EDGAROnline

TESLA MOTORS INC

FORM 10-Q

(Quarterly Report)

Filed 11/07/14 for the Period Ending 09/30/14

Address

Telephone
CIK
Symbol
SIC Code
Industry
Sector
Fiscal Year

3500 DEER CREEK RD

PALO ALTO, CA 94070

650-681-5000

0001318605

TSLA

3711 - Motor Vehicles and Passenger Car Bodies
Auto & Truck Manufacturers

Consumer Cyclical

12/31

Powere 4 &y EDGAROnline

http://www.edgar-online.com
© Copyright 2014, EDGAR Online, Inc. All Rights Reserved.

Distribution and use of this document restricted under EDGAR Online, Inc. Terms of Use.


http://www.edgar-online.com

Table of Contents

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended September 30, 2014

OR

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
Commission File Number: 001-34756
Tesla Motors, Inc.
(Exact name of registrant as specified in its chaer)
Delaware 91-219772¢
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organization) Identification No.)

3500 Deer Creek Roat

Palo Alto, California 94304
(Address of principal executive offices (Zip Code)

(650) 681-5000
(Registrant’s telephone number, including area code

Indicate by check mark whether the registrant €l filed all reports required to be filed by Seeti or 15(d) of the Securities Excha
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. Ye&Xl No O

Indicate by check mark whether the registrant lasmstted electronically and posted on its corpo¥eb site, if any, every Interactive

Data File required to be submitted and posted untsio Rule 405 of RegulationSduring the preceding 12 months (or for such shrqrerioc
that the registrant was required to submit and pash files). YeskX No O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, @accelerated 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 registrantsiell company (as defined in Rule 12b-2 of the Exge Act). YesO No

As of October 31, 2014, there were 125,381,798eshaif the registra’s Common Stock outstandir
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Forward-Looking Statements

The discussions in this Quarterly Report on Forrrd8ontain forwardlooking statements reflecting our current expeotadithat involve risk
and uncertainties. These forwalabking statements include, but are not limitedstatements concerning our strategy, future opereti future
financial position, future revenues, future profitiéy, future delivery of automobiles, projecteakts, expectations regarding demand .
acceptance for our technologies, growth opportesitand trends in the market in which we operatespects, plans and objectives of
management and the statements made below undeeduing “Management Opportunities, Challenges arsk®” 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 forwdobking statements contain these identifying wovds.may not actually achieve the pl:
intentions or expectations disclosed in our forwbrdking statements and you should not place umelignce on our forward-looking
statements. Actual results or events could diffetemally from the plans, intentions and expectasiaisclosed in the forward-looking
statements that we make. These forward-lookingrsiants involve risks and uncertainties that coaldse our actual results to differ
materially from those in the forward-looking statamts, including, without limitation, the risks $etth in Part Il, Iltem 1A, “Risk Factors” in
this Quarterly Report on Form 10-Q and in our otliings with the Securities and Exchange Commissige do not assume any obligation to
update any forwar-looking statement:
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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

Tesla Motors, Inc.

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

Assets
Current assel
Cash and cash equivalel
Restricted cash and marketable secur
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

Customer deposi

Convertible senior note

Total current liabilities

Capital lease obligations, less current por
Deferred revenue, less current port
Convertible senior notes, less current por
Resale value guarant
Other lon¢-term liabilities

Total liabilities
Commitments and contingencies (Notes 6 anc
Convertible senior 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 September 30, 2014 and
December 31, 2013, respectively; 125,366,171 aRd0®®,990 shares issued and outstanding a

September 30, 2014 and December 31, 2013, reselsc
Additional paic¢in capital
Accumulated defici
Total stockholder equity
Total liabilities and stockholde’ equity

The accompanying notes are an integral part oktheadensed consolidated financial statements.

4

September 3C December 31
2014 2013
$ 2,370,73! $ 845,88
17,33 3,01z
156,88¢ 49,10¢
752,49; 340,35!
65,461 27,57¢
3,362,91. 1,265,93!
617,74: 382,42!
1,404,32 738,49:
9,09( 6,43¢
43,46( 23,63;
$ 5,437,53. $2,416,93
$ 649,36. $ 303,96
194,57: 108,25
161,57( 91,88:
9,592 1,722
227,05¢ 163,15!
597,62¢ 182
1,839,77 675,16(
12,80¢ 12,85¢
254,32: 181,18
1,786,63! 586,11
397,74. 236,29¢
125,99° 58,19]
4,417,27 1,749,811
62,16 —
12t 12Z
2,284,01i 1,806,61
(1,326,04) (1,139,62)
958,09 667,12(
$ 5,437,53. $2,416,93
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Tesla Motors, Inc.

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

(Unaudited)
Three Months Ended Nine Months Ended
September 30 September 30
2014 2013 2014 2013

Revenues
Automotive sale: $  849,00¢ $ 430,19t $ 2,236,06; $ 1,386,93
Development service 2,79¢ 1,15(C 5,63: 11,34

Total revenue 851,80« 431,34t 2,241,69! 1,398,27
Cost of revenues
Automotive sale! 598,47 324,88 1,615,04 1,090,301
Development service 1,481 3,59¢ 6,674 8,30«

Total cost of revenue 599,95! 328,47¢ 1,621,72 1,098,60.

Gross profi 251,85: 102,86¢ 619,97: 299,67:
Operating expense!
Research and developmt 135,87: 56,35! 325,13! 163,52
Selling, general and administrati 155,10° 77,07 406,69( 184,08(

Total operating expens 290,98( 133,42. 731,82! 347,60:
Loss from operation (39,129 (30,559 (111,85) (47,930
Interest incom: 30C 68 907 97
Interest expens (29,067) (6,497 (72,187 (26,705
Other income (expense), r (3,090 (740 2,401 18,01¢
Loss before income tax (70,98) (37,719 (180,72¢) (56,520)
Provision for income taxe 3,72i 77¢ 5,68¢ 1,23(
Net loss $ (74,709 $ (38,49¢) $ (186,41) $ (57,75()
Net loss per share of common stock, basic andedi $ (0.60) $ (0.39) $ (1.50 $ (0.49)
Weighted average shares used in computing nepkrsshare of

common stock, basic and dilut 124,910,56 121,862,49 124,216,52 118,282,19

The accompanying notes are an integral part obtheadensed consolidated financial statements.

5
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Tesla Motors, Inc.

Condensed Consolidated Statements of Cash Flows
(in thousands)
(Unaudited)

Cash Flows From Operating Activities
Net loss
Adjustments to reconcile net loss to net cash piexviby operating activitie
Depreciation and amortizatic
Stocl-based compensatic
Inventory writedowns
Amortization of discount on convertible de
Change in fair value of Department of Energy (D@&Jrant liability
Amortization of DOE loan origination cos
Fixed asset dispose
Other nor-cash operating activitie
Foreign currency transaction (gain) lc
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 revenu
Customer deposit
Resale value guarant
Other lon¢-term liabilities
Net cash provided by operating activit
Cash Flows From Investing Activities
Purchases of property and equipment, excludingaldpase:
Purchase of sh-term marketable securiti
Maturities of shor-term marketable securiti
Decrease in other restricted c:
Withdrawals out of our dedicated DOE accounts,
Net cash used in investing activiti
Cash Flows From Financing Activities
Proceeds from issuance of convertible
Proceeds from issuance of warrs
Proceeds from exercise of stock options and otioeksssuance
Purchase of convertible note hed
Convertible debt issuance co
Principal payments on capital leases and other
Proceeds from issuance of common stock in pubferiof
Proceeds from issuance of common stock in priviatespen
Principal payments on DOE loa
Net cash provided by financing activiti
Effect of exchange rate changes on cash and casbaémts
Net increase in cash and cash equival
Cash and cash equivalents at beginning of p¢
Cash and cash equivalents at end of pe

Supplemental disclosure of noncash investing acthes:
Acquisition of property and equipment included acaunts payable and accrued liabilit
Estimated fair market value of facilities underlt-to-suit lease (Note &

Nine Months Ended

September 30
2014 2013
$ (186,41) $ (57,750
163,95! 68,49¢
111,98( 55,56¢
14,49¢ 6,78¢
55,63¢ 5,34¢
— (10,697
— 5,55¢
11,05z 1,015
4,50 1,18¢
(2,707 3,77¢
(109,173 (20,716
(672,66  (358,41)
(29,51 (9,115
(5,679 42
171,19¢ 25,42
82,691 34,33:
142,49: 190,03¢
71,14: 2,25¢
161,78: 159,01(
44,27 28,66¢
29,06t 130,81
(601,229 (174,79
(205,83) —
189,13: —
(289) 12€
— 14,75:
(618,21) (159,91
2,300,001 660,00(
389,16( 120,31¢
89,92t 82,21¢
(603,429 (177,540
(35,15() (16,379
(8,702 (6,380
— 360,00(
— 55,00(
— (452,33)
2,131,80! 624,90
(17,81)) (2,585
1,542,65 595,81:
845,88¢ 201,89(
$2,370,73! $ 795,11¢
$ 190,67 $ 24,70¢
21,27¢ —

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

Notes to Condensed Consolidated Financial Statement
(Unaudited)

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, manufacture, sdlloarservice our vehicles.

