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Securities registered pursuant to Section 12(g) of the Act:

None
Indicate by check mark whether the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes x No ~
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the Act. Yes © No x

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 ( Exchange Act ) during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and
(2) has been subject to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that
the registrant was required to submit and post such files). Yes x No ~

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405 of this chapter) is not contained
herein, and will not be contained, to the best of registrant s knowledge, in definitive proxy or information statements incorporated by reference in
Part III of this Form 10-K or any amendment to this Form 10-K. ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a smaller reporting
company. See the definitions of large accelerated filer, accelerated filer, and smaller reporting company in Rule 12b-2 of the Exchange Act:

Large accelerated filer — x Accelerated filer

Non-accelerated filer " (Do not check if a smaller reporting company) Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes © No x

The aggregate market value of voting stock held by non-affiliates of the registrant, as of June 30, 2013, the last day of registrant s most recently
completed second fiscal quarter, was $9,911,123,918 (based on the closing price for shares of the registrant s Common Stock as reported by the
NASDAQ Global Select Market on June 30, 2013). Shares of Common Stock held by each executive officer, director, and holder of 5% or more
of the outstanding Common Stock have been excluded in that such persons may be deemed to be affiliates. This determination of affiliate status
is not necessarily a conclusive determination for other purposes.

As of January 31, 2014, there were 123,191,938 shares of the registrant s Common Stock outstanding.
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant s Proxy Statement for the 2014 Annual Meeting of Stockholders are incorporated herein by reference in Part III of this
Annual Report on Form 10-K to the extent stated herein. Such proxy statement will be filed with the Securities and Exchange Commission
within 120 days of the registrant s fiscal year ended December 31, 2013.
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Forward-Looking Statements

The discussions in this Annual Report on Form 10-K contain forward-looking statements reflecting our current expectations that involve
risks and uncertainties. These forward-looking statements include, but are not limited to, statements concerning our strategy, future
operations, future financial position, future revenues, projected costs, profitability, expected cost reductions, capital adequacy, expectations
regarding demand and acceptance for our technologies, growth opportunities and trends in the market in which we operate, prospects and
plans and objectives of management. The words anticipates , believes , estimates , expects , intends , may , plans , projects ,

will , would and similar expressions are intended to identify forward-looking statements, although not all forward-looking statements
contain these identifying words. We may not actually achieve the plans, intentions or expectations disclosed in our forward-looking
statements and you should not place undue reliance on our forward-looking statements. Actual results or events could differ materially from
the plans, intentions and expectations disclosed in the forward-looking statements that we make. These forward-looking statements involve
risks and uncertainties that could cause our actual results to differ materially from those in the forward-looking statements, including,
without limitation, the risks set forth in Part I, Item 1A, Risk Factors in this Annual Report on Form 10-K and in our other filings with
the Securities and Exchange Commission. We do not assume any obligation to update any forward-looking statements.
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PART I

ITEM 1. BUSINESS
Overview

We design, develop, manufacture and sell high-performance fully electric vehicles and advanced electric vehicle powertrain components. We
have established our own network of sales and service centers and Supercharger stations globally thus creating a unique business model in the
automobile industry. We have operationally structured our business in a manner that we believe will enable us to rapidly develop and launch
advanced electric vehicles and technologies. We believe our vehicles, electric vehicle engineering expertise, and operational structure
differentiates us from incumbent automobile manufacturers.

We are currently producing and selling our second vehicle, the Model S sedan. Model S is a four door, five-passenger premium sedan that offers
exceptional performance, functionality and attractive styling. The Model S inherited many of the electric powertrain innovations we introduced
with our first vehicle, the Tesla Roadster which was launched in 2008 and was the first commercially produced and federally compliant EV in
the United States. We completed production of approximately 2,500 Tesla Roadsters in January 2012 and began deliveries of Model S in June
2012. As of December 31, 2013, we have delivered over 25,000 Model S vehicles in North America and Europe. In 2014, we expect to grow our
presence in several international markets with deliveries to commence in China, Japan, the United Kingdom and Australia. Since its launch,
Model S has won several awards, including the prestigious Motor Trend Car of the Year for 2013. In November 2013, Model S received 99 out
of 100 in an owner survey conducted by Consumer Reports, the highest customer satisfaction score of any car in the world. Our goal is to deliver
the highest possible level of ownership satisfaction in every way.

