock in which we sold a total of 7,9®4,8hares of our common stock
and received cash proceeds of $222.1 million (whicludes 35,398 shares or $1.0 million sold to ©&0O) from this transaction, net of
underwriting discounts and offering costs.

Stockholder Settlement

During the three months ended March 31, 2010, tbfesir stockholders who are affiliated with oneoof Board members asserted a
claim regarding the conversion of such stockhold=ysvertible promissory notes
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into shares of our Series E convertible prefertedksat the time of our Series E preferred stookricing in May 2009. In May 2010, we
entered into a settlement agreement with thesé&lstdaers and pursuant to the terms of the settlémgreement, we issued warrants to such
stockholders which, upon the closing of our IPQuity 2010, were automatically net exercised foaggregate of 100,000 shares of our
common stock. During the three months ended Jun2@@®, the fair value of these warrants in the amof $1.7 million was recorded in
equity on the consolidated balance sheet basedteick-Scholes valuation. In conjunction with tledtEement of our liability to issue such
warrants, we recognized a charge of $1.1 millionrduthe year ended December 31, 2010, throughr ettense, net, on the consolidated
statement of operations.

10. Equity Incentive Plans

In July 2003, we adopted the 2003 Equity Incenfiien. Concurrent with the effectiveness of ourstgtion statement on Form S-1 on
June 28, 2010 (see Note 9), we adopted the 201idyHgoentive Plan (the Plan) and all remaining coom shares reserved for future grant or
issuance under the 2003 Equity Incentive Plan wdded to the 2010 Equity Incentive Plan. The Ptariges for the granting of stock optio
and stock purchase rights to our employees, direetod consultants. Options granted under the ®lnbe either incentive options or
nonqualified stock options. Incentive stock optiomsy be granted only to our employees includingcefs and directors. Nonqualified stock
options and stock purchase rights may be grantedit@mployees and consultants. Generally, ouksiptions vest over four years and are
exercisable over a period not to exceed the canthterm of ten years from the date the stockomgtiare granted. Continued vesting typically
terminates when the employment or consulting retetiip ends. As of December 31, 2012, there wedeb8a shares of common stock
reserved for issuance under the Plan.

The following table summarizes option activity untlee Plan:

Outstanding Options

Weighted
Average
Shares Available Exercise
for Grant Number of Options Price
Balance, December 31,2009 1,014,68 11,574,03 $ 5.44
Additional options reserve 11,269,28 — —
Repurchased restricted stc 9,17( — 0.9C
Grantec (3,328,70) 3,328,70! 17.9¢
Exercisec — (721,08() 1.84
Cancellec 443,53 (443,53) 6.61
Balance, December 31, 20 9,407,97! 13,738,12 8.62
Additional options reserve 3,796,34. —
Grantec (4,011,97) 4,011,97. 27.4¢
Exercisec — (1,216,66) 5.41
Cancellec 726,76: (726,769 15.2¢
Balance, December 31, 20 9,919,10 15,806,66 13.3¢
Additional options reserve 1,064,04i —
Grantec (11,854,94) 11,854,94 31.1¢
Exercisec — (1,312,43) 12.52
Cancellec 1,341,31! (1,341,38) 25.51
Balance, December 31, 20 469,53: 25,007,77 21.2(

In addition to stock options issued from the Ptaere were zero, 33,333 and 66,666 stock optiolnd Becember 31, 2012, 2011and
2010, respectively, that we had previously gramtedon-employees outside of the Plan. These owtistgmon-employee options had a

weighted average exercise price of $1.80 as of gaahend.
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Additional information regarding all stock optiooststanding and exercisable as of December 31, B0diEmmarized below:

Options Outstanding Options Exercisable
Weighted Weighted
Average Average
Weighted Remaining Weightec Remaining
Contractual Contractual
Average Average
Exercise Life (in Exercise Life (in
Range of Exercise Pric¢ Number Price years) Number Price years)
$0.15 - $6.15 1,037,66. $ 3.0¢ 924,80: $ 2.9¢
$6.63- $6.63 7,475,41. 6.65 6,456,26. 6.65
$9.96- $25.27 2,682,73! 19.0¢ 1,446,36. 17.9¢
$27.25- $29.12 2,522,88! 28.1¢ 801,24t 28.3(
$29.25- $31.07 1,680,27! 30.1¢ 158,30( 30.3¢
$31.17- $31.17 5,865,56! 31.1% 19,52 31.17
$31.49- $33.15 2,686,68 31.8( 318,91 31.51
$33.22- $34.00 390,31 33.2¢ 103,18 33.2¢
$34.57- $34.57 475,27! 34.5i 1,75( 34.51
$36.01- $36.01 190,97( 36.01 1,54¢ 36.01
25,007,77 21.2( 6.9¢ 10,231,89 11.0% 5.38

Additional information regarding all stock optiooststanding and exercisable as of December 31, B0dulimmarized below:

Options Outstanding Options Exercisable
Weighted Weighted
Average Average
Weighted Remaining Weighted Remaining
Contractual Contractual
Average Average
Exercise Life (in Exercise Life (in
Range of Exercise Pric¢ Number Price years) Number Price years)
$0.15 - $6.15 1,617,29. $ 3.0¢€ 1,099,28! $ 2.8¢
$6.63- $6.63 7,695,28I 6.65 4,694,48. 6.65
$9.96- $20.72 2,039,55! 15.7(C 826,05: 15.1%
$22.88- $27.88 1,788,88! 24.4¢ 126,57 25.0(
$27.91- $28.35 479,41. 28.1¢ 8,152 28.0¢
$28.43- $28.43 428,21. 28.4: 5,31% 28.4:
$28.45- $28.45 971,26: 28.4% 215,15( 28.4¢
$30.41- $30.41 179,83t 30.41 2,45( 30.41
$30.55- $30.55 258,50( 30.5¢ 71,95¢ 30.5¢
$33.22- $33.22 381,75( 33.22 3,93¢ 33.22
15,839,99 1385 6.2C 7,053,35. 8.34 5.1¢

The aggregate intrinsic value represents the po&thx intrinsic value (i.e., the difference betweeir common stock price and the
exercise price, multiplied by the number of in-theney options) that would have been received byfhi®n holders had all option holders
exercised their options. The aggregate intrinsiaevaf options outstanding as of December 31, 20122011 was $317.7 million and
$243.9 million, respectively. The intrinsic valukaptions exercisable was $233.3 million and $14Riion, and the intrinsic value of options
vested and expected to vest was $280.7 million$22®.5 million as of December 31, 2012 and 201dpeetively. The total intrinsic value of
options exercised was $35.1 million and $27.8 onillfor the years ended December 31, 2012 and 2684fiectively.
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Fair Value Adoption

We utilize the fair value method in recognizingcstdbased compensation expense. Under the fair vadibod, we estimated the fair
value of each option award and Employee Stock RselPlan (the ESPP) on the grant date generaily tls¢ Black-Scholes option pricing
model and the weighted average assumptions notibe ifollowing table.

Year Ended December 31

2012 2011 2010

Risk-free interest rate

Stock options 1.C% 2.(% 2.C%

ESPF 0.2% 0.2% —
Expected term (in years

Stock options 5.¢ 6.C 5.3

ESPF 0.t 0.t —
Expected volatility:

Stock options 63% 70% 71%

ESPF 51% 59% —
Dividend yield:

Stock options 0.C% 0.C% 0.C%

ESPF 0.C% 0.C% —

The weighted-average grant-date fair value foramptiwards granted during the years ended Decemb@032, 2011 and 2010 was
$16.37, $17.43 and $10.99 per share, respectiValy weighted-average grant-date fair value for E§RRRted during the years ended
December 31, 2012, 2011 and 2010 was $8.99, $nd3%49 per share, respectively.

The fair value of the shares of common stock undeglstock options granted to prior to our IPO ufy22010 was determined by the
Board of Directors as there was no public markebfo common stock. The Board of Directors deteedifair value of the common stock at
the time of each grant of options by considerimgimber of objective and subjective factors inclgdialuation of comparable companies, s
of convertible preferred stock to unrelated thiedtigs, operating and financial performance, tlk& taf liquidity of capital stock, and trends in
the broader automobile industry. We have not gahsteck options with an exercise price that is thas the fair value of the underlying
common stock as determined at the time of grarttunyBoard of Directors, with input from management.

Information regarding our stock option grants dgrihe six months prior to the completion of our |R@luding the grant date; the
number of stock options issued with each grant;thadexercise price, which equals the grant daterédue of the underlying common stock
for each grant of stock options, is summarize#ews:

Exercise

Price and

Fair Value

per Share o

Number of
Options Common
Grant Date Granted Stock

March 3, 2010 402,66( 9.9¢
April 28, 2010 256,32( 13.2¢
June 12, 201 1,135,71! 14.15
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Performance-Based Stock Options

In December 2009, our Board of Directors approvedgtion grant to our CEO representing 4% of olly{fdiluted share base prior to
such grant as of the grant date, or 3,355,986 siptikns, with 1/4th of the shares vesting immealjatand 1/36th of the remaining shares
scheduled to vest each month over three yearsnasguontinued employment through each vesting itetecognition of his and our
company’s achievements and to create incentivelsifore success. In addition, to create incentfeeshe attainment of clear performance
objectives around a key element of our businegspléhe successful launch and commercialization ofl&d S—the Board of Directors
approved an additional option grant to our CEOlitagaan additional 4% of our fully-diluted sharesap to such grant as of the grant date, or
3,355,986 stock options, with a vesting schedusebantirely on the attainment of performance dbjes as follows, assuming our CEO’s
continued employment and service to us through easting date:

» 1/4th of the shares subject to the option are sdbddo vest upon the successful completion of MM&Engineering Prototyp:
» 1/4th of the shares subject to the option are sdbddo vest upon the successful completion of M&dealidation Prototype
« 1/4th of the shares subject to the option are sdbddo vest upon the completion of the first Mo8dProduction Vehicle; ar
« 1/4th of the shares subject to the option are sdbddo vest upon the completion of the 10,000tld® & Production Vehicle

If he does not meet one or more of the above noifest prior to the fourth anniversary of the datéhefgrant, he will forfeit his right to
the unvested portion of the grant. Through DecerBieR012, the first three performance milestonesevachieved and the remaining
performance milestone was considered probabletoéaement.

Due to the significant number of stock options ¢gdrto our CEO, we valued these December 2009gantising the following grant-
specific Black-Scholes assumptions: risk-free iderate of 1.7%, expected term of 4.1 years, égdewmlatility of 70% and dividend yield of
0%. Stock-based compensation expense relatedstgridut to our CEO was $4.2 million, $6.3 milliamdz$9.2 million for the years ended
December 31, 2012, 2011 and 2010, respectively.

Our Board of Directors also approved option grémtiune and September 2010 to purchase our comiock &f 666,300 and 20,000,
respectively, to various members of our senior rganmeent with a vesting schedule based entirely erattainment of the same performance
objectives as those outlined for our CEO aboveoligh December 31, 2012, the first three performanitestones were achieved and the
remaining performance milestone was consideredgimetof achievement. For the years ended Decenihé(032, 2011 and 2010, we
recognized $1.4 million, $4.9 million and $8.9 naili, respectively, of stock-based compensation espeelated to the attainment of
performance objectives. In August 2012, to createmtives for continued long term success beyoadtbdel S program and to closely align
executive pay with increases in stockholder vabwe,Board of Directors granted 5,274,901 stockassito our CEO (2012 CEO Grant). The
2012 CEO Grant consists of ten vesting tranchds avitesting schedule based entirely on the attaihofeboth performance conditions and
market conditions, assuming continued employmedtsanvice to us through each vesting date.

Each of the following ten vesting tranches requare€®mbination of one of the performance achievaseutlined below and an
incremental increase in our market capitalizatibi40 billion, as compared to the initial markeptalization of $3.2 billion.
e Successful completion of the Model X Engineeringtétype (Alpha)

e Successful completion of the Model X Vehicle Prgpet (Beta).
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» Completion of the first Model X Production Vehic

»  Successful completion of the Gen Il Engineeringttype (Alpha).
» Successful completion of the Gen Il Vehicle Propet (Beta)

e Completion of the first Gen Ill Production Vehic

e Gross margin of 30% or more for four consecutivartgrs;

» Aggregate vehicle production of 100,000 vehic

e Aggregate vehicle production of 200,000 vehicles

» Aggregate vehicle production of 300,000 vehic

The term of the 2012 CEO Grant will be ten yeaoghsit if any vesting tranches remain unvested aftpiration of the 2012 CEO Grant,
they will be forfeited. In addition, our CEO wilbffeit any unvested options if he is terminate &9 of the Company, whether for cause or
otherwise.

We measured the fair value of the 2012 CEO Grangus Monte Carlo simulation approach with thedaling assumptions: risk-free
interest rate of 1.65%, expected term of ten yeaqsected volatility of 55% and dividend yield &0

Stock-based compensation expense associated wig0tt2 CEO Grant is recognized for each performanadition over the vesting
period beginning at the point in time that the vale performance condition is considered probableetng met, regardless as to whether the
related market condition is ever met (though megttire market condition would also be required ieorfor the related options to ultimately
vest).

As of December 31, 2012, a performance milestooapled with a market condition, was considered abid of achievement. Stock-
based compensation expense related to the 2012GzEQ was $1.3 million for the year ended Decendier2012.

Summary Stock Based Compensation Information

The following table summarizes the stock-based eraation expense by line item in the consolidatagents of operations (in
thousands):

Year Ended December 31

2012 2011 2010
Cost of sales $ 2,19¢ $ 67C $ 242
Research and developmt 26,58( 13,37: 4,13¢
Selling, general and administrati 21,37: 15,37 16,77¢
Total $50,14¢ $29,41¢ $21,15¢

We realized no income tax benefit from stock opgarrcises in each of the periods presented drextoring losses and valuation
allowances. As required, we present excess taxfibefrem the exercise of stock options, if anyfiasncing cash flows rather than operating
cash flows.