Public Offerings

In March 2014, we issued $800.0 million principaiaunt of 0.25% convertible senior notes due Ma@h92(2019 Notes) and $1.20
billion principal amount of 1.25% convertible senimtes due March 2021 (2021 Notes) in a publierorify. In connection with the issuance of
these 2019 Notes and 2021 Notes, we entered imteeciible note hedge transactions for which we paidggregate $524.7 million. In
addition, we sold warrants and received aggregateegds of approximately $338.4 million from thées# the warrants. Taken together, we
received total cash proceeds of approximately $iliBn, net of underwriting discounts and offeginosts.

In April 2014, we issued an additional $120.0 roifliaggregate principal amount of 2019 Notes an® $L&illion aggregate principal
amount of 2021 Notes, pursuant to the exercisalirof the overallotment options of the underwritef our March 2014 public offering. In
connection with the issuance of these addition&s)ave entered into convertible note hedge traivsecand paid an aggregate $78.7 million.
In addition, we sold warrants and received aggeegetceeds of approximately $50.8 million from siade of the warrants. Taken together, we
received total cash proceeds of approximately $26ifllion, net of underwriting discounts and offegicosts (see Note 6).

2. Summary of Significant Accounting Policies
Basis of Consolidation

The condensed consolidated financial statementsdadhe accounts of Tesla and its wholly-ownedsaliaries. All significant inter-
company transactions and balances have been efedimaconsolidation.

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,
residual value of operating lease vehicles, inugmialuation, warranties, fair value of financiaktruments and stock-based compensation.
Actual results could differ from those estimates.
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Unaudited Interim Financial Statements

The accompanying condensed consolidated balane¢ abef September 30, 2014, the condensed coasalidtatements of operations
for the three and nine months ended September0d@, 2nd 2013 and the condensed consolidated statewfecash flows for the nine months
ended September 30, 2014 and 2013 and other infiomdisclosed in the related notes are unauditbd.condensed consolidated balance
sheet as of December 31, 2013 was derived fronawdited consolidated financial statements at thtg.dr'he accompanying condensed
consolidated financial statements should be readmunction with the audited consolidated finahstatements and related notes contained i
our Form 10-K for the year ended December 31, 4@ with the Securities and Exchange Commission.

The accompanying interim condensed consolidateth@iial statements and related disclosures havefrepared on the same basis as
the annual consolidated financial statements antha opinion of management, reflect all adjustmewhich include only normal recurring
adjustments, necessary for a fair statement ofethalts of operations for the periods presented.ddndensed consolidated results of
operations for any interim period are not neceblsartdicative of the results to be expected for fieéyear or for any other future year or
interim period.

During the three months ended June 30, 2014, warbsgparately presenting the effect of exchangeckainges on our cash and cash
equivalents in our condensed consolidated statenuértash flows due to our growing operations ieign currency environments. Prior
period amounts have been reclassified to confortheéa@urrent period presentation.

Recent Accounting Pronouncements

In May 2014, the Financial Accounting Standardsr8assued an accounting update which amends tiséirgxiaccounting standards for
revenue recognition. The new guidance providesifiedmodel to determine when and how revenuedsgaized. The guidance is effective
for fiscal years beginning after December 15, 20U6.are currently evaluating the impact of adoptirg guidance on our condensed
consolidated financial statements.

Revenue Recognition

We recognize revenues from sales of Model S anddilséa Roadster, including vehicle options and ssmees, vehicle service and sales
of regulatory credits, such as zero emission vetaald greenhouse gas emission credits, as walesdaf electric vehicle powertrain
components and systems, such as battery packsigrdidits. We recognize revenue when: (i) persigasividence of an arrangement exists;
(i) delivery has occurred and there are no unadi&s regarding customer acceptance; (iii) feesfixed or determinable; and (iv) collection is
reasonably assured.

For Model S sales, revenue is generally recognieeh all risks and rewards of ownership are transfieto our customers. In certain
circumstances, we may deliver a vehicle to a customithout all of the options ordered by the custonprovided that such options do not li
the functionality of the vehicle. In such cases,ooatinue to defer the related revenue based oarttlelivered items’ fair value, as evidenced
by the contractual price of the option in standaaléransactions, where available, or using thénggfirice hierarchy where such prices do not
exist. Additionally, if a customer purchases a e&hoption that requires us to provide servicethefuture, we defer the related revenue base
on the undelivered items’ fair value and recogtimeassociated revenue over our expected perfoerzariod. As of September 30, 2014, we
had deferred $37.6 million, $21.9 million and $&illion related to the purchase of vehicle maintereand service plans, access to our
Supercharger network and Model S connectivity, gespely. As of December 31, 2013, we had defe@6 million, $10.3 million and $0.7
million related to these same performance oblig&tioespectively.
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Model S Leasing Program

In April 2014, we began offering a leasing prograngualified small and medium-sized businessekériinited States and Canada for
Model S. Qualifying customers are permitted toédemadodel S for 36 months, after which time theyehthe option of either returning the
vehicle to us or purchasing it for a pre-determiresidual value. We account for these leasing &@itns as operating leases and accordingly
we recognize leasing revenues over the contratdtal of the individual leases and record cost dbuotive sales equal to the depreciation of
the leased vehicles. As of September 30, 2014 ,adedbferred $4.5 million of lease-related upfraegments which will be recognized on a
straight-line basis over the contractual term efitidividual leases. Lease revenues are recordagtamotive sales and for the three and nine
months ended September 30, 2014, we recognizedillidn and $1.3 million, respectively.

Resale Value Guarantee

We offer a resale value guarantee or similar bugkliarms to all customers who purchased a Modalt8e United States and who
financed their vehicle through one of our specifiedhmercial banking partners. Under the programd@&i& customers have the option of
selling their vehicle back to us during the perid®6 to 39 months after delivery for a pitetermined resale value. Although we receive thi
amount of cash for the vehicle sales price at dglivwve account for transactions under the resalgevguarantee program as operating leases

Account activity related to our resale value gutgarprogram consisted of the following for the pdsi presented (in thousands):

Three months ende: Nine months endet
September 30, 201 September 30, 201

Operating lease vehicles under the resale \

guarantee prograe—beginning of periot $ 515,78( $ 376,97¢
Increase in operating lease vehicles under the

resale value guarantee progr 81,83¢t 251,96:
Depreciation expense recorded in cost of

automotive sale (16,869 (44,349
Additional depreciation expense recorded in

cost of automotive sales as a result of early

cancellation of resale value guaran (2,079 (5,929
Operating lease vehicles under the resale \

guarantee progre—end of perioc $ 578,66 $ 578,66¢
Deferred reveni—beginning of periot $ 305,27 $ 230,85¢
Increase in deferred revenue related to Mot

deliveries with resale value guaran 60,99 186,97¢
Amortization of deferred revenue recorded in

automotive sale (31,189 (80,030
Additional revenue recorded in automotive

sales as a result of early cancellation of

resale value guarant (1,51%) (4,239
Deferred reveni—end of perioc $ 333,57: $ 333,57:
Resale value guarantee liability—beginning

period $ 345,19: $ 236,29¢
Increase in resale value guarar 53,91% 165,22:

Additional revenue recorded in automotive
sales as a result of early cancellation of

resale value guarant (1,367) (3,779
Resale value guarantee liabi—end of perio $ 397,74. $ 397,74.



Warranties

We provide a warranty on all vehicles, productiomvprtrain components and systems sales, and weea@rranty reserves upon
delivery to the customer. Warranty reserves inclmd@agement’s best estimate of the projected tmséepair or to replace items under
warranty. These estimates are based on actuallagurred to-date and an estimate of the nattequéncy and costs of future claims. These
estimates are inherently uncertain and changesrthistorical or projected experience may causeri@ichanges to our warranty reserves in
the future. The portion of the warranty provisiompected to be incurred within 12 months is clasdifas current within accrued liabilities,
while the remaining amount is classified as longatevithin other long-term liabilities. During thkitd quarter of 2014, we extended the
warranty on our Model S drive unit to eight yeamni four.
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Accrued warranty activity consisted of the follogifor the periods presented (in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,

2014 2013 2014 2013
Accrued warranty—beginning of period $ 84,37: $36,87" $ 53,18 $ 13,01:
Warranty costs incurre (11,179 (6,397 (29,75() (11,100
Changes in liability for prexisting warranties, including expiratio 14,60¢ 4,87¢ 24,27( 8,05z
Provision for warrant' 25,93¢ 18,35¢ 66,03: 43,75¢
Accrued warrant—end of perioc $113,73! $53,72: $113,73! $ 53,72.

Our warranty reserves do not include projected aveyr costs associated with our operating leasecke=hand vehicles sold with resale
value guarantee and similar buy-back terms as acittal warranty costs are expensed as incurredhEdhree and nine months ended
September 30, 2014, warranty costs incurred foresale value guarantee vehicles were $2.1 midimh $5.1 million, respectively. For the
three and nine months ended September 30, 2018ntxacosts incurred for our resale value guaramédicles were $0.7 million and $1.1
million, respectively. Warranty expense is recordedg component of cost of revenues.