We are adapting the platform architecture of Model S to develop our Model X crossover. This unique vehicle has been designed to fill the niche
between the roominess of a minivan and the style of an SUV, while having high performance features such as a dual motor all-wheel drive

system. We revealed a prototype of Model X in February 2012. We currently expect to have production design Model X prototypes on the road

by end of year and begin volume deliveries to customers in the spring of 2015. We have also publicly announced our intent to develop a third
generation electric vehicle, to which we refer as  Gen III , which we intend to offer at a lower price point and produce at higher volumes than our
Model S in approximately three years.

We are also building a network of Superchargers in the United States and Europe to enable free and convenient long distance driving.
Superchargers allow Model S owners to replenish 50% of the battery pack in as little as 20 minutes. Supercharger stations are strategically
placed along well-travelled highways to allow Model S owners to enjoy long distance travel with convenient, minimal stops. As of February 19,
2014, we had 90 Supercharger stations open in North America and Europe. We plan to continue to open Supercharger stations in these regions
as well as in Asia during 2014 and expect to triple our Supercharger stations during 2014. We expect that Model X and our future cars will be
able to use this network.

We sell and service our electric vehicles through our company-owned sales and service network in North America, Europe and Asia. Our intent
is to offer a compelling customer experience while gathering rapid customer feedback and achieving operating efficiencies, better control over
the costs of inventory, warranty service, pricing, and the development of the Tesla brand. Our Tesla stores do not carry large vehicle inventories
and, as a result, do not require corresponding large floor spaces. We believe the benefits we receive from distribution ownership will enable us to
improve the speed of product development and improve the capital efficiency of our business. We believe that this approach provides us with a
competitive advantage as compared to incumbent automobile manufacturers.

In addition to developing our own vehicles, we provide services for the development of full electric powertrain systems and components, and
sell electric powertrain components to other automotive manufacturers. We have provided development services and powertrain components to
Daimler AG (Daimler) for its Smart fortwo, A-Class, and B-Class electric vehicles. We also have developed a full electric powertrain system for
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Toyota Motor Corporation (Toyota) for use in its RAV4 EV and began shipping production components to Toyota in 2012. We also plan to start
selling stationary energy storage products for use in homes, commercial sites, and utilities. The applications for these battery systems include
backup power, peak demand reduction, demand response, and wholesale electric market services.

We conduct our powertrain and vehicle manufacturing and assembly operations at the Tesla Factory, our integrated manufacturing facility in
Fremont, California, and at our facility in Tilburg, Netherlands. We have recently indicated our intention to build the Tesla Gigafactory, a
facility in the United States where we intend to manufacture cells and battery packs for our vehicles and our stationary storage applications.

Our fully electric vehicles combine zero tailpipe emissions, market leading range on a single charge, impressive acceleration, and pricing
competitive with other vehicles in their classes. For example, our Model S accelerates from zero to 60 miles per hour in as little as 4.2 seconds
and has a range on a single charge of up to 265 miles. We offer Model S with 60 kWh and 85 kWh battery pack options. Model S has an
effective base price of $62,400 and $72,400 in the United States for the 60 kWh and 85 kWh options, respectively, assuming and after giving
effect to the continuation of a United States federal tax credit of $7,500 for the purchase of alternative fuel vehicles. Even without the tax credit,
we believe our list prices are competitive from a pricing perspective with other premium vehicles. We believe that Model S demonstrates our
ability to produce increasingly affordable electric vehicles that offer long-range capabilities and uncompromised performance, energy efficiency,
convenience and design.

The commercial production of a highway capable, fully electric vehicle that meets consumers range and performance expectations requires
substantial design, engineering, and integration work on almost every system of our vehicles. Our roots in Silicon Valley have enabled us to
recruit engineers with strong skills in electrical engineering, power electronics and software engineering. We have complemented this talent base
with automotive engineers with substantial expertise in vehicle engineering and manufacturing. Our ability to combine expertise in electric
powertrain and vehicle engineering provides a broad capability in electric vehicle design and systems integration. We believe these capabilities,
coupled with our focus solely on electric vehicle technology as well as our strong in-house engineering and highly vertical manufacturing
capacity, will enable us to sustain the electric vehicle industry leadership we created through the production of the Tesla Roadster and Model S.