As of December 31, 2012, we had $109.5 millionotéltunrecognized compensation expense, net, iofigsd forfeitures, that will be
recognized over a weighted-average period of 5625y

Employee Stock Purchase Plan

Concurrent with the effectiveness of our registratatement on Form S-1 on June 28, 2010 (seeNotee established the ESPP.
Under the ESPP, employees are eligible to purcbasenon stock through payroll
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deductions of up to 15% of their eligible compeisatsubject to any plan limitations. The purchpsee of the shares on each purchase date
equal to 85% of the lower of the fair market vatdi@ur common stock on the first and last tradiagsof each six-month offering period.
During the years ended December 31, 2012 and 3¥B1526 shares and 223,458 shares were issuedthedeSPP for $8.4 million and $3.9
million, respectively. A total of 2,615,749 shasdcommon stock have been reserved for issuancerihd ESPP, and there were 2,018,765
shares available for issuance under the ESPPRsagimber 31, 2012.

11. Income Taxes
No provision for U.S. income taxes has been maaetalgumulative losses since the commencementeayhtipns.

A provision for income taxes of $0.1 million, $0v8llion and $0.2 million has been recognized far Yfears ended December 31, 2012,
2011 and 2010, respectively, related primarily uo subsidiaries located outside of the United Staair net loss before provision for income
taxes for the years ended December 31, 2012, 20d 2@10 were as follows (in thousands):

Year Ended December 31

2012 2011 2010
Domestic $396,65: $254,76: $154,73:
Internationa (472) (839) (579
Loss before income taxi $396,18: $253,92. $154,15!

The components of the provision for income taxegte years ended December 31, 2012, 2011 and 26@8isted of the following (in
thousands):

Year Ended December 31

2012 2011 2010
Current:
Federa $ — $ — $ —
State 23 29 9
Foreign 282 437 177
Total current 30E 46€ 18€
Deferred:
Federa — — —
State — — —
Foreign (169) 23 (13)
Total deferrec (169) 23 (13
Total provision for income taxe $ 13€ $ 48¢ $ 17c
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Deferred tax assets (liabilities) as of December2B12 and 2011 consisted of the following (in tharnds):

December 31 December 31
2012 2011

Deferred tax assets:

Net operating loss car-forwards $ 346,66: $ 218,81:

Research and development cre 21,42% 18,50:

Foreign tax credit 12C

Deferred revenu 694 52€

Inventory and warranty reserv 8,08¢ 3,53

Depreciation and amortizatic 72 3,071

Accruals and other 10,93: 3,97(

Total deferred tax asse 387,99 248,41t

Valuation allowanct (371,849 (248,389
Deferred tax liabilities:

Others (400) —

Depreciation and amortizatic (15,589 (37

Net deferred tax assets (liabilitie $ 16E $ (5)

Reconciliation of statutory federal income taxesuo effective taxes for the years ended Decembgp@12, 2011 and 2010 is as follows
(in thousands):

Year Ended December 31

2012 2011 2010
Tax at statutory federal rate $(134,705) $(86,337) $(52,417)
State ta—net of federal benef (12,58() (8,119 (5,842
Nondeductible expens: 9,891 10,74: 9,31(
Foreign income rate differenti 262 (56) 254
U.S. tax credit (2,785 (5,049 (4,406
Other reconciling item 52t 1,58¢ 73€
Change in valuation allowan: 139,51 87,71« 52,53¢
Provision for income taxe $ 13€ $ 48¢ $ 178

Management believes that based on the availaleniation, it is more likely than not that the deéektax assets will not be realized,
such that a full valuation allowance is requirediagt all U.S. deferred tax assets.

As of December 31, 2012, we had approximately $®#illion of federal and $578.3 million of Califamoperating loss carry-forwards
available to offset future taxable income, $32.8iam of which is associated with windfall tax béite that will be recorded as additional paid-
in capital when realized. These carryforwards e#ipire in varying amounts beginning in 2024 forefied and 2019 for state if unused.
Additionally, we have research and developmenttexits of approximately $10.9 million and $16.0lion for federal and state income tax
purposes, respectively. If not utilized, the fedleeary-forwards will expire in various amounts begng in 2019. However, the state credits
can be carried forward indefinitely.

We have indefinitely reinvested $2.3 million of ustdbuted earnings of our foreign operations alesif our U.S. tax jurisdiction as of
December 31, 2012. No deferred tax liability hasrbeecognized for the remittance of such earniagbd United States since it is our inten
to utilize these earnings to fund future foreigpaxsions including but not limited to, hiring ofditibnal personnel, capital purchases,
expansion into larger facilities, and potential réwalerships, and determination of the potentifdrded tax liability is not practical.

Federal and state laws can impose substantiaiatéstis on the utilization of net operating lossldax credit carry-forwards in the event
of an “ownership change,” as defined in Section 8Bthe Internal Revenue
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Code. Prior to our IPO, we performed a study ardldetermined that no significant limitation would placed on the utilization of our net
operating loss and tax credit carry-forwards assalt of prior ownership changes. We do not beliéa¢ our public offerings and private
placements constituted an ownership change reguititimitations on our ability to use our net ogimg loss and tax credit carry-forwards;
however, we have not yet performed a study subsedgo@ur IPO to determine whether such limitatiersst.

Uncertain Tax Positions

The aggregate changes in the balance of our grossagnized tax benefits during the years endeeéiber 31, 2012, 2011 and 2010
were as follows (in thousands):

January 1, 201 $15,59¢
Increases in balances related to tax positionsitdkeng current yee 797
December 31, 201 16,39
Increases in balances related to tax positionsitdkeng current yee 1,035
December 31, 201 17,43(
Increases in balances related to tax positionsitdkeng current yee 64C
December 31, 201 $18,07(

Accrued interest and penalties related to unreeaghiax benefits are classified as income tax esgpand was immaterial. As of
December 31, 2012, unrecognized tax benefits ofiyidlion, if recognized, would not affect our eéfive tax rate as the tax benefits would
increase a deferred tax asset which is currently &dfset with a full valuation allowance. We dotranticipate that the amount of existing
unrecognized tax benefits will significantly incesaor decrease within the next 12 months. Weriiterne tax returns in the United States,
California, various states and foreign jurisdicgofax years 2009 to 2011 remain subject to exarnméor federal purposes, and tax years
2008 to 2011 remain subject to examination forfGalia purposes. All net operating losses and tasits generated to date are subject to
adjustment for U.S. federal and California purpo3es years 2007 to 2011 remain open for examinatiamther U.S. state and foreign
jurisdictions.

12. Information about Geographic Areas

We have determined that we operate in one repostiggnent which is the design, development, manurfiagtand sales of electric
vehicles and electric vehicle powertrain components

The following tables set forth revenues and lorgdi assets by geographic area (in thousands).

Revenues
Year Ended December 31
2012 2011 2010
North America $355,32! $109,23: $ 41,86¢
Europe 50,31¢ 84,39’ 70,54:
Asia 7,61 10,61 4,33¢
Total $413,25¢ $204,24: $116,74

During the years ended December 31, 2012, 2012@hd, we recognized revenues of $341.5 million, 33 nillion and $37.6 million
in the United States, respectively.
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Long-lived Assets

December 31 December 31

2012 2011
United States $ 552,30: $ 304,78
Internationa 9,99¢ 5,38¢
Total $ 562,30( $ 310,17:

13. Strategic Partnerships
Daimler AG
Daimler A-Class Program

During the three months ended March 31, 2010, Daiehgaged us to assist with the development asdliption of a battery pack and
charger for a pilot fleet of its A-Class electrighicles to be introduced in Europe during 2011ofBecember 31, 2010, all development work
related to the development agreement had been etedpland we had recognized the full $14.4 millioder the development agreement.

Daimler Mercedes-Benz EV Program

During the fourth quarter of 2011, Daimler engagsdo assist with the development of a full eleghewertrain for a Daimler Mercedes-
Benz B-Class EV vehicle. In 2012, we received twechase orders from Daimler to begin developmenkwaad also entered into a separate
development agreement. Pursuant to the developageaément, Daimler will pay us up to $33.2 millfon the successful completion of
certain at risk development milestones and theveetiof prototype samples. During the year endedebber 31, 2012, we completed various
milestones and delivered prototype samples. Dutieg/ear ended December 31, 2012, we recognize® #diflion in development services
revenue related to the Mercedes-Benz B-Class Eyrano.

Toyota Motor Corporation
Toyota RAV4 Program

In July 2010, we and Toyota entered into a Phasgr€ement to initiate development of an electriwgrtrain for the Toyota RAV4.
Under this early phase development agreement, tppas were made by us by combining the Toyota RA\dtlel with a Tesla electric
powertrain. During the years ended December 311 20 2010, we recognized $7.6 million and $1.3ionilin development services reven
respectively. As of December 31, 2011, we had dedid all prototypes.

In October 2010, we entered into a Phase 1 corgeawices agreement with Toyota for the developroéatvalidated powertrain system,
including a battery pack, power electronics moduietor, gearbox and associated software to berated into an electric vehicle version of
the Toyota RAV4. Toyota paid $60.1 million for teeccessful completion of certain at risk developnmeitestones and the delivery of
prototype samples, including a $5.0 million upfrpayment that we received upon the execution o&treement. During the years ended
December 31, 2012, 2011 and 2010, we completeduamilestones and along with the amortizationufupfront payment and the delivery
of certain prototype samples, we recognized $10llvom $47.4 million and $3.3 million in developmeservices revenue, respectively. As of
March 31, 2012, all development milestones undeiPthase 1 agreement have been completed.

In July 2011, we entered into a supply and sendggeement with Toyota for the supply of a validatéctric powertrain system,
including a battery pack, charging system, inverestor, gearbox and associated software, whichbeiintegrated into an electric vehicle
version of the Toyota RAV4. Additionally, we wilkgvide Toyota with certain services related toghpply of the electric powertrain system.
During the three months ended March 31, 2012, wgabelelivering electric powertrain systems to Tay@iuring the year ended
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December 31, 2012, we recognized revenue of $28libmin automotive sales related to these sabas. production activities under this
program are expected to continue through 2014.

14. Commitments and Contingencies
Operating Leases

Our corporate headquarters and powertrain produciperations are based in Palo Alto, Californianghee have leased a facility
consisting of 350,000 square feet. This lease egpir January 2020. We also lease office spacer umhecancelable operating leases with
various expiration dates through December 2022t Bgpense for the years ended December 31, 2012, &td 2010 was $12.1 million,
$8.6 million and $6.3 million, respectively.

Capital Leases

We have entered into various agreements to leagpragnt under capital leases over terms between8@&0 months. The equipment
under the leases are collateral for the lease atidigs and are included within property, plant agdipment, net, on the consolidated balance
sheets under the categories of computer equipnmeins@tware and office furniture and equipment.

Future minimum commitments for leases as of Dece®bge2012 are as follows (in thousands):

Operating
Capital

Leases Leases
2013 $13,86¢ 5,64¢
2014 14,29¢ 5,19¢
2015 13,69: 3,56¢
2016 19,96" 922
2017 and thereaftt 30,81¢ 30
Total minimum lease paymer $92,63¢ 15,36¢
Less: Amounts representing interest not yet inel 1,03¢
Present value of capital lease obligati 14,33(
Less: Current portio 4,36
Long-term portion of capital lease obligatic $ 9,96¢

DOE Loan Facility

We have received loans under the DOE Loan Fagsig Note 8). Future loan repayments for theseslaarof December 31, 2012 are as
follows (in thousands):

2013 $ 58,06¢
2014 57,21¢
2015 56,37¢
2016 55,53t
2017 and thereafts 260,35¢
Total loan repayments under the DOE Loan Fac 487,55:
Less: Amounts representing interest not yet inal 35,21
Principal amount of outstanding loans under the DO&n Facility 452,33t
Less: Current portio 50,84
Long-term portion of loans under the DOE Loan Fac $401,49!
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Environmental Liabilities

In May 2010, we entered into an agreement to pseelaa existing automobile production facility lemhtn Fremont, California from
New United Motor Manufacturing, Inc. (NUMMI). NUMMhas previously identified environmental conditi@aghe Fremont site which affe
soil and groundwater, and until recently, were utadéng efforts to address these conditions. Theselitions are now being addressed by us
and NUMMI. Although we have been advised by NUMMat it has documented and managed the environmissteds and we completed a
reasonable level of diligence on such environmeassales at the time we purchased the facility, arnot determine the potential costs to
remediate any pre-existing contamination with aestainty. Based on management’s best estimatestiraated the fair value of the
environmental liabilities that we assumed to b&$billion. The fair value of these liabilities wdstermined based on an expected value
analysis of the related potential costs to investigremediate and manage various environmentditomms that were identified as part of
NUMMI’s facility decommissioning activities as well asr@wn diligence efforts. As we continue with oanestruction and operating
activities, it is reasonably possible that ourreate of environmental liabilities may change maiéyi

We have reached an agreement with NUMMI under whagbr a ten year period, we will pay the first Elillion of any costs of any
governmentally-required remediation activities dontamination that existed prior to the completiéhe facility and land purchase for any
known or unknown environmental conditions, and NUMMs agreed to pay the next $15.0 million for stehediation activities. Our
agreement provides, in part, that NUMMI will pay tapthe first $15.0 million on our behalf if suckpenses are incurred in the first four years
of our agreement, subject to our reimbursementict £osts on the fourth anniversary date of thsitp

On the ten-year anniversary of the closing or wkien&30.0 million has been spent on the remediatativities, whichever comes first,
NUMMI s liability to us with respect to remediation atties ceases, and we are responsible for any lheddaronmental conditions at the
Fremont site. At that point in time, we have agreethdemnify, defend, and hold harmless NUMMI fraihliability and we have released
NUMMI for any known or unknown claims except for MMI s obligations for representations and warrantieden the agreement. As of
December 31, 2012 and 2011, we have accrued $8i8mmelated to these environmental liabilitiesspectively.