Concentration of Risk
Credit Risk

Financial instruments that potentially subjectaua ttoncentration of credit risk consist of cagtshcequivalents, restricted cash and
accounts receivable. Our cash equivalents are phniiavested in money market funds with high ctegliality financial institutions in the
United States. At times, these deposits and sézuritay be in excess of insured limits. We invashaot required for use in operations in |
credit quality securities based on our investmetitp. Our investment policy provides guidelinegldimits regarding credit quality,
investment concentration, investment type, and ritgtithat we believe will provide liquidity whileeducing risk of loss of capital. Our
investments are currently of a short-term natugtinolude commercial paper and U.S. treasury bills.

As of September 30, 2014 and December 31, 201Zamaunts receivable were derived primarily fronoants to be received from
commercial financial institutions for approved fiténg arrangements between our customers andrthedial institutions, sales of regulatory
credits, as well as the development and saleswépmain components and systems to automotiver@igiquipment manufacturers (OEMSs).

The following summarizes the accounts receivalienfour OEM customers in excess of 10% of our @tabunts receivable:

September 3C December 31
2014 2013
Customer A 16% 0%
Customer E 13% 4%
Customer C 10% 8%
Customer C 8% 30%

Supply Risk

Although there may be multiple suppliers availabhany of the components used in our vehicles arehased by us from a single
source. If these single source suppliers fail tsBaour 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.

10
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Net Loss per Share of Common Stock

Our basic and diluted net loss per share of comshaek is calculated by dividing net loss by thegied-average shares of common
stock outstanding for the period. Potentially dilatshares, which are based on the number of shadkslying outstanding stock options and
warrants as well as our convertible senior notespat included when their effect is antidilutive.

The following table presents the potential weightethmon shares outstanding that were excluded fhencomputation of basic and
diluted net loss per share of common stock fopéréods presented, related to the following sei@sit

Three Months Ended Nine Months Ended
September 30, September 30,

2014 2013 2014 2013
Stock options 13,401,66 14,390,74 13,718,92 13,126,12
Convertible senior note 2,633,92! 852,98 2,294,29: 453,25!
Warrant issued in May 201 1,350,03: — 846,86( —
Restricted stock unit 435,52¢ 8,87( 314,20: 69
Employee stock purchase pl 15,11°¢ 16,40: 15,11°¢ 16,40:

Since we expect to settle the principal amounturfautstanding convertible senior notes in cashusesthe treasury stock method for
calculating any potential dilutive effect of thensersion spread on diluted net income per shaeppficable. The conversion spread will have
a dilutive impact on diluted net income per sh&reamnmon stock when the average market price otoarmon stock for a given period
exceeds the conversion price of $124.52, $359.874869.87 per share for the convertible seniorsidte 2018 (2018 Notes), 2019 Notes an
2021 Notes, respectively.

Uncertain Tax Positions

As of September 30, 2014 and December 31, 2013&gbregate balances of our gross unrecognizecetzefits were $25.6 million and
$13.4 million, respectively, of which $23.4 milli@nd $11.8 million, respectively, would not affectr effective tax rate as the tax benefits
would increase a deferred tax asset which is ctiyreffset by a full valuation allowance.

3. Balance Sheet Components
Inventory
As of September 30, 2014 and December 31, 2013nwentory consisted of the following (in thousands

September 3C December 31

2014 2013
Raw materials $ 361,83 $ 184,66!
Work in proces: 74,98: 42,50(
Finished good 226,02: 69,32«
Service part: 89,65 43,86¢
Total $ 752,49 $ 340,35!

Finished goods primarily include Model S vehicleattwere in-transit to our foreign locations fostamer delivery.

11
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Property, Plant and Equipment

As of September 30, 2014 and December 31, 201Jroperty, plant and equipment, net, consistethefdllowing (in thousands):

September 3C December 31
2014 2013

Machinery, equipment and office furniture $ 607,67 $ 322,39
Tooling 272,88: 230,38!
Leasehold improvemen 165,82t 94,76:
Building and building improvemen 106,50° 67,70%
Computer equipment and softw 81,00s 42,07:
Land 45,20: 45,02(
Construction in progres 368,67¢ 76,294
1,647,77. 878,63t

Less: Accumulated depreciation and amortiza (243,44) (140,14
Total $ 1,404,32 $ 738,49

Construction in progress is comprised primarilyas$ets related to the manufacturing of our Modehd Model S, including building
improvements at our Tesla Factory in Fremont, Gaiifr as well as tooling and manufacturing equipnaead capitalized interest expense. In
March 2014, we entered into a lease agreementfiility located in Lathrop, California. We condeed that based on our facts and
circumstances, the lease meets the criteria fatrtrent as a build-to-suit lease arrangement. A@eghd upon the commencement of our
construction activities, we recorded constructiopiiogress and a corresponding financing liabdit$19.2 million related to this facility.
Depreciation of construction in progress beginsmihe assets are ready for their intended useebkttexpense on outstanding debt is
capitalized during the period of significant cap#taset construction. Capitalized interest on gotbn in progress is included in property,
plant and equipment, and is amortized over thedlifine related assets. During the three and nioetings ended September 30, 2014, we
capitalized $3.7 million and $6.9 million of intsteexpense, respectively. During the three and mioeths ended September 30, 2013, we
capitalized $0.4 million and $2.3 million of intsteexpense, respectively.

Depreciation and amortization expense during theetand nine months ended September 30, 2014 wer2 fillion and $105.1
million, respectively. Depreciation and amortizatexpense during the three and nine months endaeér8ber 30, 2013 were $21.2 million
and $58.8 million, respectively. Total property agliipment assets under capital lease as of Septe88p2014 and December 31, 2013 were
$32.2 million and $23.3 million, respectively. Aeoulated depreciation related to assets under ¢tégéise as of these dates were $10.7 mi
and $5.0 million, respectively.

We have acquired land for the site of our Gigafigcemd have begun initial construction activitiestbe site and have incurred $18.8
million of costs as of September 30, 2014.
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Other Assets
As of September 30, 2014 and December 31, 2013tbar assets consisted of the following (in thods):

September 3C December 31

2014 2013
Debt issuance costs, net $ 21,42 $ 7,31t
Emission permit: 13,42( 13,93(
Other 8,61°F 2,397
Total $  43,46( $ 23,631

Emission permits are related to the operation ofl@sla Factory; therefore, we amortize the emispigrmits over the same useful life as
that of the Tesla Factory. Debt issuance costsasmeft September 30, 2014, include costs associdteaur 2018 Notes, 2019 Notes and 2021
Notes (see Note 6

Accrued Liabilities
As of September 30, 2014 and December 31, 2013 auued liabilities consisted of the following {hrousands):

September 3C December 31
2014 2013

Accrued purchases $ 58,65¢ $ 19,02t
Payroll and related cos 46,05° 26,53t
Taxes payabl 40,82¢ 38,06
Accrued warranty, current portic 36,81« 19,917
Environmental liabilities, current portic 6,63 2,13
Accrued interes 4,74¢ 741
Other 837 1,83
Total $ 194,57 $ 108,25:

Other Long-Term Liabilities
As of September 30, 2014 and December 31, 2013ther long-term liabilities consisted of the fellimg (in thousands):

September 3C December 31
2014 2013

Accrued warranty, less current portion 76,92: 33,26¢
Build to suit finance obligation, less current jpamt 20,53¢ —
Deferred rent liability 11,42¢ 9,88¢
Asset retirement obligatior 5,461 2,11¢
Deferred tax liabilities 5,241 5,23:
Environmental liabilities, less current porti 391 3,36¢
Other 6,017 4,33¢
Total $ 12599 $ 58,19:
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We established asset retirement obligations putdodease agreements under which we are requiresstore the properties to their
original condition. The obligations are recordedhatinception of the lease based on estimatdsedddtions to be taken and related costs.
Adjustments are made when necessary to reflechlcsults.

In March 2014, we entered into a lease agreemerat facility located in Lathrop, California. We adaded that based on our facts and
circumstances, the lease meets the criteria fatrtrent as a build-to-suit lease arrangement. A@eghd upon the commencement of our
construction activities, we recorded constructiopiiogress and a corresponding financing liabdit$19.2 million related to this facility.

4, Fair Value of Financial Instruments

The carrying values of our financial instrumentsluiding cash equivalents, marketable securitiep@ats receivable and accounts
payable approximate their fair value due to thiarsterm 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 meang fair value as follows: (Level 1)
observable inputs such as quoted prices in actarkets; (Level 1) inputs other than the quoteatgsiin active markets that are observable
either directly or indirectly; and (Level Ill) unsbrvable inputs in which there is little or no netrlata which requires us to develop our own
assumptions. This hierarchy requires us to userafisle market data, when available, and to minirthieeuse of unobservable inputs when
determining fair value. Our financial assets thatrmeasured at fair value on a recurring basisisbokcash equivalents and marketable
securities. Our liabilities that were measuredaatalue on a recurring basis consisted of ourrnomstock warrant liability, which expired in
May 2013.

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 valisidg quoted market prices or market prices fmilar securities. Our restricted short-term
marketable securities are classified within LevVelfithe fair value hierarchy.