Our battery pack and electric powertrain system has enabled us to deliver market-leading range capability on our vehicles at what we believe is a
compelling battery cost per kilowatt-hour. Our battery packs use custom electric vehicle lithium-ion battery cells and contain two to three times
the energy of any other commercially available electric vehicle battery pack, thereby significantly increasing the range capabilities of our
vehicles. Designing an electric powertrain and a vehicle to exploit its energy efficiency has required extensive safety testing and innovation in
battery packs, motors, powertrain systems and vehicle engineering. Our proprietary technology includes cooling systems, safety systems, charge
balancing systems, battery engineering for vibration and environmental durability, customized motor design and the software and electronics
management systems necessary to manage battery and vehicle performance under demanding real-life driving conditions. These technology
innovations have resulted in an extensive intellectual property portfolio as of December 31, 2013, we had 203 issued patents and more than 280
pending patent applications with the United States Patent and Trademark Office and internationally in a broad range of areas, including the
battery pack and other technologies.

We are designing our vehicles to enable the cost effective development of our future vehicles. For example, we have designed Model S with a
platform architecture, which compactly positions the battery pack, motor and other elements of our powertrain within the frame of the vehicle.
We believe this architecture may form the basis of several future vehicles, including our planned Model X, and enable us to efficiently and cost
effectively launch these new vehicle models in the future.

Our design and vehicle engineering capabilities, combined with the technical advancements of our powertrain system, have enabled us to design
and develop zero tailpipe emission vehicles that we believe

Table of Contents 6



Edgar Filing: TESLA MOTORS INC - Form 10-K

Table of Conten

overcome the design, styling, and performance issues that we believe have historically limited broad consumer adoption of electric vehicles. As
a result, we believe our customers enjoy several benefits, including:

Long Range and Recharging Flexibility. Our vehicles offer ranges that are over double the range of any other commercially available
electric vehicle. In addition, our vehicles incorporate our proprietary on-board charging system, permitting recharging from almost
any available electrical outlet. Our Model S vehicles also offer fast charging capability from our Supercharger network. We believe
the long-range and charging flexibility of our vehicles will help reduce consumer anxiety over range, alleviate the need for
expensive, large-scale charging infrastructure, and differentiate our vehicles as compared to our competitors currently announced
electric vehicle product offerings.

Energy Efficiency and Cost of Ownership. We believe our vehicles offer consumers an attractive cost of ownership when compared
to similar internal combustion engine or hybrid electric vehicles. Using only a single electric powertrain enables us to create a
lighter, more energy efficient vehicle that is mechanically simpler than currently available hybrid or internal combustion engine
vehicles. We currently estimate that the cost to fuel our vehicles is approximately one-fifth that of comparable internal combustion
vehicles in the United States, and even less internationally where gasoline prices are typically higher. We also expect our electric
vehicles will have lower relative maintenance costs than hybrid, plug-in hybrid, or internal combustion engine vehicles due to fewer
moving parts and the absence of certain components, including oil, oil filters, spark plugs and engine valves. Additionally,
government incentives that are currently available can reduce the cost of ownership even further.

High-Performance Without Compromised Design or Functionality. We believe we have been able to successfully overcome the
design and performance tradeoff issues that encumbered most early electric vehicle designs. We believe our vehicles deliver
unparalleled driving experiences with instantaneous and sustained acceleration through an extended range of speed. In addition, our
Model S seats five adults, provides best in class storage in the trunk and hood while offering design and performance comparable to,
or better than, other premium sedans.

Our Vehicles and Products

We currently design, develop, manufacture and sell fully electric vehicles and electric powertrain components. We are currently selling
primarily the Model S.

Model S

Model S is a fully electric, four-door, five-adult passenger sedan that offers compelling range and performance with zero tailpipe emissions. We
began customer deliveries in June 2012. As of December 31, 2013, we had delivered over 25,000 Model S vehicles.

Model S offers a range on a single charge of up to 265 miles. To complement this range, we also offer the capability to fast charge Model S at
our Supercharger facilities. In addition, we designed Model S to incorporate a modular battery pack in the floor of the vehicle, enabling it to be
rapidly swapped out at certain of our service centers and specialized commercial battery exchange facilities that we anticipate may be available
in the future.