From time to time, we are subject to various lggateedings that arise from the normal course sinass activities. In addition, from
time to time, third parties may assert intellecfuaperty infringement claims against us in therfaf letters and other forms of
communication. If an unfavorable ruling were towgdhere exists the possibility of a material adeempact on our results of operations,
prospects, cash flows, financial position and brand

15. Subsequent Events
DOE Loan Facility

In February 2013, we made a gerding payment of $14.6 million for all principahd interest that will come due on June 15, 20f3a
dedicated debt service reserve account in accoedaitb the pre-funding requirement under the DOR.&acility. We entered into an
amendment with the DOE effective March 1, 2013. Ayeeed among other things to: (i) modify certaituffe financial covenants;

(ii) accelerate the maturity date of the DOE Loacikty to December 15, 2017; (iii) create an obtign to repay approximately 1.0% of the
outstanding principal under the DOE Loan Facilityay before June 15, 2013; and (iv) create additionntingent obligations based on exces:
cash flow that may result in accelerated repaymétite DOE Loan Facility starting in 2015. The @m@ amortization schedule for the DOE
Loan Facility is not affected by this recent amerdinand so the debt service payments remain the gatil the new maturity date when all
outstanding loans under the DOE Loan Facility arke repaid. Conforming administrative changesoimuchents related to this amendment ar
in process and expected to be completed in Mard3.20
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16. Quarterly Results of Operations (Unaudited)

The following table includes selected quarterlyutessof operations data for the years ended DeceBhe2012 and 2011 (in thousands,
except per share data):

Three months endec

March 31 June 30 September 3l December 3.
2012
Total revenue $ 30,167 $ 26,65: $ 50,10« $ 306,33:
Gross profit (loss 10,241( 4,762 (8,76)) 23,85’
Net loss (89,879 (105,609 (110,809 (89,93)
Net loss per share, basic and dilu (0.8¢) (1.00 (1.05) (0.79)
2011
Total revenue: $ 49,03( $ 58,17: $ 57,66¢ $ 39,37
Gross profit 18,02¢ 18,50¢ 17,22« 7,83t
Net loss (48,94 (58,909 (65,07¢) (81,48¢%)
Net loss per share, basic and dilu (0.5)) (0.60 (0.63) (0.7¢)

Net loss per share, basic and diluted for the fuarters of each fiscal year may not sum to ted fot the fiscal year because of the
different numbers of shares outstanding during ge&ciod.

17. Restatement of Unaudited Condensed Consolidat€tancial Statements

On March 6, 2013, we concluded that the condengedatidated statements of cash flows for the yeafate periods ended March 31,
2012, June 30, 2012 and September 30, 2012, imgjudtimparatively presented periods, that we prelWouncluded in our Quarterly Reports
on Forms 10-Q filed in 2012 should be restated @salt of erroneous inclusion in cash outflowsyfrimvesting activities amounts related to
purchases of property and equipment not yet paidtfeach balance sheet date.

These restatements result in decreases in cash flsgd in investing activities and correspondirmgdases in cash flows used in
operating activities. These restatements had nadtgn our previously reported total cash and eaglivalents, condensed consolidated
balance sheets or consolidated statements of apesat

As detailed in the tables below, these restatemengact the following condensed consolidated césh fine items:

Three Months Ended Six Months Ended Nine Months Ended
March 31, 2012 June 30, 2012 September 30, 2012
As As As
Previously Previously Previously
As As As

Reported Adjustment Restatec Reported Adjustment Restated Reported Adjustment Restated

Cash Flows From Operating Activities
Accounts payable and accrued liabilit $ 689 $ (1321) $(632) $ 2284 $ (1649) $ 6351 $ 9408 $ (22570) $ 71,51
Net cash used in operating activit (50,087 (23,219 (63,300 (111,069 (16,496 (127,56¢) (206,02() (22,570 (228,59()

Cash Flows From Investing Activities
Purchases of property and equipment,

excluding capital leas¢ (67,987 13,21 (54,779 (129,27)) 16,49¢ (112,77) (197,74) 22,57( (175,17Y)
Net cash used in investing activit (79,440 13,21 (66,227 (98,65%) 16,49¢ (82,15¢) (168,74) 22,57( (146,17:)
Supplemental disclosure of noncash investir
activities
Acquisition of property and equipme 52C 27,74, 28,26 2,10¢€ 28,06. 30,167 1,81( 34,43( 36,24(
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Cash Flows From Operating Activities
Accounts payable and accrued liabilit
Net cash used in operating activit

Cash Flows From Investing Activities
Purchases of property and equipment,
excluding capital lease
Net cash provided by (used in) investing
activities

Supplemental disclosure of noncash investir
activities
Acquisition of property and equipme

Three Months Ended Six Months Ended Nine Months Ended
March 31, 2011 June 30, 201: September 30, 201
As As As
Previously Previously Previously
As As As
Reported Adjustment  Restatec Reported Adjustment  Restatec Reported Adjustment Restated
$ 7,74 % (22¢) $ 7,51¢ $ 26,118 $ (720) $2539%¢ $ 37,99¢ $ (20,500 $ 17,49
(43,29)) (22¢€) (43,52)) (65,78%) (720) (66,50%) (87,27¢) (20,506 (107,78))
(20,47¢) 22€ (20,250 (74,790 72C (74,070) (143,63¢) 20,50¢ (123,12
(170,67!
10,11 22€ 10,330 (23,01) 72C (12,29)) (191,18) 20,50¢ )
2,372 13,66 16,03 7,30¢ 5,20: 12,50¢ 56¢ 24,49( 25,05¢
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ITEM9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL DISCLOSURE
Not applicable.

ITEM 9A. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

We conducted an evaluation as of December 31, 20id&r the supervision and with the participatibow management, including our
Chief Executive Officer and Chief Financial Officef the effectiveness of the design and operaifayur disclosure controls and procedures.
Based upon that evaluation, our Chief Executived®ffand Chief Financial Officer concluded thatp&such date, our disclosure controls and
procedures were not effective due to a materiakwess in our internal control over financial repagtrelated to the presentation and disclao
of non-cash capital expenditures in our consolidigtatements of cash flows as described below.

Management’s Report on Internal Control over Finangal Reporting

Our management is responsible for establishingnaaidtaining adequate internal control over finaha@orting. Internal control over
financial reporting is a process designed by, ateuthe supervision of, our Chief Executive Offie@d Chief Financial Officer to provide
reasonable assurance regarding the reliabilitynaicial reporting and the preparation of finansiatements for external purposes in
accordance with generally accepted accounting ipfee and includes those policies and proceduss(1) pertain to the maintenance of
records that in reasonable detail accurately ainly faflect the transactions and dispositions of assets; (2) provide reasonable assurance tt
transactions are recorded as necessary to perepamation of financial statements in accordanch generally accepted accounting principles
and that our receipts and expenditures are beirtgroaly in accordance with authorizations of ounaggement and directors; and (3) provide
reasonable assurance regarding prevention or tidetgction of unauthorized acquisition, use or ai#fon of our assets that could have a
material effect on the financial statements.

Under the supervision and with the participatiomof management, including our Chief Executive €ffiand Chief Financial Officer,
we conducted an evaluation of the effectivenessuofinternal control over financial reporting basedcriteria established in “Internal
Control—Integrated Framework” issued by the Comeaitbf Sponsoring Organizations of the Treadway C@sion (COSO). Our
management concluded that our internal control éimancial reporting was ineffective as of Decem®&y 2012 because a material weakness
existed in our internal control over financial refing related to the presentation and disclosuneonfcash capital expenditures in our
consolidated statements of cash flows. A materedkmess is a deficiency, or a combination of deficies, in internal control over financial
reporting, such that there is a reasonable poggithiat a material misstatement of our annuahoerim financial statements will not be
prevented or detected on a timely basis. Spedificak did not design effective controls to deterenand review the total unpaid amounts
related to capital expenditures that should haes lexcluded from operating and investing activitiethe cash flow statement and disclose
non-cash items.

This material weakness resulted in an audit adjeistrrelated to non-cash capital expenditures foytar ended December 31, 2012, a
restatement of our condensed consolidated statsroénash flows for the periods ended March 31220Line 30, 2012 and September 30,
2012 including their comparative periods for 204rdd a revision of our consolidated financial staets for the year ended December 31,
2011. Additionally, this material weakness coulsulein a further misstatement of the aforementibaecount balances or disclosures that
would result in a material misstatement to the ahouinterim consolidated financial statements thauld not be prevented or detected.

Our independent registered public accounting firmcewaterhouseCoopers LLP, has audited our inteamdrol over financial reporting
as of December 31, 2012 as stated in their reploidhnis included herein.
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Limitations on the Effectiveness of Controls

Because of inherent limitations, internal contretiofinancial reporting may not prevent or detetgstatements and projections of any
evaluation of effectiveness to future periods agject to the risk that controls may become inadegjbecause of changes in conditions, or
the degree of compliance with the policies or pdotes may deteriorate.

Changes in Internal Control over Financial Reportirg

There was no change in our internal control ovgairfcial reporting which occurred during the fodisical quarter of the year ended
December 31, 2012 which has materially affecteds oeasonably likely to materially affect, ouramal control over financial reporting.

Management’'s Remediation Initiatives

Subsequent to the end of the period of this repod,in light of the material weakness describea’apwe have taken steps to remediate
our material weakness. We have begun to inclugeesof our financial reporting review process, tle¢ermination of total unpaid amounts
related to capital expenditures that should beusbad from investing activities in the consolidagatement of cash flows and disclosed as no
cash items.

ITEM9B. OTHER INFORMATION
Not applicable.
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PART IlI

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNA NCE

The information required by this Item 10 of FormK@vill be included in our 2013 Proxy Statemenbtofiled with the SEC in
connection with the solicitation of proxies for @013 Annual Meeting of Stockholders (2013 Proxgt&nent) and is incorporated herein by
reference. The 2013 Proxy Statement will be filéthwhe SEC within 120 days after the end of tisedl year to which this report relates.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item 11 of FormKvill be included in our 2013 Proxy Statement éndhcorporated herein by
reference.

ITEM 12, SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information required by this Item 12 of FormK @vill be included in our 2013 Proxy Statement @amdhcorporated herein by
reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

The information required by this Item 13 of FormK@vill be included in our 2013 Proxy Statement éndhcorporated herein by
reference.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this Item 14 of FormK @vill be included in our 2013 Proxy Statement @amdhcorporated herein by
reference.

PART IV

ITEM 15.  EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
1. Financial Statements. S“Index to Consolidated Financial Statem” in Part I, ltem 8 of this Annual Report on Forn-K.

2. Allfinancial statement schedules have beentenhisince the required information is not applieady is not present in amounts sufficient
to require submission of the schedule, or becawes@nformation required is included in the consaliét! financial statements and notes
thereto.

3.  Exhibits. The exhibits listed in the accompagyimdex to Exhibits” are filed or incorporated bgference as part of this Annual Report
on Form 1-K.
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Exhibit
Number

INDEX TO EXHIBITS

Incorporated by Reference

Exhibit Description Form

3.1

3.2
4.1
4.2

4.2A

4.2B

4.2C

4.2D

4.3

4.3A

File No.

Exhibit

Filing Date

Filed
Herewith

Amended and Restated Certificate of Incorporation §-1
the Registran

Amended and Restated Bylaws of the Regis! S-1
Specimen common stock certificate of the Regist  S-1/A

Fifth Amended and Restated Investors’ Rights S-1
Agreement, dated as of August 31, 2009, between
Registrant and certain holders of the Registrant’s
capital stock named there

Amendment to Fifth Amended and Restated Invest@sl/A
Rights Agreement, dated as of May 20, 2010, between
Registrant and certain holders of the Registrant’s

capital stock named there

Amendment to Fifth Amended and Restated Invest@sl/A
Rights Agreement between Registrant, Toyota Motor
Corporation and certain holders of the Registrant’s
capital stock named there

Amendment to Fifth Amended and Restated Invest@®-1/A
Rights Agreement, dated as of June 14, 2010, batwee
Registrant and certain holders of the Registrant’s

capital stock named there

Amendment to Fifth Amended and Restated Invest@:K
Rights Agreement, dated as of November 2, 2010,
between Registrant and certain holders of the
Registrar’s capital stock named there

Registration Rights Agreement between the United S-1/A
States Department of Energy and the Registrantidate
as of January 20, 20:

Amendment to Registration Rights Agreement S-1/A
between the United States Department of Energy and
the Registrant dated as of May 21, 2!
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333-164593
333-164593
333-164593

333-164593

333-164593

333-164593

001-34756

333-164593

333-164593

3.1

3.2
4.1
4.2

4.2A

4.2B

4.2C

4.1

4.3

4.3A

January 29, 2010

January 29, 201
May 27, 201(
January 29, 2010

May 27, 2010

May 27, 2010

June 15, 2010

November 4, 201

May 27, 2010

May 27, 2010
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Exhibit Incorporated by Reference Filed
Number Exhibit Description Form File No. Exhibit Filing Date Herewith
4.4 Warrant to Purchase Shares of Preferred Stockdssu#&1/A 333-164593 4.4 May 27, 2010
by the Registrant to the United States Department o
Energy dated January 20, 2C
4.5 Warrant to Purchase Shares of Common Stock issuedl/A 333-164593 4.5 May 27, 2010
by the Registrant to the United States Departmént o
Energy dated May 21, 20:
4.6 Fifth Amendment to Fifth Amended and Restated 8-K 001-34756 4.1 June 1, 2011
Investors’ Rights Agreement, dated as of May 30,
2011, between Registrant and certain holders of the
Registrar's capital stock named there
4.7 Fifth Amendment to Fifth Amended and Restated S-1/A 333-174466  4.2E June 2, 2011
Investors’ Rights Agreement, dated as of May 25,
2011, between Registrant and certain holders of the
Registrar’s capital stock named there
10.1 Form of Indemnification Agreement between the S-1/A 333-164593  10.1 June 15, 2010
Registrant and its directors and offic
10.2 2003 Equity Incentive Pla S-1/A  33:-164593 10.2 May 27, 201(
10.3 Form of Stock Option Agreement under 2003 Equitys-1 333-164593 10.3 January 29, 2010
Incentive Plar
10.3A Grant Notice and Stock Option Agreement betweenS-1/A 333-164593  10.3A March 29, 2010
the Registrant and Elon Mu:
104 2010 Equity Incentive Pla S-1/A 333164593 10.4 May 27, 201(
10.5 Form of Stock Option Agreement under 2010 Equitys-1/A 333-164593  10.5 March 29, 2010
Incentive Plar
10.6 Form of Restricted Stock Unit Award Agreement  S-1/A 333-164593  10.6 March 29, 2010
under 2010 Equity Incentive Pl
10.7 2010 Employee Stock Purchase F S-1/A  33:-164593 10.7 May 27, 201(
10.8 Form of Purchase Agreement under 2010 Employe&-1/A 333-164593  10.8 June 15, 2010

Stock Purchase Pl:
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Incorporated by Reference

Exhibit Description Form

File No.