As of September 30, 2014 and December 31, 2013athealue hierarchy for our financial assets thia carried at fair value was as
follows (in thousands):

September 30, 201. December 31, 201
Fair Fair
Value Level | Level Il Level Il Value Level | Level Il Level lll
Money market funds $1,685,12: $1,68512° $ — $ —  $460,310 $46031 $ — $ —
U.S. treasury bill: 16,68 16,68 — — — — — —
Total $1,701,80¢ $1,701,800 $ — $ — $460,31. $460,31 $ — $ —

Our available-for-sale marketable securities cfeesbby security type as of September 30, 2014 istets of the following (in thousands):

September 30, 201

Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value
U.S. treasury bills 16,667 16 — 16,68
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The changes in the fair value of our common stoakrant liability (see Note 6) were as follows (frotisands):

Nine Months Endec

September 30, 201

Fair value, beginning of period $ 10,69
Change in fair valu (10,699
Fair value, end of peria $ —

The estimated fair value of our 2018 Notes based wrarket approach was approximately $1.33 bilfpmar value $659.8 million) as of
September 30, 2014 and $914.9 million (par valu®6®0.0 million) as of December 31, 2013, respetfivand represent a Level Il valuation.
The estimated fair value of our 2019 Notes and 20@tes based on a market approach was approxin8&ky.3 million (par value $920.0
million) and $1.31 billion (par value of $1.38 mlh) as of September 30, 2014, respectively, aptesents a Level Il valuation. When
determining the estimated fair value of our longrtelebt, we used a commonly accepted valuationedetbgy and market-based risk
measurements that are indirectly observable, ssichealit risk.

5. Customer Deposits

Customers are required to make an initial depogilace an order for their vehicle. Customer dapogiry depending on the vehicle
model and country of delivery. These amounts azerded as current liabilities until the vehiclalelivered. While payment for the remaining
balance of the purchase price of the vehicle i®galy collected at time of delivery to the custanie some cases partial or full payment may
be collected prior to delivery. Such payments amorded as customer deposits.

As of September 30, 2014 and December 31, 2018elecustomer deposits of $227.1 million and $168il#on, respectively.

6. Convertible and Long-term Debt Obligations
0.25% and 1.25% Convertible Senior Notes and Bongldge and Warrant Transactions

In March 2014, we issued $800.0 million principalaunt of 0.25% convertible senior notes due 2004 92Notes) and $1.20 billion
principal amount of 1.25% convertible senior natas 2021 (2021 Notes) in a public offering. In A@014, we issued an additional $120.0
million aggregate principal amount of 2019 Noted &480.0 million aggregate principal amount of 20&tes, pursuant to the exercise in full
of the overallotment options of the underwriteroof March 2014 public offering. The total net pgeds from these offerings, after deducting
transaction costs, were approximately $905.8 nnilfirmm 2019 Notes and $1.36 billion from 2021 Notespectively. We incurred
$14.2 million and $21.4 million, respectively, aflat issuance costs in connection with the 2019 Natel the 2021 Notes, which we initially
recorded in other assets and are amortizing toeist@xpense using the effective interest methed the contractual terms of these notes. The
interest rates are fixed at 0.25% and 1.25% peuraremd are payable semi-annually in arrears on iMar@nd September 1 of each year,
commencing on September 1, 2014. During the thmdenane months ended September 30, 2014, we recejfil.0 million and $2.2 million
of interest expense, respectively, related to thertization of debt issuance costs and $4.9 miliind $11.2 million of accrued coupon interest
expense, respectively.

Each $1,000 of principal of these notes will iditidoe convertible into 2.7788 shares of our comratek, which is equivalent to an
initial conversion price of approximately $359.83 ghare, subject to adjustment upon the occurrehsgecified events. Holders of these
notes may convert their Notes at their option oaftar December 1, 2018 for the 2019 Notes andra@ifter December 1, 2020 for the 2021
Notes. Further, holders of these notes may coltlveitt notes at their option prior to the respectia¢es above, only under the followi
circumstances: (1) during any fiscal quarter beigipmfter the fiscal quarter ending June 30, 2@1the last reported sale price of our common
stock for at least 20 trading days (whether oraomisecutive) during the last 30 consecutive tradans of the
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immediately preceding fiscal quarter is greatentbaequal to 130% of the conversion price of thpliaable notes on each applicable trading
day; (2) during the five business day period follagvany five consecutive trading day period in whibe trading price for the applicable notes
is less than 98% of the average of the closingm@te of our common stock for each day during dixghtrading day period; or (3) if we make
specified distributions to holders of our commawcktor if specified corporate transactions occyroklconversion of the 2019 Notes, we
would pay or deliver as applicable, cash, sharesioEommon stock or a combination of cash andeshaf our common stock, at our

election. Upon conversion of the 2021 Notes, weld/gay the holders in cash for the principal amaud, if applicable, shares of our
common stock (subject to our right to deliver caslieu of all or a portion of such shares of oanumon stock) based on a daily conversion
value. If a fundamental change occurs prior tontlagurity date, holders of these notes may requir® uepurchase all or a portion of their n
for cash at a repurchase price equal to 100% dgbtineipal amount of the notes, plus any accruetiapaid interest. In addition, if specific
corporate events occur prior to the applicable nitgtdate, we will increase the conversion rateddrolder who elects to convert their notes in
connection with such a corporate event in certaisumstances. During the third quarter of 2014 ,dlesing price of our common stock did not
meet or exceed 130% of the applicable conversime @f our 2019 Notes and 2021 Notes on at leasff 20e last 30 consecutive trading days
of the quarter; furthermore, no other conditionswing holders of these notes to convert have lmeenas of September 30, 2014. Therefore,
the 2019 Notes and 2021 Notes are not convertilliegl the fourth quarter of 2014 and are classifisdong-term debt. Should the closing
price conditions be met in the fourth quarter 0120@r a future quarter, the Notes will be convéetiit their holders’ option during the
immediately following quarter.

In accordance with accounting guidance on embeddedersion features, we valued and bifurcated dmy@rsion option associated w
the notes from the respective host debt instruraedtinitially recorded the conversion option of 8118million for the 2019 Notes and $369.4
million for the 2021 Notes in stockholders’ equitihe resulting debt discounts on the 2019 Notes?82d Notes are being amortized to
interest expense at an effective interest rate84% and 5.96%, respectively, over the contradtrahs of the notes. During the three and nine
months ended September 30, 2014, we recognize $iiion and $44.1 million of interest expensespectively, related to the amortization
of the debt discount. As of September 30, 2014n#tecarrying value of 2019 Notes and 2021 Notes $7b1.2 million and $1.04 billion,
respectively.

In connection with the offering of these notes iarbh 2014, we entered into convertible note hedgesactions whereby we have the
option to purchase initially (subject to adjustmimtcertain specified events) a total of approxieha5.6 million shares of our common stock
at a price of approximately $359.87 per share.tdta cost of the convertible note hedge transastisas $524.7 million. In addition, we sold
warrants whereby the holders of the warrants hiageption to purchase initially (subject to adjustinfor certain specified events) a total of
approximately 2.2 million shares of our common ktata price of $512.66 for the 2019 Notes andal tf approximately 3.3 million shares
our common stock at a price of $560.64 per shar@dal Notes. We received $338.4 million in casbcpeds from the sale of these
warrants. Similarly, in connection with the issuamé additional notes in April 2014, we enteredinbnvertible note hedge transactions and
paid an aggregate $78.7 million. In addition, wikelsearrants to purchase (subject to adjustmentéotain specified events) a total of
approximately 0.3 million shares of our common ktata strike price of $512.66 per share for therards relating to 2019 Notes, and a total
of approximately 0.5 million shares of our commtock at a strike price of $560.64 per share fontherants relating to 2021 Notes. We
received aggregate proceeds of approximately $50li®n from the sale of the warrants. Taken togetlthe purchase of the convertible note
hedges and the sale of warrants are intended detatfiy actual dilution from the conversion of thastes and to effectively increase the
overall conversion price from $359.87 to $512.66g&re in the case of warrants relating to 201@&#&and from $359.87 to $560.64 in the
case of warrants relating to 2021 Notes. As thesesactions meet certain accounting
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criteria, the convertible note hedges and warrareégecorded in stockholders’ equity and are nobacted for as derivatives. The net cost
incurred in connection with the convertible notelgee and warrant transactions was recorded as atiedtio additional paid-in capital on the
condensed consolidated balance sheet as of Sept8Mm2014.

1.50% Convertible Senior Notes and Bond Hedge anadrk&int Transactions

In May 2013, we issued $660.0 million aggregata@pal amount of 2018 Notes in a public offeringeThet proceeds from the offering,
after deducting transaction costs, were approxiin&@48.0 million. We incurred $12.0 million of delssuance costs in connection with 2018
Notes which we initially recorded in other assetd are amortizing to interest expense using thectife interest method over the contrac
term of 2018 Notes. The interest under 2018 Natdixéd at 1.50% per annum and is payable semiahnin arrears on June 1 and
December 1 of each year, commencing on Decem{#&1B. During the three and nine months ended Séyete80, 2014, we recognized $0.5
million and $1.5 million of interest expense, respeely, related to the amortization of debt isstmnosts and $2.5 million and $7.3 million of
accrued coupon interest expense, respectivelynBuhie three and nine months ended September 38, 2@ recognized $0.5 million and
$0.7 million of interest expense related to the dination of debt issuance costs and $2.5 millind $3.6 million of accrued coupon interest
expense, respectively.