We believe Model S offers a unique combination of functionality, convenience, safety and styling without compromising performance and
energy efficiency. With the battery pack in the floor of the vehicle and the motor and gearbox in line with the rear axle, Model S provides best in
class storage space of 31.6 cubic feet, including storage under both the tailgate and the hood. By way of comparison, this storage space exceeds
the approximately 14 cubic feet of storage available in the 2014 BMW 5 Series sedan and the approximately 18 cubic feet of storage available in
the 2014 Cadillac XTS. In addition, we have designed Model S to include a third row with two rear-facing child seats, allowing us to offer
seating for five adults and two children. Model S is also available with premium luxury features, including a 17 inch touch screen driver
interface, advanced
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wireless connectivity, such as 3G connectivity, and driver customization of the infotainment and climate control systems of the vehicle. We
designed Model S to be incorporate new functionality through wireless updates, which allows us to continually improve Model S over time.
Model S has also achieved a five star safety rating. We believe the combination of performance, safety, styling, convenience and energy
efficiency of Model S positions it as a compelling alternative to other vehicles in the luxury and performance segments.

The 60 kWh and 85 kWh battery pack options of Model S have an effective base price of $62,400, and $72,400, respectively, in the United
States, assuming and after giving effect to the continuation of a United States federal tax credit of $7,500 for the purchase of alternative fuel
vehicles. We also offer a performance version of Model S for an effective base price of $85,900.

We have designed Model S to provide a lower cost of ownership as compared to other vehicles in its class. We consider the purchase price, cost
of fuel and the cost of maintenance over a six year ownership period in this calculation. We assume comparable residual values, warranties,
insurance costs and promotions and assume that currently available consumer incentives are still available at the time of a Model S purchase. In
addition to the competitive pricing of Model S relative to other premium vehicles, we estimate that customers of electric vehicles will enjoy
lower fuel costs. For example, assuming an average of 15,000 miles driven per year, an average electricity cost of 11.8 cents per kilowatt-hour
and an average gasoline price of $3.24 per gallon over the full ownership of the vehicle which were the average electricity cost and gasoline
price in the United States, respectively, for December 2013, and based on our estimate of the energy efficiency of Model S, we estimate that our
Model S could save approximately $1,800 per year less in fuel costs than a comparable premium internal combustion engine sedan. In
international markets, where gasoline prices can be 2-3 times those of the United States, the savings are greater. Furthermore, we expect Model
S will have lower maintenance costs than comparable premium internal combustion engine sedans due to fewer moving parts and the absence of
certain components, including oil, oil filters, spark plugs and engine valves.

We have designed Model S with an adaptable platform architecture and common electric powertrain that we intend to leverage to create future
electric vehicle models, including our Model X. In particular, by designing our electric powertrain within the chassis to accommodate different
vehicle body styles, we believe that we can save significant time in future vehicle development. In addition, we believe our strategy of using
currently available battery cells will enable us to leverage improvements in cell chemistries and rapidly introduce planned vehicles with different
range options.

The Tesla Roadster

Our first vehicle, the Tesla Roadster, is the first high-performance electric sports car. The two-seat, convertible Tesla Roadster has a

combination of range, style, performance and energy efficiency that we believe is unmatched in the market today. It can accelerate from zero to
60 miles per hour in as little as 3.7 seconds and has a maximum speed of approximately 120 miles per hour. The Tesla Roadster also has a range
of 245 miles on a single charge, as determined using the United States EPA s combined two-cycle city/highway test. We have sold approximately
2,500 Tesla Roadsters to customers in over 30 countries, predominately in North America and Europe. We concluded the production run of the
Tesla Roadster in January 2012.

Model X

In February 2012, we revealed an early prototype of the Model X crossover as the first vehicle we intend to develop by leveraging the Model S
platform. This unique vehicle has been designed to fill the niche between the roominess of a minivan and the style of an SUV, while having high
performance features such as a dual motor all-wheel drive system. Model X will seat seven adults. We anticipate that we will make Model X
available with 60 kWh and 85 kWh battery pack options, with pricing of each version similar to those of a comparably equipped Model S. We
currently intend to target an initial annual production rate of approximately 20,000 vehicles per year from our Tesla Factory. We expect to have
production design Model X prototypes on the road by end of
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2014 and begin volume deliveries to customers in the spring of 2015. After its initial launch in the United States, Model X will be sold in all the
markets where Model S is available including in Asia and Europe.