Exhibit

Filing Date

Filed
Herewith

Offer Letter between the Registrant and Elon Musk S-1

Offer Letter between the Registrant and Deepak &hufs-1
dated June 13, 2008, and amended June 4,

Relocation Agreement between the Registrant and S-1
Deepak Ahuja effective October 31, 2008 and amended

Offer Letter between the Registrant and Jeffrey B. S-1
Straubel dated May 6, 20!

Offer Letter between the Registrant and Michael F. S-1
Donoughe dated June 4, 2008, and amended December

Offer Letter between the Registrant and John WalkelS-1

Relocation Agreement between the Registrant and J&h1
Walker dated January 26, 20

Offer Letter between the Registrant and Jon Sohigld S-1
Offer Letter between the Registrant and Gilbertsitas S-1

Commercial Single-Tenant Lease between the S-1
Registrant and Russell A. and Deborah B. Margiotta,
Trustees of the Margiotta Family Trust UTA May 26,

Commercial Single-Tenant Lease between the S-1
Registrant and James R. Hull dated August 16, !

Commercial Lease between the Registrant and The S-1
Board of Trustees of The Leland Stanford Jr. Ursitg

Exhibit
Number
10.9

dated October 13, 20(
10.10
10.11

June 4, 200!
10.12
10.13

10, 2008
10.14

dated August 17, 20C
10.15
10.16

August 30, 200!
10.17

dated January 1, 20:
10.18

1981 dated June 7, 20
10.19
10.20

dated July 25, 200
10.21

License Agreement between the Registrant and MS S-1
Kearny Northrop Avenue, LLC dated July 23, 2(
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333-164593

333-164593

333-164593

333-164593

333-164593

333-164593

333-164593

333-164593

333-164593

333-164593

333-164593

333-164593

10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

January 29, 2010

January 29, 2010

January 29, 2010

January 29, 2010

January 29, 2010

January 29, 2010

January 29, 2010

January 29, 2010

January 29, 2010

January 29, 2010

January 29, 2010

January 29, 2010

January 29, 2010
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Exhibit
Number

10.22

10.23t

10.23At

10.23B¥

10.24%

10.25%

10.26t

10.27t

10.27At

10.28t

Exhibit Description Form

Commercial Lease between the Registrant and Thel
Board of Trustees of The Leland Stanford
Jr. University dated August 6, 20

Supply Agreement for Products and Services  S-1
between Lotus Cars Limited and the Registrant
dated July 11, 200

Amendment No. 1 to Supply Agreement betweerS-1
Lotus Cars Limited and the Registrant dated
August 4, 200¢

Amendment No. 2 to Supply Agreement betweerS-1/A
Lotus Cars Limited and the Registrant dated March
22, 201C

Supply Agreement between Eberspacher (UK) Lt8-1/A
and the Registrant dated September 1, :

Supply Agreement between Perei Group (UK) Lt&-1/A
and the Registrant dated September 1, :

Supply Agreement between Burgaflex (UK) Ltd. S-1/A
and the Registrant dated September 1, :

Supply Agreement by and among Sanyo ElectricS-1
Co. Ltd. Mobile Energy Company, Sanyo Energy
(USA) Corporation and the Registrant dated
February 1, 200

Amendment No. 1 to Supply Agreement by and S-1
among Sanyo Electric Co. Ltd. Mobile Energy
Company and Sanyo Energy (USA) Corporation
and the Registrant effective as of February 1, ©

Supply Agreement by and between Taiway Ltd. S-1
the Registrant dated February 12, 2
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File No. Exhibit Filing Date Herewith
333-164593  10.22 January 29, 2010
333-164593  10.23 January 29, 2010
333-164593  10.23A  January 29, 2010
333-164593 10.23B  March 29, 2010
333-164593  10.24 March 29, 2010
333-164593  10.25 March 29, 2010
333-164593  10.26 March 29, 2010
333-164593  10.27 January 29, 2010
333-164593  10.27A  January 29, 2010
333-164593  10.28 March 29, 2010
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Exhibit
Number

10.29t

10.30t

10.31t

10.32t

10.32A

10.32Bt

10.32Ct

10.33t

10.34t

10.35

10.36

Exhibit Description Form

Supply Agreement between Chroma ATE Inc. an8-1/A
the Registrant dated April 19, 20

Supply Agreement between Polytec Holden Ltd. S-1/A
and the Registrant dated April 13, 2(

Modification to Terms and Conditions between S-1
BorgWarner TorgTransfer Systems Inc. and the
Registrant dated September 22, 2

ZEV Credits Agreement between American Honda-1/A
Motor Co., Inc. and the Registrant dated
February 12, 200

Addendum to ZEV Credits Agreement between S-1/A
American Honda Motor Co., Inc. and the Regist
dated February 20, 20(

Supplemental ZEV Credits Agreement between S-1/A
American Honda Motor Co., Inc. and the Regist
dated March 20, 20C

Second Supplemental ZEV Credits Agreement  S-1/A
between American Honda Motor Co., Inc. and the
Registrant dated February 8, 2(

Supply Agreement by and among Panasonic  S-1
Industrial Company, Panasonic Corporation, acting
through Energy Company, and the Registrant dated
July 21, 200¢

Exclusivity and Intellectual Property Agreement S-1/A
between Daimler North America Corporation and
the Registrant dated May 11, 2C

Side Agreement between the Registrant and S-1
Blackstar InvestCo LLC dated May 11, 2C

Letter Agreement between the Elon Musk S-1
Revocable Trust dated July 22, 2003 and Blackstar
InvestCo LLC, dated May 11, 20!
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333-164593  10.29 March 29, 2010

333-164593  10.30 March 29, 2010

333-164593 10.31 January 29, 2010

333-164593  10.32 May 27, 2010

333-164593  10.32A May 27, 2010

333-164593 10.32B  May 27, 2010

333-164593 10.32C May 27, 2010

333-164593  10.33 January 29, 2010

333-164593  10.34 March 29, 2010

333-164593  10.35 January 29, 2010

333-164593  10.36 January 29, 2010
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Exhibit Incorporated by Reference Filed
Number Exhibit Description Form File No. Exhibit Filing Date Herewith
10.37 Loan Arrangement and Reimbursement Agreemerg-1/A 333-164593  10.37 May 27, 2010

between the United States Department of Energy
the Registrant dated as of January 20, 2

10.37A First Amendment to Loan Arrangement and 10-K  001-34756 10.37A  February 27, 2012
Reimbursement Agreement between the United
States Department of Energy and the Registrant
as of June 15, 201

10.37B Limited Waiver to the Loan Arrangement and 10-K 001-34756 10.37B  February 27, 2012
Reimbursement Agreement between the United
States Department of Energy and the Registrant
as of February 22, 20!

10.37C Second Amendment to the Loan Arrangement andl0-Q 001-34756 10.2 August 2, 2012
Reimbursement Agreement between the United
States Department of Energy and the Registrant
as of June 20, 201

10.37D Third Amendment to the Loan Arrangement and X
Reimbursement Agreement between the United
States Department of Energy and the Registrant
as of December 20, 20:

10.37E Second Limited Waiver to the Loan Arrangement 8-K 001-34756 10.1 September 25, 2012
and Reimbursement Agreement between the United
States Department of Energy and the Registrantl
as of September 24, 20

10.37F Fourth Amendment to the Loan Arrangement and X
Reimbursement Agreement between the United
States Department of Energy and the Registrant
as of March 1, 201

10.38 Note Purchase Agreement by and among the Fe S-1/A 333-164593 10.38 May 27, 2010
Financing Bank, the Registrant and the Secretary of
Energy dated as of January 20, 2
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Exhibit
Number

Incorporated by Reference

Exhibit Description Form

10.39

10.40

10.41

10.42

10.43t

10.44

10.45

10.45A

10.45B

10.45C

File No.

Exhibit

Filing Date

Filed
Herewith

Future Advance Promissory Note made by the  S-1/A
Registrant in favor of the Federal Financing Bank
dated as of January 20, 2C

Future Advance Promissory Note made by the  S-1/A
Registrant in favor of the Federal Financing Bank
dated as of January 20, 2C

Pledge and Security Agreement made by the S-1/A
Registrant and the Grantors party thereto in fafor
Midland Loan Services, Inc. dated as of January 20,
2010

Guarantee made by the Guarantors party thereto i8-1/A
favor of the United States Department of Energg, th
Federal Financing Bank and the holders of the notes
described therein dated as of January 20, :

Development Contract between Daimler AG and S-1/A
Tesla Motors Ltd. dated May 10, 20

Settlement Agreement between the Registrant and-1/A
entities affiliated with Valor Equity Partners ddte
May 20, 201(

Letter Agreement between the Registrant and Nevs-1/A
United Motor Manufacturing, Inc. dated May 26,
2010

Amendment No. 1 to the Letter Agreement betweelD-Q
the Registrant and New United Motor
Manufacturing, Inc. dated June 15, 2(

Amendment No. 2 to the Letter Agreement betweelD-Q
the Registrant and New United Motor
Manufacturing, Inc. dated October 1, 2(

Amendment No. 3 to the Letter Agreement betweelD-Q
the Registrant and New United Motor
Manufacturing, Inc. dated October 8, 2(
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333-164593

333-164593

333-164593

333-164593

333-164593

333-164593

001-34756

001-34756

001-34756

10.39

10.40

10.41

10.42

10.43

10.44

10.45

10.3

10.4

10.5

May 27, 2010

May 27, 2010

May 27, 2010

May 27, 2010

May 27, 2010

May 27, 2010

May 27, 2010

November 12, 201

November 12, 201

November 12, 201
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Exhibit Incorporated by Reference Filed
Number Exhibit Description Form File No. Exhibit Filing Date Herewith
10.45D Amendment No. 4 to the Letter Agreement betv 10-Q 001-34756 10.6 November 12, 201

the Registrant and New United Motor
Manufacturing, Inc. dated October 13, 2(

10.45E Amendment No. 5 to the Letter Agreement betw 10-Q 001-34756 10.7 November 12, 201
the Registrant and New United Motor
Manufacturing, Inc. dated October 15, 2(

10.45Ft Amendment No. 6 to the Letter Agreement betw 10-Q 001-34756 10.8 November 12, 201
the Registrant and New United Motor
Manufacturing, Inc. dated October 19, 2(

10.46 Sale and Purchase Agreement between Registrab®-Q 001-34756 10.1 November 12, 201
and New United Motor Manufacturing, Inc., dated
August 13, 201!

10.46A Addendum No. 1to the Sale and Purchase 10-Q 001-34756 10.2 November 12, 201
Agreement between Registrant and New United
Motor Manufacturing, Inc., dated September 23,
2010

10.47t Phase 1 Contract Services Agreement between 10-K  001-34756 10.47 March 3, 2011
Registrant and Toyota Motor Corporation dated
October 6, 201

10.48t Amendment No.3 to Supply Agreement between10-Q 001-34756 10.1 August 12, 2011
Lotus Cars Limited and the Registrant dated June
13, 2011

10.49t Supply and Services Agreement between Toyotal0-Q 001-34756 10.1 November 14, 201
Motor Engineering & Manufacturing North
America, Inc. and the Registrant dated July 15,
2011

10.50t Supply Agreement between Panasonic Corporatibd-K -001-34756 10.50 February 27, 2012
and the Registrant dated October 5, 2

23.1 Consent of PricewaterhouseCoopers, Independent — — — X
Registered Public Accounting Fir
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Exhibit Incorporated by Reference Filed
Number Exhibit Description Form File No. Exhibit Filing Date Herewith
31.1 Rule 13a-14(a) / 15(d)-14(a) Certification of Pipad — — — — X
Executive Officel
31.2 Rule 13a-14(a) / 15(d)-14(a) Certification of Pipad — — — — X

Financial Officet
32.1* Section 1350 Certificatior — — — —
101.INS** XBRL Instance Documer
101.SCH** XBRL Taxonomy Extension Schema Docum

101.CAL** XBRL Taxonomy Extension Calculation Linkbase
Document,

101.DEF** XBRL Taxonomy Extension Definition Linkbase
Document

101.LAB** XBRL Taxonomy Extension Label Linkbase
Document

101.PRE** XBRL Taxonomy Extension Presentation Linkbase
Documenti
*  Furnished herewit
**  XBRL (Extensible Business Reporting Languagdpmation is furnished and not filed or a part akgistration statement or prospectus
for purposes of sections 11 or 12 of the Securiietsof 1933, is deemed not filed for purposesetaft®on 18 of the Securities Exchange
Act of 1934, and otherwise is not subject to lidpiinder these section
t Confidential treatment has been requested forqustof this exhibi
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly caussdréport to be signed on its behalf
the undersigned, thereunto duly authorized.

Tesla Motors, Inc

Date: March 7, 2013 /s/ Elon Musk
Elon Musk
Chief Executive Officer
(Principal Executive Officer

Pursuant to the requirements of the Securities &xgl Act of 1934, this report has been signed bbélpthe following persons on behalf
of the registrant and in the capacities and ord#ies indicated.