In accordance with accounting guidance on embeddedersion features, we valued and bifurcated tmwersion option associated w
2018 Notes from the host debt instrument and ihjitr@corded the conversion option of $82.8 millionstockholders’ equity. The resulting
debt discount on 2018 Notes is being amortizedtirést expense at an effective interest rate2¥%4.over the contractual term of the notes.
During the three and nine months ended Septemhe&03@, we recognized $3.9 million and $11.5 millaf interest expense, respectively,
related to the amortization of the debt discounirifly the three and nine months ended Septemb&03@, we recognized $3.8 million and
$5.4 million of interest expense, respectivelyaredl to the amortization of the debt discount. ASeptember 30, 2014, the net carrying value
of 2018 Notes was $597.6 million.

In connection with the offering of the 2018 Note®, entered into convertible note hedge transactidreseby we have the option to
purchase initially (subject to adjustment for certspecified events) a total of approximately 5i8iom shares of our common stock at a price
of approximately $124.52 per share. The cost otthevertible note hedge transactions was $177 liomilln addition, we sold warrants
whereby the holders of the warrants have the opgtigrurchase initially (subject to adjustment fertain specified events) a total of
approximately 5.3 million shares of our common ktata price of $184.48 per share. We received $l2@lion in cash proceeds from the
sale of these warrants. Taken together, the pueobfathe convertible note hedges and the sale ofwes are intended to offset any actual
dilution from the conversion of the 2018 Notes &meéffectively increase the overall conversion @fiom $124.52 to $184.48 per share. As
these transactions meet certain accounting crjtéméaconvertible note hedges and warrants aregdedan stockholders’ equity and are not
accounted for as derivatives. The net cost incumannection with the convertible note hedge wadrant transactions was recorded as a
reduction to additional paid-in capital in the cended consolidated balance sheet.

During the third quarter of 2014, the closing pra¢@ur common stock exceeded 130% of the appkcabhversion price of our 2018
Notes on at least 20 of the last 30 consecutivtirtgadays of the quarter; therefore, holders of®Rbtes may convert their notes during
fourth quarter of 2014. As such, we classified$667.6 million carrying value of our 2018 Notescasrent liabilities and classified $62.2
million, representing the difference between thgragate principal of our 2018 Notes of $659.8 wiiland the carrying value of 2018 Notes,
as mezzanine equity on our condensed consolidaledde
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sheet as of September 30, 2014. Similarly, debtisse costs were classified as other current assetsSeptember 30, 2014. Should the
closing price conditions be met in the fourth geedf 2014 or a future quarter, 2018 Notes wilcbavertible at their holdergiption during th
immediately following quarter.

Full Repayment of DOE Loan Facility and Expiratioof DOE Warrant

On January 20, 2010, we entered into a loan faeilith the Federal Financing Bank (FFB), and th@&ément of Energy (DOE),
pursuant to the Advanced Technology Vehicles Martufing Incentive Program. We refer to the loariliigowith the DOE as the DOE Loan
Facility. Under the DOE Loan Facility, the FFB hadde available to us two muttraw term loan facilities in an aggregate princiaount o
$465.0 million. As of August 31, 2012, we had fullsawn down the aforementioned facilities.

In connection with the closing of the DOE Loan kiaciwe issued in January 2010 a warrant to theED®purchase up to 9,255,035
shares of our Series E convertible preferred séb@n exercise price of $2.51 per share. Upondhgptetion of our initial public offering on
July 2, 2010, this preferred stock warrant becamwarant to purchase up to 3,090,111 shares of aamstock at an exercise price of $7.54
share.

In March 2013, we entered into an amendment wighDDE under which we agreed to repay all outstandimcipal and interest
payments under the DOE Loan Facility by Decembe037 prior to the warrant vesting start date eE@mber 15, 2018; therefore, the DOE
warrant was no longer expected to vest and its/&dire was reduced to zero as of March 31, 2018nQthe three months ended March 31,
2013, we recognized other income for the reduatitime fair value of the DOE warrant in the amooh$10.7 million.

In May 2013, in connection with the closing of afiferings of common stock and 2018 Notes, we pd&il$ million to settle all
outstanding loan amounts of $441.0 million underBOE Loan Facility, including principal and intsteas well as an early repayment penalt
of $10.8 million which was recorded in interest erpe for the year ended December 31, 2013. Uponirtation of the DOE Loan Facility,
$29.3 million previously held in a dedicated dednvice account was released by the DOE.

7. Equity Incentive Plans
Performancebased Stock Option Grant

In January 2014, to create incentives for continload term success beyond the Model S programa@ubbsely align executive pay with
our stockholdersinterests in the achievement of significant miles®by our company, the Compensation Committe@ioBoard of Director
granted stock options to certain employees to @sety82,500 shares of our common stock. Each saoh apnsists of four vesting tranches
with a vesting schedule based entirely on therattant of future performance milestones, assumimgirmeed employment and service to us
through each vesting date.

» 1/4th of the shares subject to the options aredadbd to vest upon completion of the first ModePkoduction Vehicle

» 1/4th of the shares subject to the optionsseheduled to vest upon achieving aggregate vepiokuction of 100,000 vehicles in a
trailing 1z-month period

« 1/4th of the shares subject to the options aredsdbd to vest upon completion of the first GerAtbduction Vehicle; an

« 1/4th of the shares subject to the options aredsdbd to vest upon achievement of annualized graagin of greater than 30.0%
any three year:
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As of September 30, 2014, the following performamilestone was considered probable of achievement.

e Completion of the first Model X Production Vehic

For the three and nine months ended Septembe03@, %ve recorded stock-based compensation expé$@million and $9.2 million
related to this grant, respectively.

2012 CEO Grant

In August 2012, our Board of Directors granted 8,201 stock options to our CEO (2012 CEO Grante Z812 CEO Grant consists of
ten vesting tranches with a vesting schedule bestrkly on the attainment of both performance diors and market conditions, assuming
continued employment and service to us through easting date.

Each of the ten vesting tranches requires a cortibmaf one of the ten pre-determined performandestones and an incremental
increase in our market capitalization of $4.0 biilias compared to the initial market capitalizatd $3.2 billion measured at the time of the
2012 CEO Grant.

As of September 30, 2014, the market conditionsiforesting tranches and the following performamilestone were achieved:
»  Successful completion of the Model X Alpha Protaty

As of September 30, 2014, the following three panfance milestones were considered probable of aement:
»  Successful completion of the Model X Beta Protot)
» Completion of the first Model X Production Vehickmnd

e Successful completion of the Model 3 Alpha Protet

For the three and nine months ended Septembe3@, e recorded stock-based compensation expég&8million and $18.2
million, respectively. For the three and nine menténded September 30, 2013, we recorded stock-basguensation expense of $3.6 million
and $8.8 million, respectively.

No cash compensation has been received by our GERIS services to the company.
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Summary Stock-Based Compensation Information

The following table summarizes our stock-based eamsption expense by line item in the condensedbtidaged statements of
operations (in thousands):

Three Months Ended Nine Months Ended
September 30 September 30
2014 2013 2014 2013
Cost of sales $ 5,38 $ 3,017 $ 12,40: $ 5,61¢
Research and developmt 16,63¢ 8,701 45,00¢ 24,91¢
Selling, general and administrati 17,13¢ 9,71t 54,57 25,03
Total $39,15¢ $21,43¢ $111,97¢ $55,56¢

8. Segment Information

We operate as one reportable segment which isgigrd development, manufacturing and sales ofredechicles and electric vehicle
powertrain components. During the nine months er@iatember 30, 2014, we recognized revenues of 8984lion in the United States,
$371.7 million in Norway and $342.8 million in Chinln 2013, our revenues were derived primarilynfrgales in the United States.
Substantially all of our long-lived assets areha United States.

9. Strategic Partnerships
Daimler Mercedes-Benz B-Class EV Program

During the fourth quarter of 2011, Daimler engagedo assist with the development of a full elegh@wertrain for a Daimler Mercedes-
Benz B-Class electric vehicle. During the fourttagar of 2012, we entered into a development ageeéto assist Daimler with the
development of a full electric powertrain for a Dér Mercedes-Benz B-Class EV vehicle. Pursuatti¢alevelopment agreement, Daimler
will pay us up to $33.2 million for the successfampletion of certain at risk development miles®aad the delivery of prototype samples.
During the three and nine months ended Septemh&(03@, we completed the final development milestalelivered prototype samples and
recognized $2.8 million and $5.6 million in devetegnt services revenue, respectively. During theettand nine months ended September 3C
2013, we completed various milestones, deliveretopype samples and recognized $1.2 million and3ddillion in development services
revenue, respectively, related to the Mercedes-Be@tass EV program.