Gen 111

We have also publicly announced our intent to develop a third generation electric vehicle, to which we refer as  Gen III , to be produced at the
Tesla Factory. We intend to offer this vehicle at a lower price point and expect to produce it at higher volumes than our Model S. We expect that
this vehicle will be produced in approximately three years.

Powertrain Development and Sales

In addition to our own vehicles, we also design, develop, manufacture and sell advanced electric vehicle powertrain components to other
automotive manufacturers.

We have provided development services and full powertrain systems and components to Daimler for its Smart fortwo, A-Class, and B-Class
electric vehicles. From May 2009 through December 2012, we provided approximately 2,700 battery packs and chargers for the Smart fortwo
and A-Class vehicles. We have completed these programs and are now providing development services to Daimler for its B-Class electric
vehicle. We also have developed a full electric powertrain system for Toyota for use in its RAV4 EV and began shipping production systems to
Toyota in 2012. As of December 31, 2013 we have shipped over 1,600 units.

We are continuing to perform our electric powertrain component and systems sales and marketing activities principally out of our Palo Alto
facility. This facility, which also serves as our corporate headquarters, houses our research and development services, including cell and
component testing and prototyping, as well as manufacturing of powertrain components for sales to third parties. Manufacturing of our
powertrain components is performed at the Tesla Factory.

Stationary Energy Storage Applications

In 2013, we developed stationary energy storage products for use in homes, commercial sites and utilities. The applications for these battery
systems include backup power, peak demand reduction, demand response and wholesale electric market services. We plan to ramp sales of these
products in 2014.

Technology

We believe the core competencies of our company are powertrain, vehicle engineering and innovative manufacturing. Our core intellectual
property is contained within our electric powertrain and the ability to design a vehicle which capitalizes on the uniqueness of an electric
powertrain. Our electric powertrain consists of the following: battery pack, power electronics, motor, gearbox and the control software which
enables the components to operate as a system. We designed each of these major elements for our Tesla Roadster and Model S and plan to use
much of this technology in Model X, Gen II1, our future electric vehicles and powertrain components that we build for other manufacturers. Our
powertrain and battery pack have a modular design, enabling future generations of electric vehicles to incorporate a significant amount of this
technology. Further, our powertrain is very compact and contains far fewer moving parts than the internal combustion powertrain. These features
enable us to adapt it for a variety of applications, including our future vehicles and any powertrain components we build for other manufacturers.

Battery Pack

We design our battery packs to safely store significant amounts of energy and to have long lives. For example, we have designed our Tesla
Roadster battery packs to store 53 kilowatt hours of useful energy and to
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have an estimated life of over 100,000 miles or seven years. In addition, we have designed our battery packs to be modular so that we can
leverage technology developments across our different vehicles and products. Our proprietary technology includes cooling systems, safety
systems, charge balancing systems, battery engineering for vibration and environmental durability, robotic manufacturing processes, customized
motor design and the software and electronics management systems necessary to manage battery and vehicle performance under demanding
real-life driving conditions. We have significant experience and expertise in the safety and management systems needed to work with
lithium-ion cells in the demanding automotive environment. We believe these advancements have enabled us to produce a battery pack at a low
cost per kilowatt-hour.

We believe one of our core competencies is the design of our complete battery pack system. We have designed our battery pack system to permit
flexibility with respect to battery cell chemistry, form factor and vendor that we adopt for battery cell supply. In so doing, we believe that we can
leverage the substantial battery cell investments and advancements being made globally by battery cell manufacturers to continue to improve the
cost per kilowatt-hour of our battery pack. We maintain an internal battery cell testing lab and an extensive performance database of the many
available lithium-ion cell vendors and chemistry types. We intend to incorporate the battery cells that provide the best value and performance
possible into our battery packs, and we expect this to continue over time as battery cells continue to improve in energy storage capacity,
longevity, power delivery and cost. We believe this flexibility will enable us to continue to evaluate new battery cells as they become
commercially viable, and thereby optimize battery pack system performance and cost for our current and future vehicles. We believe our ability
to change battery cell chemistries and vendors while retaining our existing investments in software, electronics, testing and vehicle packaging,
will enable us to quickly deploy various battery cells into our products and leverage the latest advancements in battery cell technology.