Signature Title Date

/s/ Elon Musk Chief Executive Officer and Director (Principal March 7, 2013
Elon Musk Executive Officer)

/s/ Deepak Ahuja Chief Financial Officer (Principal Financial March 7, 2013
Deepak Ahuji Officer and Principal Accounting Officer)

/s/ Brad Buss Director March 7, 2013
Brad Bus:

/sl Ira Ehrenpreis Director March 7, 2013

Ira Ehrenprei

/s/ Antonio Gracias Director March 7, 2013
Antonio Gracia:

/sl Stephen Jurvetson Director March 7, 2013
Stephen Jurvetsc

/sl Harald Kroeger Director March 7, 2013
Harald Kroege

/s/ Kimbal Musk Director March 7, 2013
Kimbal Musk
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Exhibit 10.37D

THIRD AMENDMENT TO THE
LOAN ARRANGEMENT AND REIMBURSEMENT AGREEMENT

THIRD AMENDMENT, dated as of December 20, 2012gthAmendment”), to the Loan Arrangement and Reimbursement Agree
dated as of January 20, 2010 (as amended by thieArrendment to the Loan Arrangement and Reimbueséigreement dated as of
June 15, 2011, the Limited Waiver dated as of Fatyrd2, 2012, the Second Amendment to the Loannement and Reimbursement
Agreement dated as of June 20, 2012, the Seconitieldi/aiver to the Loan Arrangement and ReimbursdgrAgreement dated as of
September 24, 2012 and as further amended, suppiedher otherwise modified from time to time priorthe date hereof, theArrangement
Agreement”), between Tesla Motors, Inc. (theBorrower ") and the United States Department of Energp @E ”). Unless otherwise defini
herein, terms defined in the Arrangement Agreeraadtused herein shall have the meanings givereta th the Arrangement Agreement.

WHEREAS, the Borrower has requested that DOE aigreertain amendments to the Arrangement Agreeimeargnnection with the
proposed Daimler Guaranty (as defined below), a®d s willing to agree to such amendments on thegeand conditions hereinafter set

forth;

NOW, THEREFORE, in consideration of the foregoimgl #or other good and valuable consideration, geeipt and sufficiency of whic
are hereby acknowledged, the parties hereto hexgtae as follows:

SECTION 1. AmendmentsEffective as of the Amendment Effective Datedafined below), the Arrangement Agreement is hereby
amended as follows:

(a) A new Section 8.2(e) to the Arrangement Agre@nsehereby added which shall read as follows:

“(e)(i) Within five (5) Business Days of the receljy the Borrower of confirmation from Daimler AG the completion of a
“milestone” as contemplated under Section 4.3 (grsuccessor provision) of the Daimler Developnfegrteement, a copy of such
confirmation from Daimler AG; and (ii) on each Qtealy Reporting Date, beginning in February 2018umulative report describing
each such completed milestone in reasonable @etdiincluding an update on amounts paid by or ceaito Daimler AG with respect
thereto.”

(b) Section 9.4(f) of the Arrangement Agreemeritéseby amended in its entirety to read as follows:

“(f(i) Investments in any Foreign Subsidiaries,e#tier or not a Guarantor, made during any fiscat ggmmencing 2010 in an
aggregate amount (including any loans thereto arajuees of the obligations thereof) for s



fiscal year not to exceed $15,000,000 (excludinglamestments contemplated by clause (i) of trest®n 9.4(f)), and (ii) so long as the
Intercompany Service Agreement shall have beeg &xdecuted and delivered (with a copy thereof @etd to DOE together with an
original executed acknowledgement of collateraigmsaent to DOE in the form attached thereto) amdaias in full force and effect,

(x) the Daimler Guaranty and (y) capital contribat and/or intercompany advances made by the BerrtmawTesla Motors Ltd. in an
aggregate amount not to exceed $1,000,000 to tieateeasonably necessary to allow Tesla Motorstotgerform its obligations under
the Daimler Development Agreement (other than tloddigations in respect of the Supply Agreemengmefd to therein)providedthat
any intercompany billings between the Borrower @irdla Motors Ltd. made in the ordinary course dibess in connection with such
obligations and which do not remain outstandingnfiare than 90 days shall not be included in theutation of such $1,000,000 limit;”

(c) A new Section 9.16(e) to the Arrangement Agreenis hereby added which shall read as follows:

“or (e) agree to any amendment, modification, sej@nt or waiver of the Daimler Development Agreemire Daimler Guaranty
or the Intercompany Service Agreement, in each iteaenanner that is materially adverse to therg#tis of the Lender Parties without
the consent of DOE in its sole discretion.”

(d) Annex A to the Arrangement Agreement is heraimended to add the following definitions in theaioger alphabetical order:

“Daimler Development Agreement” means that ceri@velopment Agreement for “Project Newton” to béeeed into between
Tesla Motors Ltd. and Daimler AG in substantiahy form of the draft thereof dated 17 December 204®provided to DOE, with such
changes as are not materially adverse to the stteod the Lender Parties or as may otherwise teeddoy DOE in its sole discretion.

“Daimler Guaranty” means that certain guarantyt®yBorrower of the obligations of Tesla Motors Lidder the Daimler
Development Agreement (other than those obligatiomespect of the Supply Agreement referred toding in substantially the form of
Exhibit A to the Third Amendment to this Agreemenith such changes as are not materially advertigetinterests of the Lender Pan
or as may otherwise be agreed by DOE in its salereiion.

“ Intercompany Service Agreemehieans that certain Service Agreement dated &sigfist 1, 2009 entered into between Tesla
Motors Ltd. and the Borrower, as amended by AmemdiNe. 1 to Service Agreement dated January 1, 201Amendment No. 2 to
Service Agreement dated on or about the date of firel Amendment to this Agreement, as it relatethe Daimler Development
Agreement, in substantially the form of Exhibit@the Third Amendment to this Agreement, with saofendments from time to time as
are not materially adverse to the interests ol #heder Parties or as may otherwise be agreed by iD@& sole discretion.”
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SECTION 2_Representations and WarrantiEach of the Obligors hereby represents and wirtarDOE that:

(a) As of the Amendment Effective Date, no DefaulEvent of Default has occurred and is continuing.

(b) Each of the representations and warranties rog@my Obligor in or pursuant to the Transactimtlments (other than the
representations and warranties contained in Ar8adé the Note Purchase Agreement) is true ancecbim all material respects on and as of
Amendment Effective Date as if made on and ase@ftimendment Effective Date (except to the extenhgepresentations and warranties
relate to an earlier date, in which case, suchessprtations and warranties were true and correxdt material respects as of such earlier date).

(c) Each Obligor has all requisite power and authdo execute, deliver, perform and observe itégaltions under this Amendment and
has duly executed and delivered this Amendmentdsord, stockholder or other corporate approvatngfObligor are required for this
Amendment.

SECTION 3._Effectiveness of this Amendmeithis Amendment shall become effective on the ¢he“ Amendment Effective Date”)
when DOE (i) shall have received duly executed tenparts hereof that bear the signatures of Bor@nd any other Obligor appearing on
signature page hereof (it being agreed that theipeof duly executed counterparts delivered bgifade or electronic transmission in
Electronic Format shall be sufficient to satisfg tiequirements of this clause (i), and (ii) shale executed this Amendment.

SECTION 4._Effect of Amendment

(a) Except as expressly set forth herein, this Agngent shall not by implication or otherwise liniihpair, constitute a waiver of or
otherwise affect the rights and remedies of DOEeuttide Arrangement Agreement or any other Loan Bt and shall not alter, modify,
amend or in any way affect any of the terms, camilt, obligations, covenants or agreements corddiméhe Arrangement Agreement or any
other provision of the Arrangement Agreement oamf other Loan Document, all of which are ratifael affirmed in all respects and shall
continue in full force and effect. Nothing hereiral be deemed to entitle the Borrower or any ofeligor to a consent to, or a waiver,
amendment, modification or other change of, anthefterms, conditions, obligations, covenants oeagents contained in the Arrangement
Agreement or any other Loan Document in similadiffierent circumstances.

(b) On and after the Amendment Effective Date, gaférence in the Arrangement Agreement to “thise&gnent”, “hereunder”,
“hereof’, “herein”, or words of like import, and @areference to the “Arrangement Agreement” in ater Loan
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Document shall be deemed a reference to the ArrmegeAgreement as modified hereby. This Amendmieall e deemed an amendment to
the Arrangement Agreement pursuant to Section a2tie Arrangement Agreement and constitute a “LiBanument” for all purposes of the
Arrangement Agreement and the other Loan Documents.

SECTION 5._Consent and Reaffirmatioa) Each Guarantor hereby consents to this Amentland the transactions contemplated
hereby, (b) each of Borrower and the Guarantorsezgthat, notwithstanding the effectiveness of Alnendment, the Guarantee, the Security
Agreement and each of the other Loan Documentsmuanto be in full force and effect, (c) each Gudwa confirms its guarantee of the
Guaranteed Obligations (as defined in the Guaraantdevhich definition, for clarity, incorporates sference all Note P Obligations and all
Note S Obligations under the Arrangement Agreerasmhodified hereby), and each of Borrower and thar@ntors confirms its grant o
security interest in its assets as Collaterallier$ecured Obligations, all as provided in the Lbanuments, and (d) each of Borrower and the
Guarantors acknowledges that such guarantee agidiotr continues in full force and effect in respefctand to secure, the Secured Obligati

SECTION 6._Governing LawTHIS AMENDMENT, AND THE RIGHTS AND OBLIGATIONS OFHE PARTIES HEREUNDER,
SHALL BE GOVERNED BY, AND CONSTRUED AND INTERPRETEIN ACCORDANCE WITH, FEDERAL LAW AND NOT THE
LAW OF ANY STATE OR LOCALITY. TO THE EXTENT THAT ACOURT LOOKS TO THE LAWS OF ANY STATE TO DETERMINE
OR DEFINE THE FEDERAL LAW, IT IS THE INTENTION OF HE PARTIES HERETO THAT SUCH COURT SHALL LOOK ONLYQ
THE LAWS OF THE STATE OF NEW YORK WITHOUT REGARD TOHE RULES OF CONFLICTS OF LAWS.

SECTION 7._CounterpartsThis Amendment may be executed in counterpartseoparties hereof, and each such counterpaittishal
considered an original and all such counterpaid sbhnstitute one and the same instrument. Thigggamnay deliver such counterparts by
facsimile or electronic transmission in ElectroRmmat. Each party hereto agrees to deliver a niigreseecuted original promptly following
such facsimile or electronic transmission.

SECTION 8._HeadingsParagraph headings have been inserted in thi;mdment as a matter of convenience for referenceam it is
agreed that such paragraph headings are not afghis Amendment and shall not be used in theméation of any provision of this
Amendment.

[ Remainder of page intentionally blahk
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IN WITNESS WHEREOF, the parties hereto have exettliss Amendment as of the day and year first alvogationed.
UNITED STATES DEPARTMENT OF ENERG'

By: /s/ Frances Nwachuku

Name: Frances Nwachul
Title: Director, Portfolio Management Divisic

[Signature Page to Third Amendme



TESLA MOTORS, INC.

By: /s/ Deepak Ahuja

Name: Deepak Ahuj
Title: Chief Financial Office

TESLA MOTORS NEW YORK LLC
By: Tesla Motors, Inc., its sole memt

By: /s/ Deepak Ahuja

Name: Deepak Ahuj
Title: Chief Financial Office

TESLA MOTORS LEASING, INC

By: /s/ Deepak Ahuja

Name: Deepak Ahuj
Title: Chief Financial Office

TESLA MOTORS MA, INC.

By: /s/ Deepak Ahuja

Name: Deepak Ahuij
Title: Presiden

TESLA MOTORS PA, INC

By: /s/ Deepak Ahuja

Name: Deepak Ahuj
Title: Presiden

TESLA MOTORS TX, INC.

By: /s/ Deepak Ahuja

Name: Deepak Ahuj
Title: Presiden

NORTHERN NEVADA RESEARCH CO., LL(

By: /s/ Deepak Ahuja

Name: Deepak Ahuij
Title: Chief Financial Office

[Signature Page to Third Amendme



EXHIBIT A

Form of Daimler Guaranty

T=SL ™

[Date]

Daimler AG
MercedesstralRe 137
70327 Stuttgart
Deutschland

Attention: Mr. Klaus-Peter Borsch
Mr. Jirgen Schen

Gentlemen:

We refer to the agreement regarding Project Ne\idserdefined therein) between Daimler AG (hereimdfaimler”) and our subsidiary Tesla
Motors Limited (hereinafter “Tesla UK”") which wagsed on May 8th, 2012.

In the course of said Project Newton, the necesdavglopment agreement (hereinafter “Developmemed&ment”) is planned to be agreed
between Daimler and our subsidiary Tesla UK.

Tesla UK is a directly owned 100% subsidiary of oompany and therefore, we have a strong intemeiei conclusion of the intended
Development Agreement within Project Newton asaampany will strongly benefit from this new busises

We understand that you seek certain assurancesusomith respect to the contractual obligations aimer obligations of Tesla UK in respect
of the Development Agreement, subject to the releterms and conditions of the Development Agredr(the “Obligations”).

In light of the benefits mentioned above for oumpany and in consideration of Daimler entering ifi Development Agreement with Tesla
UK, we, Tesla Motors Inc., Deer Creek Road, Palm ACA, USA (hereinafter “Guarantor”) hereby uncitinthally and irrevocably guarantee
as follows:

1. The Guarantor hereby guarantees the full and cdmpkrformance of the Obligations of Tesla (

2. The Guarantor hereby agrees with Daimler anéwcants to Daimler that in the event of a defaulfticlv is not promptly remediated in
accordance with the Obligations, by Tesla UK inpleeformance of the Obligations when due, the Gatarsshall cause the performance
of such Obligations by Tesla UK. Upon the occureeata default and Guarantor being notified ofghme, the Guarantor herewith
assumes the obligation to procure that Tesla Uksdegal successor is and will in future be abléutfill all of its Obligations out of and
in connection with Project Newton towards Daimlemf time to time and at any time. In particulag tBuarantor undertakes to take all
steps within its control as a shareholder or in atimgr capacity to cause Tesla UK to comply witit and all Obligations, including,
without limitation, by exercising all voting andhatr rights and powers vested in or available toaGharantor in respect of Tesla U

TESLA MOTORS, INC 3500 Deer Creek Rd, Palo Alto, CA 94304 650.681.5000 f650.681.5200
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With respect to the Development Agreement, thar&ntor covenants that Tesla UK's ability to miteObligations in due time will not
be hindered by lack of capital or liquidit

By way of debt acknowledgment (“abstraktes Sd¥eisprechen” pursuant to sec. 780 German Civikf,atde Guarantor undertakes the
liability for any damages incurred and caused bsid@ &K's failure to comply with its Obligations, that Te$JK would be responsible 1
under the Agreements, and, irrespective of wheltamler has claimed any damages from Tesla UK leefothas taken any legal action
against Tesla UK

In the event that the Guarantor breaches thasagtiee, the Guarantor hereby agrees to pay tol&asuch actual damages incurred by
Daimler, to which Daimler would be entitled undee Development Agreement with regard to Tesla

The Guarantor undertakes to defend, hold hasne®l indemnify Daimler against any and all clammatsoever, liabilities, loss,
damage, costs, fees or expenses (including realsoatibrneys’ fees and court costs) which Daimlaynmcur, suffer or be put to arising
out of any act, negligence, or omission or defaylTesla UK, but only to the extent that Tesla Usuwd be so obligated pursuant to the
Obligations.