Toyota RAV4 Program

In July 2011, we entered into a supply and sendggeement with Toyota for the supply of a validagéctric powertrain system,
including a battery pack, charging system, inverestor, gearbox and associated software for iatégr into the electric vehicle version of 1
Toyota RAV4. Additionally, we provide Toyota witletain services related to the supply of the dlepmwertrain system. During the three
and nine months ended September 30, 2014, we rizedgrevenue of $7.2 million and $38.5 million it@motive sales revenue, respectively.
During the three and nine months ended Septemb2038, we recognized revenue of $7.2 million and.$3nillion in automotive sales
revenue, respectively. Our production activitiedemthis program ended in the third quarter of 2014

10. Commitments and Contingencies
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@tshe Fremont site which cot
affect soil and groundwater, and until recentlyrevendertaking efforts to address these conditibhsse conditions
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are now being addressed by us and NUMMI. Althoughthave been advised by NUMMI that it has documeatetimanaged the
environmental issues and we completed a reasofetakof diligence on such environmental issuethatime we purchased the facility, we
cannot determine the potential costs to remediatgee-existing contamination with any certaintyas8d on managemesityest estimate, at 1
time of the facility purchase, we estimated the ¥aiue of the environmental liabilities that wesasmed to be $5.3 million. The fair value of
these liabilities was determined based on an eggdealue analysis of the related potential cosiswestigate, remediate and manage various
environmental conditions that were identified ag pANUMMI’s facility decommissioning activitiessawell as our own diligence efforts.

We reached an agreement with NUMMI under whichy@ten year period, we will pay the first $15.0liom 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 tepthe 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 Through September 30, 2014,
remediation costs of $3.1 million had been incutrgdNUMMI.

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 adties ceases, and we are responsible for any lhedaronmental conditions at the
Fremont site. At that point in time, we have agreethdemnify, defend, and hold harmless NUMMI frathliability and we have released
NUMMI for any known or unknown claims except for MMI s obligations for representations and warrantieden the agreement. As of
September 30, 2014 and December 31, 2013, we atartgtal of $7.0 million and $5.5 million relatemithese environmental liabilities,
respectively. As we continue with our constructaom operating activities, actual costs may diffaterially from our estimates.

Other Commitments and Contingencies

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 intellectuaperty infringement claims against us in therfaf letters and other forms of
communication. If an unfavorable ruling were towgdthere exists the possibility of a material adeampact on our results of operations,
prospects, cash flows, financial position and brand

In November 2013, a putative securities class adtwsuit was filed against Tesla in U.S. Dist@durt, Northern District of California,
alleging violations of, and seeking remedies pumstm, Sections 10(b) and 20(a) of the SecuritieshBnge Act of 1934 and Rule 10b-5. The
complaint, made claims against Tesla and its CH@) Musk, sought damages and attorney’s fees obdbkis of allegations that, among other
things, Tesla and Mr. Musk made false and/or mitearepresentations and omissions, including watpect to the safety of Model S. This
case was brought on behalf of a putative classistimg of certain persons who purchased Tesla'argézs between August 19, 2013 and
November 17, 2013. On September 26, 2014, thecwiadt, upon the motion of Tesla and Mr. Musk, d&sad the complaint with prejudic
and indicated that a formal written order will lmethcoming.
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ITEM 2. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

The following discussion and analysis should belri@aconjunction with our condensed consolidatedricial statements and the related note:
that appear elsewhere in this Form 10-Q.

Overview and Quarter Highlights

We design, develop, manufacture and sell high-pedioce fully electric vehicles and advanced electehicle powertrain components.
We are currently producing and selling our secaglticle, the Model S sedan. Model S is a four dfieg;passenger premium sedan that offer:
exceptional performance, functionality and attraestyling. The Model S inherited many of the efiegbowertrain innovations we introduced
with our first vehicle, the Tesla Roadster. We caenoed deliveries of Model S in June 2012 and haligeted approximately 47,000 vehicles
through September 30, 2014. We recently annourieedvailability of our Dual Motor Model S and inteto start delivering these vehicles to
customers, starting with a performance-optimizegioa, in December 2014.

We are continuing to develop our Model X crossosadricle and currently intend to commence customéveries in the third quarter of
2015. After the Model X, our goal is to introdute tModel 3, a lower priced sedan designed for tassnmarket, in 2017.

We sell our vehicles through our own sales andicenmvetwork which we are continuing to grow glopallVe are also continuing to build
a network of Superchargers in the United Statesyjieuand Asia to allow Model S owners to have thitato travel long distances without a
limitation on range by charging their cars at ayVfast rate for free.

During the three months ended September 30, 20&4ewognized total revenues of $851.8 million,ramease of $420.5 million over
total revenues of $431.3 million for the three nienénded September 30, 2013. This growth in rexewas primarily driven by growth of
Model S deliveries worldwide, including in EuropadaChina, an increase in regulatory credit saled,am increase in powertrain sales to
Daimler AG (Daimler) for the Mercedes-Benz B-Cl&isctric Drive.

Gross margin for the three months ended Septenthe034 was 29.6%, an increase from 24.5% forhheetmonths ended
September 30, 2013. Higher regulatory credit sliger vehicle production volume, supply chaingéhcies and component cost reductions
partially offset by one-time manufacturing ineféocies associated with transitioning to our newalfassembly line, contributed to the year-
over-year increase in gross margin.

Research and development (R&D) expenses for tiee ttmonths ended September 30, 2014 were $135i8rmidin increase from $56.4
million for the three months ended September 30328&D expenses in the third quarter of 2013 ideldiactivities to develop the right hand
drive version of Model S as well as to homologaiedél S for markets outside of North America. HigR&D expenses in the third quarter of
2014 reflected our accelerated engineering worklodel X as well as development work on our dualeng@bwertrain and on other programs.

During 2013, we significantly increased our saled service footprint both in North America and Epgpas well as accelerated the roll-
out of our Supercharging network. With the contohgéobal expansion of our customer support infrattire and the business in general in
2014, selling, general and administrative (SG&Apenxses were $155.1 million for the three monthedrgeptember 30, 2014, compared to
$77.1 million for the three months ended Septer36e2013.

We ended the quarter with $2.39 billion in cash eash equivalents and current restricted cash leord-erm marketable securities,
which was a significant increase from cash of $848illion held at the end of 2013. This increase wemarily driven by our issuance of an
aggregate of $2.30 billion of convertible seniotasin 2014. In connection with the issuance a$¢heotes, we entered into convertible note
hedge and warrant transactions. For more informatiothe notes,
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convertible note hedge and warrant transactiorsNete 6 to our Condensed Consolidated Financa&éBtents included in this Quarterly
Report on Form 10-Q under Item 1. Financial Infaiiora

We expect that our current sources of liquidityetibggr with our current projections of cash flownfroperating activities will provide us
adequate liquidity based on our current plans. Handf market conditions are favorable, we mayleate alternatives to opportunistically
pursue liquidity options.

Management Opportunities, Challenges and Risks

In October 2014, we revealed our dual motor all-®lluzive version of Model S and our Autopilot systeThese announcements have
significantly increased our weekly Model S ordderd8ased on net orders since that announcemaenitidéxg the extraordinary initial demand
peak, we are confident of a 50% increase in botlorters and deliveries for Model S alone in 2(NMIBreover, we expect that demand for
Model S will continue to increase worldwide as wevg our customer support infrastructure and comtittubroaden the appeal of our prodc
and as consumer awareness improves.

In order to meet this anticipated demand, and épame for Model X anticipated demand, we are exegu plan to increase our
combined Model S and Model X production capacitgyer 2,000 units per week by the end of 2015. ligu#st 2014, we began our production
ramp by transitioning to our new final assemblyland upgrading our body center. We are plannirtgduinvestments in production capacity
during 2015, including upgrading our paint shop buiding a new body shop for Model X. We expect annual production will increase by
over 50% each year for the next several years.

Our recent production capacity expansion contrithtiwea production week of over 1,000 vehicles riearend of the third quarter of 20
However, the ramp to our target production raté&oager than expected due to system integrati@fiemges, reducing our production by
almost 2,000 vehicles during the third quarter.@esentering the fourth quarter with this prodantdeficit, we still expect to produce about
35,000 cars for 2014. However, the loss of thesg ioathe third quarter means fewer available fovdein the fourth quarter and our ability to
ramp up production in the fourth quarter is constrd by the complexity of launches related to duator and autopilot hardware.
Consequently, we expect to be able to deliver ablyut 33,000 vehicles in 2014, which is 50% abd¥E3Xeliveries but 5 — 7% lower than
our prior estimates for 2014. Any unexpected issuésthe continued ramp of our production linetloe launch of Dual Motor Model S could
affect our ability to achieve these revised delvargets. One of the significant actions we intemthke in order to reduce manufacturing
complexity is simplify our product offering by reding options and powertrain combinations. We belithis will enhance our ability to scale
production in 2015.

Through the first half of 2013, we had deliveredddbS vehicles solely to customers in North AmerlnaAugust 2013, we started
European deliveries of Model S and in April 2014 eommenced deliveries into Asia, starting in ChBesed on our current projections, we
expect our long-term sales outside of North Amewdhincrease to almost half of our worldwide anttotive sales. We will continue to price
Model S in markets outside of the United Statesstirae as the price for Model S in the United Statéh the addition of only unavoidable
taxes, customs duties and transportation costs.