The range of our electric vehicles on a single charge declines principally as a function of usage, time and charging patterns. Customers use of
their Tesla vehicle as well as the frequency with which they charge the battery of their Tesla vehicle can result in additional deterioration of the
battery s ability to hold a charge. For example, we currently expect that the Tesla Roadster battery pack will retain approximately 70% of its
ability to hold its initial charge after approximately 100,000 miles or seven years, which will result in a decrease to the vehicle s initial range. In
comparison with the Roadster battery pack, we expect that the retention rate of the Model S battery pack is greater, due to improvements at the
battery cell and pack level. In addition, based on internal testing, we estimate that the Model S would have an approximate 5-10% reduction in
range when operated continuously in 0°C temperatures.

To date, we have tested hundreds of battery cells of different chemistries, form factors and designs. Based on this evaluation, we are presently
using lithium-ion battery cells based on the 18650 form factor in all of our battery packs. We intend to use the same battery cell form factor in
Model X. We entered into a supply agreement with Panasonic Corporation (Panasonic) for the use of Panasonic s battery cells in Model S and
Model X. We expect these battery cells to exhibit better performance and longer lifetimes than the battery cells used in the Tesla Roadster.

Power Electronics

The power electronics in our electric powertrain govern the flow of electrical current throughout the car, primarily the current that flows into and
out of the battery pack. The power electronics have two primary functions, the control of torque generation in the motor while driving and the
control of energy delivery back into the battery pack while charging.

The first function is accomplished through the drive inverter, which converts direct current (DC) from the battery pack into alternating current
(AC) to drive our three-phase induction motors. The drive inverter also converts the AC generated by regenerative braking back into DC for
electrical storage in the battery pack. The drive inverter performs this function by using a high-performance digital signal processor which runs
some of the most complicated and detailed software in the vehicle. In so doing, the drive inverter is directly responsible for the performance,
high efficiency and overall driving experience of the vehicle.
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The second function, charging the battery pack, is accomplished by the charger, which converts alternating current (usually from a wall outlet or
other electricity source) into direct current that can be accepted by the battery. Tesla vehicles can recharge on a variety of AC electrical outlets,
from a common outlet of 15 amps and 120 volts up to a high power circuit of 80 amps and 240 volts, which provides faster recharging. The most
common home charging system uses a 14-50 type outlet at 40 amps and 240 volts to recharge at an EPA equivalent rate of 29 miles per hour of
charge time.

In the United States, Model S vehicles are delivered with an SAE 1772 industry standard adapter that enables public AC charging at thousands
of stations. The European version of Model S has an industry standard vehicle inlet connector that is also compatible with public charge stations
around Europe. Vehicles in both the United States and Europe also come with the Tesla Mobile Connector which enables charging from a
variety of different outlets for customers who want a portable solution with maximum flexibility. For the fastest possible charging, we offer a
high-voltage, direct current option for Model S that enables the vehicle to charge from Tesla s Supercharger network. Superchargers are able to
replenish 50% of the battery pack in as little as 20 minutes of charge time. This flexibility in charging provides customers with additional
mobility, while also allowing them to conveniently charge the vehicle overnight at home.

Vehicle Control and Infotainment Software

The performance and safety systems of our vehicles and their battery packs require sophisticated control software. There are numerous
processors in our vehicles to control these functions, and we write custom firmware for many of these processors. The flow of electricity
between the battery pack and the motor must be tightly controlled in order to deliver the performance and behavior expected in the vehicle. For
example, software algorithms enable the vehicle to mimic the creep feeling which drivers expect from an internal combustion engine vehicle
without having to apply pressure on the accelerator. Similar algorithms control traction, vehicle stability and the sustained acceleration and
regenerative braking of the vehicle. Software also is used extensively to monitor the charge state of each of the cells of the battery pack and to
manage all of its safety systems. Drivers use the information and control systems in our vehicles to optimize performance, customize vehicle
behavior, manage charging modes and times and control all infotainment functions. We develop almost all of this software, including most of
the user interfaces, internally.

Vehicle Design and Engineering

In addition to the design, development and production of the powertrain, we have created significant in-house capabilities in the design and
engineering of electric vehicles and electric vehicle components and systems. We design and engineer bodies, chassis, interiors, heating and
cooling and low voltage electrical systems in house and to a lesser extent in conjunction with our suppliers. Our team has core competencies in
computer aided design and crash test simulations which we expect to reduce the product development time of new models.