The obligations of the Guarantor hereunder ixtbé primary obligations of the Guarantor, (i) absolute, unconditional, continuing and
irrevocable guarantee of the Obligations of the r@uimr hereunder and not of collectability, ani {ii no way conditioned on or
contingent upon any attempt to enforce in wholegrart Tesla UK’s or any other person or enstljabilities and obligations to Daimle
For the avoidance of doubt, Daimler is not obligeedlaim any damages from or to take any legabactigainst Tesla UK before claimi
payment from or taking legal action against the iGotor.

The Guarantor hereby unconditionally: (i) wainesice of acceptance hereof, of any action takesndtted in reliance hereon and of any
defaults by Tesla UK in the payment or performanicie Obligations, diligence, protest, presentmgliig of claims with a court in the
event of the bankruptcy of Tesla UK, any rightéquire a proceeding first against Tesla UK or Tredla UK or the Guarantor be joined
in any proceeding, or any notice of default withpect to the Obligations, or any other act or omissr thing or delay to do any other

or thing which might in any manner or to any extemty the risk of the Guarantor or which might athise operate as a discharge of the
Guarantor; (ii) waives any defense or objectioD#&mler’s claims against the Guarantor on the ground thah@r does not claim or h
not claimed beforehand any damages from Tesla W (&) waives any defenses available to a suvetyer law and all other legally
waivable notices, defenses and other benefits tohwthe Guarantor might otherwise be entitled $npibsition as a guarantor, but does
apply to contractual defenses of Tesla UK undeiDteeelopment Agreemer

Neither the obligations of the Guarantor contaiimethis guarantee nor the rights, powers, and ré@sezbnferred upon Daimler by tt
guarantee or by law shall be discharged, impamedtherwise affected b



10.

11.

12.

13.
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(a) the dissolution of Tesla Uk

(b) the commencement of any voluntary or involuptzase, administration, or other proceedings sediguidation, reorganization,
dissolution or winding-up, or other relief undeydankruptcy, insolvency, reorganization, liquidati moratorium, winding-up,
composition or readjustment of debts, or otherlginiaw in respect of the Guarantor or Tesla |

(c) any neglect by Daimler in enforcing any rightation or remedy afforded under the Agreememitess barred by the applicable
statute of limitations

(d) the termination of any of the Development Agreemtmnthe extent the Obligations survived such teation;

(e) any act or omission of Tesla UK pursuant to atfyer arrangement with the Guarantor, any chamgfesi relationship between the
Guarantor and Tesla UK or dispute or disagreemefuwtdeen them under or in relation to any agreementighng for any of the
Obligations or otherwise; «

(H any other act, event, or omission which might ofeeta discharge, impair, or otherwise affect anyhef obligations of the Guaran
under this guarantee or any of the rights, powad,remedies conferred upon Daimler by this guesaat by law

This guarantee shall also apply regarding apljg@tion according to any subsequent amendmetgneion, restatement or replacement
of the Development Agreemel

If at any time any provision of this guaranteer becomes illegal, invalid or unenforceablaiy respect or this guarantee is or become
ineffective in any respect, such illegality, inwhty, unenforceability, or ineffectiveness shalt affect: (a) the legality, validity, or
enforceability of the remaining provisions of tigisarantee or the effectiveness in any other resgabts guarantee. The parties will
replace any illegal, invalid or unenforceable psism with retroactive effect by a provision thapegximates as closely to the original
and purpose. The aforesaid shall apply mutatis maigato omissions jointly recognized as uninterdio

No rights or obligations under this guarantee mapassigned, transferred, or otherwise disposeithdfifling held or declared into tru:
by the Guarantor without first seeking and obtagrtime prior written consent of Daimle

This guarantee shall be exclusively governedihyg construed in accordance with the laws of#deral Republic of Germany without
regard to principles of conflicts of laws. All disies arising out of or in connection with this quaee or its validity shall be finally sett
in accordance with the Arbitration Rules of the @an Institution of Arbitration (DIS) without recae to the ordinary courts of law. The
number of arbitrators shall be three. The placarbitration shall be Frankfurt (Main), Germany. Taeguage to be used in the arbitral
proceedings shall be Englis
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14. This guarantee shall terminate and shall auioaily become null and void upon the complete pemiance and/or satisfaction of the
Obligations.

15. This guarantee may be executed in any numbsgwfterparts and by the parties on separate apante, each of which when executed
and delivered shall be an original but all the deyparts together constitute one instrum

Annex 1: Development Agreement (copy without Annexes)

Very truly yours,
Tesla Motors, Inc.

Address:

3500 Deer Creek Road
Palo Alto, California, 94304
USA

Accepted:
Daimler AG

Address:

MercedesstralRe 137
70327 Stuttgart
Germany



EXHIBIT B

Form of Intercompany Service Agreement

AMENDMENT NO. 2 TO
SERVICE AGREEMENT

This Amendment No. 2 to Service Agreement (this ‘&mdment”) is made and entered into as of Decemhe2012 (the “Amendment
Effective Date”) by and between Tesla Motors, laccorporation incorporated under the laws of Dal@“TESLA US”), and Tesla Motors
Limited, a corporation incorporated under the lafvthe United Kingdom (“TESLA UK").

RECITALS

WHEREAS, TESLA US and TESLA UK are parties to tbattain Service Agreement effective as of AugugQn9, as amended by that
certain Amendment No. 1 on January 1, 2011 (theéAment”).

WHEREAS, TESLA UK and Daimler AG (“Daimler”) havatered into that certaiDevelopment Agreement “Project Newtan”
effective as of December , 2012 (the “Developnfgreement”) pursuant to which TESLA UK shall provide certaimsees to Daimler (th
“Daimler Services”);

WHEREAS, TESLA UK is providing Daimler Services@aimler on behalf of TESLA US;
WHEREAS, TESLA US may also perform services purstathe Development Agreement; and

WHEREAS, TESLA US and TESLA UK wish to amend therdgment as set forth herein. Any capitalized temotsotherwise defined
herein shall have the meanings ascribed to suotstar the Agreement.

NOW, THEREFORE, in consideration of the mutual ectav@s and agreements set forth below, the Partiebh agree as follows:

AMENDMENT

SECTION 1. Effective as of the Amendment Effectivate, the Agreement is hereby amended as follows:

(a) ARTICLE 1 to the Agreement is hereby amendeald the following definitions in their proper afg¥etical order, with existing
Sections being renumbered accordingly, includingraferences thereto:

“ Section 1.3Grantee “Grantee” shall mean a Party receiving a licemsewnership right to Intangible Property undestAgreement.

Section 1.4Grantor. “Grantor” shall mean a Party granting a licensassigning an ownership right to Intangible Proypender this
Agreement.”




(b) A new ARTICLE IV to the Agreement is herebyented as follows, with existing Articles and Serdeing renumbered accordiny
including any references thereto:

“ ARTICLE IV DAIMLER RELATED INTANGIBLE PROPERTY

Section 4.1General Assignment of Daimler Related Intangibleperty. TESLA UK is acting as a service provider for TESUS in
entering into the Development Agreement and perifegreervices on behalf of TESLA US under the Deprient Agreement. As a
result, any Intangible Property developed or aeglimder the Development Agreement shall be owgetBSLA US. Therefore TESL
UK hereby irrevocably assigns fully to TESLA US amyd all Intangible Property that it may own, ceeat acquire pursuant to that
certainDevelopment Agreement “Project Newtorgffective as of December , 2012, by and betwEESLA UK and Daimler AG (the
“Development Agreement”).

Section 4.2In connection with Section 4.1, TESLA UK will prothpdisclose and deliver to TESLA US any IntangiBlkeperty created
or developed by TESLA UK in connection with thefpemance of the services under the Development éxgent or this Agreement
upon their creation or development, and shall pteveasonable assistance and cooperation to TES, Avithout any additional
compensation, to acquire, transfer, maintain, pedad enforce such Intangible Property as mayoredsy be requested by TESLA US.
Prior to the completion of the Services, TESLA W@k upon TESLA US’s request, deliver to TESLA UBlatangible Property created
or developed by TESLA UK in connection with thefpemance of services under the Development Agre¢aenf the date of TESLA
US’s request. TESLA UK shall, at its own expens@ceite any and all documents and legal instrumesnteay be requested by TESLA
US from time to time to carry out the terms of $#t 4.1 and 4.2.

Section 4.3License of Certain Intangible Property to TESLA UK order for TESLA UK to perform services undee tDevelopment
Agreement and to enter into the Development AgregnTé&ESLA US hereby grants and agrees to gran&8L'A UK a non-exclusive,
irrevocable, royalty-free, fully paid-up, worldwidgerpetual right and license, with no right tolgignse (except as required by the
Development Agreement), under the Intangible Pitggeat (i) is controlled by TESLA US, and (ii) issed, held for use, or contemplatec
to be used by TESLA UK solely in connection with d@bligations under the Development Agreement (‘T&ASS Intangible Property):
(A) to allow employees, directors and officers &SLA UK to use and practice TESLA US Intangible fiendy within the scope of the
Development Agreement solely for internal purpogByto make, have made, use, sell, offer to ale sold, import, and otherwise
provide, commercialize and legally dispose of patd@and services under such TESLA US Intangibl@&ty within the scope of the
Development Agreement, and (C) to use, practigey,coerform, display, render, develop, and creatévdtive works from such TESLA
US Intangible Property within the scope of the Depment Agreement.

Section 4.4Sublicense of Restricted Daimler Related Intanditiieperty to TESLA US To the extent TESLA UK is restricted from
assigning any Intangible Property in accordancl B#ction 4.1 above (the “Restricted IP”), TESLA b&reby grants and agrees to
grant to TESLA US a non-exclusive, irrevocable aloyfree, fully paid-up worldwide, sublicensabjesrpetual




right and license to such Restricted IP: (i) towlkemployees, contractors, agents, directors aficbof of TESLA US to use and practice
the Restricted IP, (ii) to make, have made, udg,aféer to sell, have sold, import, and otherwmevide, commercialize and legally
dispose of products and services under the Resirl&, and (iii) to use, practice, copy, perforispthy, render, develop, and create
derivative works from the Restricted IP.

Section 4.5Third Party LicensesTo the extent that any Intangible Property owbga third party is assigned or licensed under
Sections 4.1, 4.3 or 4.4 herein, the license ofi $atangible Property hereunder shall be subjeatltof the terms and conditions of the
relevant agreement between the Grantor and suchghity pursuant to which such Intangible Propbesg been licensed to the Grantor
(each, a “Third Party License”); provided, howebat the Grantee shall have the right to rejegtsarch Third Party License upon
written notice to the Grantor within thirty (30)ydaafter becoming so aware of the terms and camditof such Third Party License, and,
upon any such rejection, the license of such théndy rights to the Grantee hereunder shall beandlvoid,ab initio, and in no event
shall the Grantee be deemed to be bound at anyipdime by the terms and conditions of such reje@d hird Party License.

Section 4.6Section 365(n) of the Bankruptcy Codall rights and licenses granted under this Agreatmare and shall otherwise be
deemed to be, for purposes of Section 365(n) obthieed States Bankruptcy Code (the “Bankruptcy €pdicenses of rights to
“intellectual property” as defined under Sectiod(3bA) of the Bankruptcy Code. The parties shallireand may fully exercise all of
their respective rights and elections under thekBastcy Code.

Section 4.7Reservation of RightsAll rights not expressly granted by a Party hadar are reserved by such Party. Without limitimg t
generality of the foregoing, the Parties expreasknowledge that nothing contained herein shatldrestrued or interpreted as an
assignment or grant, by implication or otherwideamy Intangible Property or licenses other thanltitangible Property and licenses
expressly set forth in this ARTICLE IV. Subject$ection 4.4, the Grantee hereby acknowledgeshbabtantor is only assigning and
licensing the rights that it has (and subject tp @md all restrictions and limitations with resprthe scope and extent of such rights) in
and to the applicable Intangible Property, and ingtin this Agreement shall be construed as grgritinthe Grantee any greater rights in
or to such Intangible Property hereunder.

Section 4.8Further AssurancesTESLA UK agrees to assist TESLA US, or its desigrin every proper way to secure TESLA US’s
rights in any Intangible Property in all countrieg;luding the disclosure to TESLA US of all peetim information and data with respect
thereto, the execution of all applications, speatibns, oaths, assignments and all other instrtsrieat TESLA UK may deem necessary
in order to apply for, register, obtain, maintalefend, and enforce such rights, and in order kgate assign and convey to TESLA US,
its successors, assigns and nominees the solexaludige right, title and interest in and to altdngible Property and testifying in a suit
or other proceeding relating to such Intangibleprty. TESLA UK further agrees that TESLA UK'’s afdtions under this Section 4.4
shall continue after the termination of this Agresin”




(c) A new Section 9.16 to the Miscellaneous Prawisiof the Agreement is hereby inserted as follows:

“ Section 9.16 Acknowledgement of Collateral AssignmefESLA US has granted a security interest in alt®ofights under this
Agreement to the United States Department of En€i@E") (or a collateral agent for the benefit@OE and certain other secured
parties) to secure TESLA USA's obligations to DQtel guch other secured parties. If a default in sidiyations or under the related
documentation occurs and is continuing, DOE (ohsadlateral agent, as applicable) shall be extitteenforce the rights of TESLA US
against TESLA UK under this Agreement and to furdmsign such rights upon the foreclosure of sechidty interest or an assignment
in lieu of foreclosure thereof, all without furthesnsent of TESLA UK.”