We plan to expand in China as quickly as possiblabse we believe that the country could be omeiofargest markets within a few
years. In addition to increased deliveries intor@hive have recently commenced deliveries in JapdrHong Kong. As compared to mark
in the United States and Europe, we have relatiMeliyed experience in Asian markets; thus, we rfzee difficulties meeting our future
delivery plans in Asia.
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In April 2013, we began offering a resale valuergutee to all customers who purchased a ModeltBeiftunited States and financed t|
vehicle through one of our specified commercialkiag partners. We introduced this program in Cariadactober 2013 and into certain
European markets in October 2014. Under the progkémdel S customers have the option of sellingrtiiehicle back to us during the period
of 36 to 39 months after delivery for a ptetermined resale value. In certain markets, we @ffer buy back guarantees to financial institusi
which obligate us to repurchase, and the institutiosell us, the vehicles for a pre-determinedgiVe account for these transactions as
operating leases and accordingly, we defer and t&mado automotive sales revenue the initial puseheonsideration less guaranteed
repurchase amount on a straigjhe basis, over the contractual term of the gua&aprogram. Similarly, we capitalize and deprecthe cost ¢
the respective operating lease vehicles less eapasetivage value to cost of automotive sales dvesame period. If a customer decides not t
sell their vehicle back to us by the end of thalesalue guarantee term, the amount of the resédlee guarantee and operating lease vehicle
net book value are then recognized in automotilessand cost of automotive sales, respectively.

The resale value guarantee amount represents nmaaage best estimate as to the resale value difitteel S vehicle and related vehicle
options during the 36 to 39 month period aftend®ly. We are depreciating our operating lease l&hio expected salvage value of our
operating lease vehicles at the end of their ecanaseful life (i.e., the end of their expected iGimg lease term), and we will adjust our
depreciation estimates as needed if the expecteaiggavalue decreases in future periods. As weraatate more actual data related to the
resale experience of Model S, we may be requiredake significant changes to our estimates.

During the third quarter of 2013, we provided thsale value guarantee to 1,877 Model S deliveni®oirth America and to 1,190 Moc
S deliveries during the third quarter of 2014. Btegd we have provided the resale value guaranteppimximately 8,800 customers in North
America. Model S deliveries with the resale valuamntee currently do not impact our cash flowslanddity, since we receive the full
amount of cash for the vehicle sales price at defivHowever, this program has adversely impactechear-term revenues and operating
results by requiring the deferral of revenues asgtscinto future periods under lease accountintnodigh lease accounting will continue to
adversely impact our revenues and operating reasiitsis and similar programs initially ramp uptiase passes, the amortization of existing
deferred revenues and costs will begin to partiafifget this adverse impact. Furthermore, whiledeanot assume any credit risk related to the
customer, we are exposed to the risk that the lehiesale value may be lower than our estimatestiae volume of vehicles returned to us
may be higher than our estimates which could aé¥eimpact our gross margin.

In April 2014, we launched Tesla Finance in thetthiStates to offer leasing to small and mediumaeslzusinesses. We expanded this
program to consumers in the United States in Oct2B&4. Leasing through Tesla Finance is now alklan 37 states, the District of
Columbia and in 4 provinces of Canada. We leas&dv8fiicles during the third quarter of 2014 andeexjto increase our leasing activities
significantly during the rest of 2014.

Our U.S. leases are offered directly from Teslaweal as through a bank partner. In both casesirlgaxposes us to residual value risk
and will adversely impact our near-term revenuabs@erating results by requiring the deferral ofereies and costs into future periods under
lease accounting. In addition, for leases offerieglctly from Tesla Finance (but not for those offiéthrough our bank partner), we will not
receive the full amount of the cash for the vehpriee at delivery and will assume customer cragit.

We continue to evaluate a number of other custdmancing products, either directly through Teslaafce or indirectly through third
party financial institutions, as a way to bettewseour growing customer base. If customer intdreitese financing options is significant, we
may be directly or indirectly subject to resaleweatisk for the Model S.
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In addition to sales of Model S, we recognize autime sales from our supply of powertrain system®EMs. During the second quar
of 2014, we began production deliveries to Dainfderthe Mercedes-Benz B Class Electric Drive andtiomed these deliveries in the third
quarter of 2014. Additionally, we substantially queted our production and sales activities fortbgota RAV4EV during the third quarter of
2014.

Significant cost improvements for Model S were agbid in 2013 and have continued in 2014, inclugiag cost reductions as well as
manufacturing efficiencies. We expect some of thesgds to continue as we execute on our roadmaptoéving further component cost
reductions and benefit from economies of scal¢hdrthird quarter of 2014, ortane manufacturing inefficiencies related to thensition to oL
new final assembly line increased the cost of alligles produced during the quarter and negativgbacted our gross margin for the quarter.
Moreover, as we expect to deliver about half o§éheehicles within the fourth quarter, we expesingilar negative impact on our fourth
quarter margins. We expect our automotive grosgimdéexcluding zero emission vehicle (ZEV) credites) to increase from third quarter
2014 levels to greater than 28% by the end of dleth quarter of 2014, as manufacturing efficiea@ad part costs continue to improve.
Factors weighing on the automotive gross margiriHerfull quarter include delivery of vehicles il Q3 with lower manufacturing
efficiency and slightly lower average selling pedeom weaker European currencies. Model S grosgimaself is generally higher than
automotive gross margin, which is moderately sugg®d due to the significantly lower gross margirpowertrain sales. If we are not able to
achieve the planned cost reductions from our varamst savings and process improvement initiatimesability to reach our gross margin
goals would be negatively affected.

We recognized $129.8 million in ZEV credit sale013 which contributed to our gross margin. AlthoZEV credit revenue was
strong in 2013, over 90% of ZEV credit sales we@gnized during the first half of 2013 with only@4 million recognized during the three
months ended September 30, 2013. During the thoeghs ended September 30, 2014, we recognized $7bidn in ZEV credit sales as a
result of one-time contracts with various OEMs.cgive do not expect this level of activity in fiduquarters, we expect the contribution of
ZEV credit revenue to be lower in the future. While will pursue opportunities to monetize ZEV ctedie earn from the sale of our vehicles,
we do not plan to rely on these sales to be aibamntr to gross margin and our business model erah€ial plan are not predicated on such
ZEV credits. Other regulatory credit sales recogdiduring the three months ended September 30,2086e1$16.7 million, compared to $14.8
million for the three months ended September 30320

In February 2012, we revealed an early prototypa®Model X crossover as the first vehicle werndtéo develop by leveraging the
Model S platform. We continue to test the Alphatptypes and are in the process of building the Beta prototypes. We recently decided to
build in significantly more validation testing tinbe achieve the best Model X possible. We also exjiés will enable a more rapid production
ramp as compared to the production ramp for Modal Z12. In anticipation of this effort, we nowpect Model X deliveries to start in the
third quarter of 2015. Our ability to launch the d&b X program on time and cost efficiently is degemt upon a variety of factors, including
supplier readiness, engineering completion andticeessful completion of our validation testing.

We plan to continue to expand our stores and seiafcastructure in order to expand our geographimsence and to provide better
service in areas with a high concentration of Md&lelistomers. We also complement our store stratéfysales capability within service
centers to more rapidly and efficiently expand i@tail footprint. We
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continue to build service infrastructure in advantdemand to ensure that after-sale servicesvaitahle when and where needed. For the
remainder of 2014, the rate of location openingkhw fastest in Asia, followed by Europe, and tiNarth America.

At the end of May 2013, we announced the signitieapansion of our Supercharger network as wetlass to reduce charging time at
our Superchargers. Since the time of our announceme have been installing Superchargers at aglerating pace. We are continuing to
expand our network in North America and have inseeleour rate of deployment in Europe and Asia.dfexperience difficulties in finding
suitable sites, negotiating leases or obtainingired permits for such locations, our planned espanof such Superchargers could be dele

We are developing the Tesla Gigafactory, a facilibere we intend to work together with our suppgli@r integrate battery precursor
material, cell, module and battery pack productioone location. In June 2014, we broke groundhenGigafactory outside of Reno, Nevada.
Construction continued during the third quarte2014 at an accelerated pace with first cells exqubtd be produced in 2016 for use in Mod
and Model X.

We plan to use the battery packs manufacturedeaBtbafactory for our vehicles, initially for Mod8land Model X, and later for our
Model 3 vehicle, and stationary storage applicatidrne Gigafactory is currently expected to atfalhproduction capacity in 2020, which is
anticipated to be sufficient for the productionapproximately 500,000 vehicles annually as welitationary storage applications. By the time
the Gigafactory reaches full, annualized productiv®020, we expect battery pack production capdoiteach 50 GWh. Of this, we expect to
build 35 GWh of cell production capacity at the &mygtory and purchase 15 GWh of cells from othemufecturers, potentially including
Panasonic.

We believe that the Gigafactory will allow us tchave a major reduction in the cost of our batfgagks of greater than 30% on a per
kWh basis by the end of the first year of volumedurction of Model 3. The total capital expendituassociated with the Gigafactory through
2020 are expected to be $4-5 billion, of which appnately $2 billion is expected to come from Teglanodular build strategy is enabling us
to scale construction, capital requirements andcipcommensurate with growing demand.