Several traditional automotive subsystems required substantial redesign and custom optimization to integrate with the powertrain of an electric
vehicle. For example, we redesigned the heating, ventilation and air conditioning (HVAC) system to integrate with the battery thermal
management system and to operate without the energy generated from an internal combustion engine. In addition, low voltage electric systems
which power features such as the radio, power windows, and heated seats also needed to be designed specifically for use in an electric vehicle.
We have developed expertise in integrating these components with the high-voltage power source in the vehicle and in designing components
that significantly reduce their load on the vehicle battery pack, thereby maximizing the available range of the vehicle.

Additionally, our team has expertise in lightweight materials, a very important characteristic for electric vehicles given the impact of mass on
range. The Tesla Roadster is built with an internally-designed carbon fiber body which provides a balance of strength and mass. Model S is built
with a lightweight aluminum body and chassis which incorporates a variety of materials and production 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 through an international network of company-owned stores and galleries. Our Tesla stores and
galleries are highly visible, premium outlets in major metropolitan markets, some of which combine retail sales and service. We have also found
that opening a service center in a new geographic area can increase demand. As a result, we have complemented our store strategy with sales
facilities and personnel in service centers to more rapidly expand our retail footprint. We refer to these as Service Plus locations. Including our
Service Plus locations, we now operate a network of over 80 sales and gallery locations in North America, Europe and Asia. Including all of our
sales and service facilities, we currently operate 116 locations. We intend to grow our sales and service network by approximately 75% during
the year ending December 31, 2014.

We believe that by owning our own sales and service network we can offer a compelling customer experience while achieving operating
efficiencies and capturing sales and service revenues incumbent automobile manufacturers do not enjoy in the traditional franchised distribution
and service model. Our customers deal directly with our own Tesla-employed sales and service staff, creating what we believe is a differentiated
buying experience from the buying experience consumers have with franchised automobile dealers and service centers. We believe we will also
be able to better control costs of inventory, manage warranty service and pricing, maintain and strengthen the Tesla brand, and obtain rapid
customer feedback. Further, we believe that by owning our sales network we will avoid the conflict of interest in the traditional dealership
structure inherent to most incumbent automobile manufacturers where the sale of warranty parts and repairs by a dealer are a key source of
revenue and profit for the dealer but often are an expense for the vehicle manufacturer.

Tesla Supercharger Network

We are building a network of up to 120 kWh fast charging equipment, each called a Tesla Supercharger, throughout North America and Europe
for fast charging of Model S. The Tesla Supercharger is an industrial grade, high speed charger designed to replenish 50% of the battery pack in
as little as 20 minutes. Supercharger stations are strategically placed along well-travelled highways to allow Model S owners to enjoy long
distance travel with convenient, minimal stops. As of February 19, 2014, we have 90 Supercharger stations open in North America and Europe.
In the United States, we have implemented Superchargers across a major transcontinental route, as well as along key routes in the East and West
Coasts. In Europe, Superchargers enable long distance travel along key routes in Norway, the Netherlands, Germany, Switzerland and Austria.
Access to the Supercharger network is currently available free of charge to owners of Model S vehicles with the 85 kWh battery pack options
and when purchased as an upfront option for 60 kWh. We are planning to methodically expand the Supercharger network over the next few
years in the United States, Europe and Asia.

Deposits and Reservations

We typically carry a limited inventory of our Model S vehicles at our Tesla stores. While some customers may purchase their vehicles from this
inventory, most of our customers choose to customize the appearance of their vehicle. We require a refundable $2,500 deposit for these orders of
our Model S vehicles, which is collected once the customer has selected the vehicle specifications and has entered into a purchase agreement.
The refundable deposit becomes nonrefundable after two weeks. We require full payment of the purchase price of the vehicle only upon delivery
of the vehicle to the customer.