SECTION 2._Effect of AmendmentExcept as expressly set forth herein, this Amesrttrshall not by implication or otherwise alter, difp,
amend or in any way affect any of the terms, céonl#t, obligations, covenants or agreements cordamthe Agreement, all of which shall
continue in full force and effect.

SECTION 3._Applicable Law This Amendment shall be governed by and constimadcordance with the laws of the state of Mdsssetts,
United States.

SECTION 4._CounterpartsThis Amendment may be executed in multiple cqpreduding by facsimile or electronic transmissieach of
which shall for all purposes constitute an agredmgnding on the Parties, and each Party covermmtsagrees to execute all duplicates or
replacement counterparts of this Amendment as reagduired.

SECTION 5._CaptionsTitles or captions of articles and paragraphgaioed in this Amendment are inserted only as denaf convenience
and for reference, and in no way define, limit,eext, or describe the scope of this Agreement ointieat of any provision hereof.



IN WITNESS WHEREOF, the Parties have caused thigAdment to be executed on the Amendment Effectate Dy their duly
authorized officers or directors.

TESLA MOTORS, INC.

By:

Name:

Title:

TESLA MOTORS LIMITED

By:

Name:

Title:




Exhibit 10.37F

FOURTH AMENDMENT TO THE
LOAN ARRANGEMENT AND REIMBURSEMENT AGREEMENT

FOURTH AMENDMENT, dated as of March 1, 2013 (thiarhendment”), to the Loan Arrangement and Reimbursement Aged,
dated as of January 20, 2010 (as amended by thieArrendment to the Loan Arrangement and Reimbueseigreement dated as of
June 15, 2011, the Limited Waiver dated as of Fatyrd2, 2012, the Second Amendment to the Loannement and Reimbursement
Agreement dated as of June 20, 2012, the Seconitieldi/aiver to the Loan Arrangement and ReimbursdgrAgreement dated as of
September 24, 2012, the Third Amendment to the IR@mbursement Agreement dated December 20, 201 asafurther amended,
supplemented or otherwise modified from time toetipmior to the date hereof, thé\frangement Agreement”), between Tesla Motors, Inc.
(the “Borrower ") and the United States Department of Energp@E ”). Unless otherwise defined herein, terms defimethe Arrangement
Agreement and used herein shall have the meanings tp them in the Arrangement Agreement.

WHEREAS, the Borrower has requested that DOE aigreertain amendments to the Arrangement AgreeraadtDOE is willing to
agree to such amendments on the terms and corgiteneinafter set forth;

NOW, THEREFORE, in consideration of the foregoimgl #or other good and valuable consideration, geeipt and sufficiency of whic
are hereby acknowledged, the parties hereto hexgtae as follows:

SECTION 1. AmendmentsEffective as of the Amendment Effective Datedafined below), the Arrangement Agreement is hereby
amended as follows:

(a) Section 3.3(b)(ijo the Arrangement Agreement is hereby amendedestdted in its entirety to read as follows:

“(i) Note P shall (A) be stated to mature on thad\i® Stated Maturity Date and provide that eachafsde under Note P amortizes
in quarterly installments with the amount of eags$tallment calculated as if such Note were amagizn twenty-eight (28) equal
consecutive quarterly installments of principalcfeaa “ Note P Installmeri} payable on each Quarterly Payment Date, commegnan
December 15, 2012, with the balance due in fullhenNote P Stated Maturity Date, and (B) providetifi@ payment of interest in
accordance with Section 3.5 and the Funding Agreésrie

(b) Section 3.3(b)(ii}o the Arrangement Agreement is hereby amendedestdted in its entirety to read as follows:

“(ii) Note S shall (A) be stated to mature on thet®&\S Stated Maturity Date and provide that eachafdde under Note S amortizes
in quarterly installments with the amount of eags$tallment calculated as if such Note were amagizn forty (40) equal consecutive
quarterly installments of principal (each, a “N&@énstallment”) payable on each Quarterly PaymetePcommencing on December 15,
2012, with the balance due in full on the Note &&t Maturity Date, and (B) provide for the paymefinterest in accordance with
Section 3.5 and the Funding Agreeme’




(c) Section 3.30 the Arrangement Agreement is hereby amendedibiyng a new subsection (c) to read as follows:

“(c) The Borrower shall enter into such amendménttie Notes as FFB may require to reflect the almamts to Section 3.3(b)
made pursuant to that certain Fourth AmendmerttitoAgreement, and shall deliver to FFB such ottemuments as FFB may require in
connection therewith. Unless and until the Notessaramended, the Borrower's obligations undeiid@ex8.3(ajand (b) to make
payment of principal in full on the Note P Statedthtity Date and the Note S Stated Maturity Datdld¥e treated under the Notes as a
mandatory prepayment and shall be subject to thestand conditions of the Notes in respect theteof.

(d) Section 3.6(a)(iijo the Arrangement Agreement is hereby amendedlting at the beginning “except as otherwise pravite
Section 3.6(c)(ix)(C)”

(e) Section 3.6(cho the Arrangement Agreement is hereby amendea)bgdding new subsections (v) and (vi) to readodlewirs and
(y) renumbering existing subsections (v), (vi) 4nid and all cross-references to such subsectioasy of the Loan Documents accordingly:

“(v) Excess Cash FlowAfter the end of each fiscal quarter occurringhie Fiscal Years ending December 31, 2015, Deceihe
2016 and December 31, 2017, if there shall be Bx€ash Flow for such fiscal quarter, the Borrowells concurrently with the delivery
of quarterly Financial Statements pursuant to $adil(b)for such fiscal quarter, deliver to DOE and FFB&repayment Election
Notice, specifying that it elects to prepay the Adees under the Notes in a principal amount tisatitein a Prepayment Price equal to
the Applicable ECF Percentage of the Excess Cashi félr such fiscal quarter in accordance with S#gi3.6(c)(vii)and_(ix)(C),and
(y) a certificate executed by a Responsible Offafethe Borrower setting forth in reasonable detal amount of, and the calculation
required for determining the amount of, Excess Gdetv for such fiscal quarter, and shall make gu@payment within five (5) Busine
Days after the delivery of such Prepayment Eledotice. If the Excess Cash Flow for any Fiscal iviederred to in the preceding
sentence as reflected in the audited consolidatezhEial Statements of the Borrower delivered pamsto_Section 8.1(d¥ greater than
the aggregate amount of Excess Cash Flow for tivefifecal quarters of such year as reflected ingharterly Financial Statements of the
Borrower delivered pursuant to Section 8.1,(tf)e Borrower shall, concurrently with the delivef such audited consolidated Financial
Statements, deliver to DOE and FFB (x) a Prepayrtdtion Notice, specifying that it elects to pagghe Advances under the Notes in
a principal amount that results in a PrepaymerteRegual to the Applicable ECF Percentage of tfierdnce in accordance wigection:
3.6(c)(viii) and_(ix)(C), and (y) a certificate executed by a Responsilffie€ of the Borrower setting forth in reasonatkgail the
amount of, and the calculation required for deteing the amount of, Excess Cash Flow for such Fi¢éear and such difference, and
shall make such prepayment within five (5) Busiri@ags after the delivery of such Prepayment Electio
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Notice. If there is no Excess Cash Flow for angdigeriod referred to in this Section 3.6(c)(the Borrower shall, concurrently with the
delivery of the Financial Statements for such figeaiod pursuant to Section 8.1 (c), as applicable, deliver to DOE and FFB a
certificate executed by a Responsible Officer ef Borrower setting forth in reasonable detail thiewation required for determining tt
there is no Excess Cash Flow for such fiscal period

(vi) Fourth Amendment PrepaymenAt least five (5) Business Days prior to the irted Prepayment Date, the Borrower shall
deliver to DOE and FFB a Prepayment Election Notpecifying that it elects to prepay the Advanseder the Notes in a principal
amount that results in a Prepayment Price equb4 623,366.91 in accordance with Sections 3.6(g)@nd_(ix)(C), and shall make su
prepayment on or before June 15, 2013.”

(f) Section 3.6(c)(viio the Arrangement Agreement, in addition to be@gumbered as Section 3.6 (c)(@9 provided above, is hereby
amended by adding a new clause (C) to read asfsillo

“(C) In the case of any mandatory prepayment maolsyant to Section 3.6(c)(a) 3.6(c)(vi), (w) such prepayment shall be
allocated among any of the outstanding Advancexcgsl by DOE in its sole discretion, (x) the Partjas defined in the applicable
Note) of each such Advance being prepaid shalldsendd to be the amount of principal for which thepByment Price calculated
in accordance with the terms of the applicable Nbigl equal the amount allocated to such Advamceuclause (w) of this
paragraph, (y) such prepayment of the Portion of sach Advance shall be applied to the remainahgduled Note Installments,
in the inverse order of maturity, of such Advarioeaccordance with the terms of the applicable Natel (z) such prepayment st
be accompanied by payment of accrued and unpaitestton the Portion of each such Advance beinggmte

(g) Section 9.16(bfo the Arrangement Agreement is hereby amendediting the following to the end thereof:

“ (any capital or other expenditure relating to neadpict development that is expected to involveggregate spend on a
cumulative basis through completion of the develeptof the new product of $100 million or more liedteemed (without limitation) to
be a material modification of the Business Plan).”

(h) Annex Ato the Arrangement Agreement is hereby amendediting the following definitions in their proper &lgbetical order:

“ Applicable ECF Percentageneans (a) 20% for each fiscal quarter occurrintdpénFiscal Year ending December 31, 2015 and
(b) 35% for each fiscal quarter thereafter.”




“ Excess Cash Flowmeans with respect to any fiscal period, Consd#d Adjusted EBITDAninus(a) (i) any increases in
Consolidated Working Capital during such period,ifiterest on Indebtedness and taxes paid in dashg such period, (iii) capital
expenditures incurred and paid for in cash duringhgeriod and (iv) scheduled principal paymentsnoiebtedness during such period
and (v) the remainder (if greater than zero) ra@smiirom subtracting the amount of cash and Cashivatpnts (other than Permitted
Restricted Deposits and all amounts listed as vasen payments on the consolidated balance sli¢le¢ Borrower) held by the
Borrower as of the end of such fiscal period fra@0® 000,000 anglus(b) any decreases in Consolidated Working Capital.”

“ Consolidated Working Capitdlmeans with respect to any date, (a) the suml@mbunts (other than cash and Cash Equivalent
that would, in conformity with GAAP, be set forthmosite the caption “total current assets” (or kg caption) on a consolidated
balance sheet of the Borrower and its subsidiatissich dateninus(b) the sum of all amounts that would, in confogmitith GAAP, be
set forth opposite the caption “total current lisigis” (or any like caption) on a consolidateddate sheet of the Borrower and its
subsidiaries on such date, but excluding withoylidation (i) the current portion of any Indebtedsg(ii) all Indebtedness under
revolving credit lines to the extent otherwise ut#d therein, and (iii) all amounts listed as reston payments on the consolidated
balance sheet of the Borrower.”

(i) Annex Ato the Arrangement Agreement is hereby amendedn®neing and restating the following definitionglieir entirety to rea
as follows (and, for the avoidance of doubt, timalfpayments under Note P and Note S to be madleediollowing dates, respectively, shall
not be deemed prepayments subject to Sectioj 3.6

“ Note P Stated Maturity Datemeans December 15, 2017.”
“ Note S Stated Maturity Datemeans December 15, 2017.”

() Annex 9.1to the Arrangement Agreement is hereby amendedrt@nding and restating Section (d) thereof in itirety to read as
follows:

“(d) Phase B.

For each fiscal quarter ending after December @52Zeach such quarter, an *“ Applicable Quditethe following financial
covenants will be measured as follows:

(i) Leverage Ratiokor each Applicable Quarter, the Borrower shallpermit the ratio of Consolidated Total Debt (ashef
last day of such Applicable Quarter) to Consolidadeljusted EBITDA (for the trailing twelve (12) mths ending with such
Applicable Quarter) to exceed the levels set fortthe schedule below for such Applicable Quarter:
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Maximum Ratio of

Consolidated
Total Debt to
Consolidated

Fiscal Quarter(s) Ending Adjusted EBITDA
Prior to December 31, 2013 Not applicable
December 31, 201 5.5t01.C
March 31, 201+ 5.0to 1.C
June 30, 201 40to1.C
September 30, 2014 3.5t01.0
December 31, 201

March 31, 2015 and thereaft 25t01.C

(ii) Interest Coverage Rati&or each Applicable Quarter, the Borrower shallpeimit the ratio of Consolidated Adjusted
EBITDA (for the trailing twelve (12) months endimgth each Applicable Quarter and tested as ofdbeday of such Applicable
Quarter) to Consolidated Interest Expense (fottridiéng twelve (12) months ending with such Applide Quarter) to be less than
the levels set forth in the schedule below for sfipplicable Quarter:

Minimum Ratio of

Consolidated
Adjusted EBITDA

to Consolidated

Fiscal Quarter(s) Ending Interest Expense
Prior to December 31, 2013 Not applicable
December 31, 201 1.75t0 1.C
March 31, 2014 and thereaft 2.0to1.C

(i) Fixed Charge Coverage RatiBor each Applicable Quarter, the Borrower shallpgrmit the ratio of Consolidated
Adjusted EBITDA to Consolidated Fixed Charges (del Charge Coverage Ratio(for the trailing twelve (12) months ending
with such Applicable Quarter) to be less than gwels set forth in the schedule below for such fable Quarter:

Minimum Fixed

Charge
Fiscal Quarter(s) Ending Coverage Ratio
Prior to December 31, 2013 Not applicabls
December 31, 2013 0.25t01.0
March 31, 201
June 30, 2014 0.5t0 1.0
September 30, 2014
December 31, 2014
March 31, 2015
June 30, 2015
September 30, 201
December 31, 201 0.75t0 1.C



Minimum Fixed

Charge
Fiscal Quarter(s) Ending Coveragg Ratic
March 31, 2016 1.0to 1.0

June 30, 2016

September 30, 2016

December 31, 201

March 31, 2017 and thereafi 1.25to0 1.C

provided,that if the Borrower shall submit any updated BasgPlan in accordance with Section 8.2flthe Agreement, which
Business Plan shall include financial projectiofgclr account for changes in capital expendituresfarancing programs, the
Borrower may propose, as part of such updated BasiRlan, revised Minimum Fixed Charge Coverag®m®&htased on such
changes (each, a " Proposed Ratio Chdhdénless DOE explicitly rejects any Proposed B&hange within forty-five (45) days
of receiving any Business Plan delivered in acootdavith_Section 8.2(ljf the Agreement, DOE’s approval of any BusinessPI
as a whole shall be deemed to extend to the Prdgeaio Changes contained therein.