For Model X, which is currently not in production, we require an initial refundable reservation payment of at least $5,000. Reservation payments
and deposits are used by us to fund, in part, our working capital requirements and help us to align production with demand.
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Our principal marketing goals are to:

generate demand for our vehicles and drive leads to our sales teams;

build long-term brand awareness and manage corporate reputation;

manage our existing customer base to create loyalty and customer referrals; and

enable customer input into the product development process.
Historically, we have been able to generate significant media coverage of our company and our vehicles, and we believe we will continue to do
so0. To date, media coverage and word of mouth have been the primary drivers of our sales leads and have helped us achieve sales without
traditional advertising and at relatively low marketing costs. We also use traditional means of advertising including product placement in a
variety of media outlets and pay-per-click advertisements on websites and applications relevant to our target demographics.

Our marketing efforts include events where our vehicles are displayed and demonstrated. These events range from widely attended public
events, such as the Detroit, Los Angeles, and Frankfurt auto shows, to smaller events oriented towards sales, such as private drive events.

Service and Warranty
Service

We provide service for our electric vehicles at our company-owned service centers, at our Service Plus locations or, in certain areas for an
additional charge, through Tesla Ranger mobile technicians who provide services that do not require a vehicle lift. We own and operate over 70
service locations as of February 19, 2014. We are continuing our plan to build a number of additional service centers in several markets
worldwide.

Tesla Roadster owners can upload data from their vehicle and send it to us on a memory card and Model S is designed with the capability to
wirelessly upload the data to us via an on-board GSM system, allowing us to diagnose and remedy many problems before ever looking at the
vehicle. When maintenance or service is required, a customer can schedule service by contacting one of our Tesla service centers. Our Tesla
Rangers can also perform an array of services that do not require a vehicle lift from the convenience of a customer s home or other remote
location.

We believe that our company-owned service centers enable our technicians to work closely with our engineers and research and development
teams in Silicon Valley to identify problems, find solutions, and incorporate improvements faster than incumbent automobile manufacturers.

New Vehicle Limited Warranty, Maintenance and Extended Service Plans

For our Model S customers, we provide a four year or 50,000 mile New Vehicle Limited Warranty with every Model S, subject to separate
limited warranties for the supplemental restraint system and battery. The New Vehicle Limited Warranty also covers the battery for a period of
eight years or 125,000 miles or unlimited miles, depending on the size of the vehicle s battery, although the battery s charging capacity is not
covered.

In addition to the New Vehicle Limited Warranty, we offer a comprehensive maintenance program for Model S, which includes plans covering
maintenance for up to eight years or up to 100,000 miles and an Extended Service Plan. The maintenance plans cover annual inspections, 24
hour roadside assistance and the replacement of wear and tear parts, excluding tires and the battery, with either a fixed fee per visit for Tesla
Ranger service or unlimited Tesla Ranger visits for a higher initial purchase price. The Extended Service Plan
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covers the repair or replacement of Model S parts for an additional four years or up to an additional 50,000 miles after the New Vehicle Limited
Warranty.

For our Roadster customers, we provided a three year or 36,000 mile New Vehicle Limited Warranty with every Tesla Roadster, which we
extended to four years or 50,000 miles for the purchasers of our 2008 Tesla Roadster. Customers have the opportunity to purchase an Extended
Service Plan for the period after the end of the New Vehicle Limited Warranty to cover the repair or replacement of Roadster parts for up to an
additional three years or 36,000 miles, provided they are purchased within a specified period of time. We have previously provided our Tesla
Roadster customers with a battery replacement option to replace the battery in their vehicles at any time after the expiration of the New Vehicle
Limited Warranty but before the tenth anniversary of the purchase date of their vehicles.

Our New Vehicle Limited Warranties and Extended Service plans are subject to certain limitations, exclusions or separate warranties, including
certain wear items, such as tires, brake pads, paint and general appearance, and battery performance, and are intended to cover parts and labor to
repair defects in material or workmanship in the body, chassis, suspension, interior, electronic systems, battery, powertrain and brake system. In
addition, all plans must be purchased within a specified period of time after vehicle purchase.

Financial Services

We offer financial products through various financial institutions in the United States, Europe and Asia. In the United States and Canada, we
offer customer loans through specified commercial banking partners. In connection with certain of these loans, we offer a resale value guarantee
to all customers who purchased a Model S and financed their vehicle. Under the program, Model S customers have the option of selling their
vehicle back to us during the period of 36 to 39 months following delivery for a pre-determined resale value. This structure allows the customer
to enjoy the benefits of Model S ownership without concern for its resale value.

Manufacturing

We conduct our powertrain and vehicle manufacturing and assembly operations at the Tesla Factory, o