(iv) Current RatioFor each Applicable Quarter, the Borrower shallperimit the Current Ratio to be less than the keset
forth in the schedule below for the Fiscal Yearigiwhich such Applicable Quarter occurs:

Minimum Ratio of

Current Assets

to Current
Fiscal Year Ending Liabilities
12/31/2012 1.0to 1.C
12/31/201z 1.05t0 1.C
12/31/2014 1.10to 1.C
12/31/2015 and thereaft 1.15t0 1.C

(v) Total Liabilities to Shareholder Equitlfrom and after March 31, 2014, the Borrower shatllpermit the ratio of
Consolidated Total Liabilities to Shareholder Egud exceed the levels set forth in the schedulevbéor such Applicable Quarte

Maximum Ratio of
Consolidated Total

Liabilities to
Fiscal Quarter(s) Ending Shareholder Equity
Prior to March 31, 2014 Not applicable
March 31, 201« 55t01.C
June 30, 201 5.0to 1.C
September 30, 201 45t01.C
December 31, 2014 40t01.0
March 31, 201
June 30, 2015 3.0to 1.0

September 30, 2015
December 31, 201



Maximum Ratio of
Consolidated Total

Liabilities to
Fiscal Quarter(s) Ending Shareholder Equity
March 31, 2016 25t01.0
June 30, 201
September 30, 2016 20t0 1.0

and thereafte
(vi) Capital ExpendituresThe Borrower shall not, and shall not permitStgbsidiaries to, make or incur any Capital
Expenditures for any period in excess of 120% efafjgregate amount set forth for Capital Expenestéior such period in the
Business Plan.
(vii) Operating Lease Expens®OE reserves the right to require an additiomerfcial covenant relating to operating lease
expense to be established on mutually agreealmes tier connection with the approval of any Busirelss) which includes an
amount of operating lease expense that DOE deebws toaterial.”

SECTION 2_Representations and Warrantieach of the Obligors hereby represents and wertarDOE that:
(a) As of the Amendment Effective Date, no DefaulEvent of Default has occurred and is continuing.

(b) Each of the representations and warranties rhg@my Obligor in or pursuant to the Transactiamctlments (other than the
representations and warranties contained in Ar8adé the Note Purchase Agreement) is true ancecbim all material respects on and as of
Amendment Effective Date as if made on and ase@ftimendment Effective Date (except to the extenhgepresentations and warranties
relate to an earlier date, in which case, suchesspitations and warranties were true and corredt material respects as of such earlier date).

(c) Each Obligor has all requisite power and authdo execute, deliver, perform and observe itégaltions under this Amendment and
has duly executed and delivered this Amendmentdsord, stockholder or other corporate approvatngfObligor are required for this
Amendment.

SECTION 3_Effectiveness of this Amendmeithis Amendment shall become effective on the ¢he“ Amendment Effective Date”)
when DOE (i) shall have received duly executed tenparts hereof that bear the signatures of Bor@nd any other Obligor appearing on
signature page hereof (it being agreed that theipeof duly executed counterparts delivered bgifade or electronic transmission in
Electronic Format shall be sufficient to satisfg tiequirements of this clause (i), and (ii) shale executed this Amendment.
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SECTION 4._Effect of Amendment

(a) Except as expressly set forth herein, this Agneent shall not by implication or otherwise liniihpair, constitute a waiver of or
otherwise affect the rights and remedies of DOEeuttide Arrangement Agreement or any other Loan B and shall not alter, modify,
amend or in any way affect any of the terms, céonl#t, obligations, covenants or agreements corddamthe Arrangement Agreement or any
other provision of the Arrangement Agreement oamf other Loan Document, all of which are ratifaal affirmed in all respects and shall
continue in full force and effect. Nothing hereiral be deemed to entitle the Borrower or any ofeligor to a consent to, or a waiver,
amendment, modification or other change of, anthefterms, conditions, obligations, covenants oeagents contained in the Arrangement
Agreement or any other Loan Document in similadifferent circumstances.

(b) On and after the Amendment Effective Date, gaéérence in the Arrangement Agreement to “thiseggnent”, “hereunder”,
“hereof’, “herein”, or words of like import, and &areference to the “Arrangement Agreement” in ather Loan Document shall be deemed ¢
reference to the Arrangement Agreement as modifezdby. This Amendment shall be deemed an amendmérg Arrangement Agreement
pursuant to Section 12.1 of the Arrangement Agregrmed constitute a “Loan Document” for all purposéthe Arrangement Agreement and
the other Loan Documents.

SECTION 5._Consent and Reaffirmatioa) Each Guarantor hereby consents to this Amentland the transactions contemplated
hereby, (b) each of Borrower and the Guarantorsezgthat, notwithstanding the effectiveness of Alnendment, the Guarantee, the Security
Agreement and each of the other Loan Documentsmtanto be in full force and effect, (c) each Gudma confirms its guarantee of the
Guaranteed Obligations (as defined in the Guaraardenhich definition, for clarity, incorporates ®ference all Note P Obligations and all
Note S Obligations under the Arrangement Agreerasmhodified hereby), and each of Borrower and thar@ntors confirms its grant o
security interest in its assets as Collaterallier$ecured Obligations, all as provided in the Lbanuments, and (d) each of Borrower and the
Guarantors acknowledges that such guarantee agi@dfiotr continues in full force and effect in respefctand to secure, the Secured Obligati

SECTION 6._Governing LawTHIS AMENDMENT, AND THE RIGHTS AND OBLIGATIONS OFHE PARTIES HEREUNDER,
SHALL BE GOVERNED BY, AND CONSTRUED AND INTERPRETEIN ACCORDANCE WITH, FEDERAL LAW AND NOT THE
LAW OF ANY STATE OR LOCALITY. TO THE EXTENT THAT ACOURT LOOKS TO THE LAWS OF ANY STATE TO DETERMINE
OR DEFINE THE FEDERAL LAW, IT IS THE INTENTION OF HIE PARTIES HERETO THAT SUCH COURT SHALL LOOK ONLYO
THE LAWS OF THE STATE OF NEW YORK WITHOUT REGARD TOHE RULES OF CONFLICTS OF LAWS.

SECTION 7._CounterpartsThis Amendment may be executed in counterpartseoparties hereof, and each such counterpaittishal
considered an original and all such counterpaid sbhnstitute one and the same instrument. Thigggamnay deliver such counterparts by
facsimile or electronic transmission in ElectroRrmat. Each party hereto agrees to deliver a niigneseecuted original promptly following
such facsimile or electronic transmission.



SECTION 8._HeadingsParagraph headings have been inserted in thi;mdment as a matter of convenience for referenceamd it is
agreed that such paragraph headings are not afghist Amendment and shall not be used in theméation of any provision of this
Amendment.

[ Remainder of page intentionally blahk
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IN WITNESS WHEREOF, the parties hereto have exettliss Amendment as of the day and year first alvogationed.

UNITED STATES DEPARTMENT OF ENERG’

By: /s/ Frances Nwachuk

Name Frances Nwachuk
Title: Director, Portfolio Management Divisic

[Signature Page to Fourth Amendme



TESLA MOTORS, INC.

By: /s/ Deepak Ahuiji

Name Deepak Ahuje
Title: Chief Financial Office

TESLA MOTORS NEW YORK LLC
By: Tesla Motors, Inc., its sole memt

By: /s/ Deepak Ahuiji

Name Deepak Ahuje
Title: Chief Financial Office

TESLA MOTORS LEASING, INC

By: /s/ Deepak Ahuiji

Name Deepak Ahuje
Title: Chief Financial Office

TESLA MOTORS MA, INC.

By: /s/ Deepak Ahuiji

Name Deepak Ahuje
Title: Presiden

TESLA MOTORS PA, INC

By: /s/ Deepak Ahuiji

Name Deepak Ahuje
Title: Presiden

TESLA MOTORS TX, INC.

By: /s/ Deepak Ahuiji

Name Deepak Ahuje
Title: Presiden

[Signature Page to Fourth Amendme



NORTHERN NEVADA RESEARCH CO., LL(

By: /s/ Deepak Ahuiji

Name Deepak Ahuje
Title: Chief Financial Office

TESLA MOTORS NV, INC.

By: /s/ Deepak Ahuiji

Name Deepak Ahuje
Title: Presiden

TESLA MOTORS FL, INC.

By: /s/ Deepak Ahuiji

Name Deepak Ahuje
Title: Presiden

[Signature Page to Fourth Amendment]



EXHIBIT 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

We hereby consent to the incorporation by referémtiee Registration Statements on Form S-8 (N8-B33033 and No. 33867874) of Tesl
Motors, Inc. of our report dated March 7, 2013 tietato the financial statements and the effectigsnof internal control over financial
reporting, which appears in this Form 10-K.

/sl PricewaterhouseCoopers LLP

PricewaterhouseCoopers LLP
San Jose, California
March 7, 2013



EXHIBIT 31.1

CERTIFICATIONS
I, Elon Musk, certify that:

1.
2.

| have reviewed this Annual Report on Forn-K of Tesla Motors, Inc.

Based on my knowledge, this report does notaioriny untrue statement of a material fact or dondttate a material fact necessary to
make the statements made, in light of the circuntstsunder which such statements were made, nisadisg with respect to the period
covered by this repor

Based on my knowledge, the financial statememig,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

The registrant’s other certifying officer andrke responsible for establishing and maintainirsgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag @defined in Exchange Act Rules
13e&15(f) and 15-15(f)) for the registrant and hav

(a) Designed such disclosure controls and procsdorecaused such disclosure controls and procedaotee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to
by others within those entities, particularly dgrihe period in which this report is being prepa

(b) Designed such internal control over financédarting, or caused such internal control overrfgial reporting to be designed under
our supervision, to provide reasonable assurargadiang the reliability of financial reporting atfie preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

(c) Evaluated the effectiveness of the registragigslosure controls and procedures and presenteisi report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyéport based on such
evaluation; an

(d) Disclosed in this report any change in thesignt's internal control over financial reportitigat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#y) tlas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; a

The registrant’s other certifying officer antddve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theittcmmmittee of the registrant’s Board of Direct¢os persons performing the equivalent
functions):

(@) All significant deficiencies and material weakses in the design or operation of internal cooirer financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmahcial information; an

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmiifiole in the registrant’s
internal control over financial reportin

Date: March 7, 2013 /s/ Elon Musk

Elon Musk
Chief Executive Office
(Principal Executive Officer



EXHIBIT 31.2

CERTIFICATIONS
I, Deepak Ahuja, certify that:

1.
2.

| have reviewed this Annual Report on Forn-K of Tesla Motors, Inc.

Based on my knowledge, this report does notaioriny untrue statement of a material fact or dondttate a material fact necessary to
make the statements made, in light of the circuntstsunder which such statements were made, nisadisg with respect to the period
covered by this repor

Based on my knowledge, the financial statememig,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

The registrant’s other certifying officer andrke responsible for establishing and maintainirsgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag @defined in Exchange Act Rules
13e&15(f) and 15-15(f)) for the registrant and hav

(a) Designed such disclosure controls and procsdorecaused such disclosure controls and procedaotee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to
by others within those entities, particularly dgrihe period in which this report is being prepa

(b) Designed such internal control over financédarting, or caused such internal control overrfgial reporting to be designed under
our supervision, to provide reasonable assurargadiang the reliability of financial reporting atfie preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

(c) Evaluated the effectiveness of the registragigslosure controls and procedures and presenteisi report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyéport based on such
evaluation; an

(d) Disclosed in this report any change in thesignt's internal control over financial reportitigat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#y) tlas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; a

The registrant’s other certifying officer antddve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theittcmmmittee of the registrant’s Board of Direct¢os persons performing the equivalent
functions):

(@) All significant deficiencies and material weakses in the design or operation of internal cooirer financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmahcial information; an

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmiifiole in the registrant’s
internal control over financial reportin

Date: March 7, 2013 /s/ Deepak Ahuja

Deepak Ahuj:
Chief Financial Office!
(Principal Financial Officer



EXHIBIT 32.1

SECTION 1350 CERTIFICATIONS

I, Elon Musk, certify, pursuant to 18 U.S.C. SewatiB50, that, to my knowledge, the Annual Repoif@dla Motors, Inc. on Form 10-K for the
annual period ended December 31, 2012, (i) fulipglies with the requirements of Section 13(a) dd16f the Securities Exchange Act of
1934 and (ii) that the information contained intsorm 10-K fairly presents, in all material regethe financial condition and results of
operations of Tesla Motors, Inc.

Date: March 7, 2013 /s/ Elon Musk
Elon Musk
Chief Executive Office
(Principal Executive Officer

I, Deepak Ahuja, certify, pursuant to 18 U.S.C.tlec1350, that, to my knowledge, the Annual Repbifesla Motors, Inc. on Form 10-K for
the annual period ended December 31, 2012, (y fudmplies with the requirements of Section 13¢a)%(d) of the Securities Exchange Ac
1934 and (ii) that the information contained intsorm 10-K fairly presents, in all material reggethe financial condition and results of
operations of Tesla Motors, Inc.

Date: March 7, 2013 /s/ Deepak Ahuja
Deepak Ahuijé
Chief Financial Office
(Principal Financial Officer