While our plan is to produce lithium-ion cells dimished battery packs at the Gigafactory, our glom such production are at a very
early stage. We have no experience in the productidithium-ion cells, and accordingly we interaleéngage partners with significant
experience in cell production. We recently formadizur agreement with Panasonic to partner on thaf&tory. Panasonic will invest in
production equipment that it will use to manufaetand supply us with battery cells. We will prepane provide the land, buildings and
utilities for the Gigafactory, invest in productiequipment for battery module and pack productiwsh lae responsible for the overall
management of the Gigafactory. Additional Gigafagiartners will be finalized shortly to createudlyf integrated industrial complex.
Although planning discussions with production andpy chain partners continue to progress weltjate we have not formalized any
agreements with any other partners. In additiom ctbst of building and operating the Gigafactoryldaexceed our current expectations anc
Gigafactory may take longer to bring online thanamécipate.

Operating expenses and capital expenditures hgmdisantly increased in 2014 and will continuedim so as we continue to invest in the
long-term growth of the company. For the rest df£20ve will continue to significantly expand prodioa capacity for Model S and Model X,
continue the construction of the Gigafactory, invaour customer support infrastructure, contitheedevelopment of Model X and start early
design work on Model 3. Our R&D expenses in paléicare continuing to increase as design and eagimgwork accelerates on Model X ¢
overall product development but is expected toelse as a percentage of revenue over time. R&Dnegpdor the fourth quarter of 2014 are
expected

26



Table of Contents

to grow sequentially by approximately 10% as coragdo the third quarter of 2014. Our SG&A expensiiscontinue to grow in absolute
terms as we expand our customer and corporatesinicdure globally. SG&A expenses for the fourtlader of 2014 are also expected to grow
sequentially by approximately10% as compared tdtiid quarter of 2014. We plan to spend about $880on in capital expenditures in the
fourth quarter of 2014 as we continue to investdditional production capacity, accelerate the mdd®igafactory construction, and continue
vehicle development and our global expansion.

During the third quarter of 2014, certain condiamith respect to the closing prices of our comrstmtk in accordance with the terms of
our 2018 convertible senior notes (2018 Notes) wazeand accordingly, 2018 Notes are convertiblbetholders’ option during the fourth
quarter of 2014. Upon conversion of 2018 Notesyilibe obligated to pay cash for the principal ambof the converted notes and we may
also have to deliver shares of our common stocksdpect of such converted notes. Any conversighehotes prior to their maturity or
acceleration of the repayment of the notes coule lsamaterial adverse effect on our cash flowsinless, results of operations and financial
condition. Should such closing price conditionstoure to be met in the fourth quarter of 2014 ¢utare quarter, 2018 Notes will be
convertible by their holders during the immediatiejowing quarter. Similarly, if certain conditisrare met with respect to our 2019 Notes or
2021 Notes in the fourth quarter of 2014 or a feitgwarter, the 2019 Notes or 2021 Notes will beredible by their holders during the
immediately following quarter.

Critical Accounting Policies and Estimates

Our condensed consolidated financial statementprapared in accordance with accounting princigkaserally accepted in the United
States. The preparation of these condensed coatadifinancial statements requires us to make atgrand assumptions that affect the
reported amounts of assets, liabilities, revencests and expenses and related disclosures. Webasstimates on historical experience, as
appropriate, and on various other assumptionsitbdielieve to be reasonable under the circumsta@tesiges in the accounting estimates al
reasonably likely to occur from period to period:cardingly, actual results could differ significenfrom the estimates made by our
management. We evaluate our estimates and assmsptican ongoing basis. To the extent that therenaterial differences between these
estimates and actual results, our future finarstetement presentation, financial condition, resoitoperations and cash flows will be affected

For a description of our critical accounting paiand estimates, please refer to the “Criticaloioting Policies and Estimates” section
of our Management’s Discussion and Analysis of Rai@ Condition and Results of Operations contaiimeauir Annual Report on Form 10-K
for the year ended December 31, 2013, as filed th#hSecurities and Exchange Commission (SEC)ddiitian, please refer to Note 2,
“Summary of Significant Accounting Policies,” tor@ondensed Consolidated Financial Statementsdediunder Part I, Item 1 of this
Quarterly Report on Form 10-Q.
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Results of Operations

The following table sets forth our condensed cddatéd statements of operations data for the pepoesented (in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2014 2013 2014 2013

Revenues
Automotive sale! $849,00¢ $430,19¢ $2,236,06. $1,386,93.
Development service 2,79 1,15(C 5,63¢ 11,34

Total revenue 851,80« 431,34¢ 2,241,69! 1,398,27
Cost of revenues
Automotive sale: 598,47. 324,88 1,615,04 1,090,30!
Development service 1,481 3,59¢ 6,67¢ 8,30¢

Total cost of revenue 599,95: 328,47¢ 1,621,72. 1,098,60.
Gross profit 251,85: 102,86¢ 619,97- 299,67:
Operating expense!
Research and developmt 135,87: 56,35! 325,13! 163,52:
Selling, general and administrati 155,10° 77,07: 406,69( 184,08

Total operating expens 290,98( 133,42. 731,82! 347,60:
Loss from operation (39,129 (30,559 (111,85) (47,930
Interest incom: 30C 68 907 97
Interest expens (29,067) (6,492 (72,187 (26,705
Other income (expense), r (3,090 (740 2,401 18,01¢
Loss before income tax (70,987 (37,719 (180,729 (56,52()
Provision for income taxe 3,72 77€ 5,68¢ 1,23(
Net loss $(74,709) $(38,49¢) $ (186,41) $ (57,750

Revenues

Automotive Sales

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

Three Months Ended Nine Months Ended
September 30 September 30
2014 2013 2014 2013
Vehicle, options and related sales $818,11! $422,00:« $2,164,49. $1,351,05!
Powertrain component and related si 30,89( 8,197 71,57( 35,87¢
Total automotive sale $849,00! $430,19¢ $2,236,06: $1,386,93.

Automotive sales during the three and nine montited September 30, 2014 were $849.0 million ang4$illion, an increase from
$430.2 million and $1.39 billion during the threedanine months ended September 30, 2013, resplgctitehicle, options and related sales
represent revenues related to deliveries of Modalc®uding vehicle options, accessories and dastin charges, vehicle service and sales of
regulatory credits to other automotive manufactrBowertrain component and related sales reprédsesales of electric vehicle powertrain
components and systems, such as battery packsigedidits, to other manufacturers.

Vehicle, options and related sales during the threbnine months ended September 30, 2014 were$B1fifion and $2.16 billion, an
increase from $422.0 million and $1.35 billion chgrithe three and nine months ended September 38, B&spectively. The increase in
vehicle, options and related sales was primarilyetir by Model S deliveries in Europe and China wwhiommenced in August 2013 and April
2014, respectively. During the three and nine meetided September 30, 2014, we delivered 7,78258821 Model S vehicles, respectively.
During the three and nine months ended June 3@, 204 delivered 5,516 and 15,585 Model S vehickespectively.

In April 2013, we began offering a resale valuergutee to all customers who purchased a ModeltBeitunited States and financed t|
vehicle through one of our specified commercialkiag partners. We also offer this program in certuntries outside of the United States.
Under the
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program, Model S customers have the option ofregtiieir vehicle back to us during the period ot@89 months for a pre-determined resale
value. We account for transactions under the ragdiee guarantee program as operating leases apnddawmly, we defer and amortize to
revenues the initial purchase consideration lessleevalue guarantee amount on a straight-linespager the contractual term of the guarantec
program. If a customer decides not to sell theficle back to us by the end of the resale valueaqiae term, the amount of the resale value
guarantee is then recognized in automotive salesn® the three and nine months ended Septemb&03d, we delivered 1,190 and 3,578
Model S vehicles under the resale value guaramtegr@m, respectively. During the three and nine tim@ended September 30, 2013, we
delivered 1,877 and 3,512 Model S vehicles underéisale value guarantee program. As of Septenthe@034 and December 31, 2013, we
had $333.6 million and $230.9 million in relatedetesd revenues and $397.7 million and $236.3 amlin resale value guarantees,
respectively. During the three and nine months ér&kptember 30, 2014, we recognized revenue of $8&ion and $84.3 million in
automotive sales related to this program, respelgtiDuring the three and nine months ended Septe8® 2013, we recognized revenue of
$9.4 million and $11.3 million, respectively, intamotive sales related to this program.

In April 2014, we began offering a direct leasirrggram to small and medium-sized businesses itUthied States for Model S. We
expanded this program to consumers in the UnitattSin October 2014. Qualifying customers are fitgdhto lease a Model S for 36 mont
after which time they have the option of eitheureing the vehicle to us or purchasing it for agetermined residual value. We account for
these leasing transactions as operating leasescanddingly, we recognize leasing revenues ovectim¢ractual term of the individual leases.
Lease revenues are recorded in automotive salefortite three and nine months ended Septembe&x(3@, we recognized $1.1 million and
$1.3 million, respectively.

Powertrain component and related sales for thegefpresented were related to powertrain compases to Daimler under the
Mercedes-Benz B-Class Electric Drive program witiocmmenced in April 2014 and to Toyota under the RAX program. Powertrain
component and related sales for the three andmérghs ended September 30, 2014 was $30.9 milidrsd@1.6 million, respectively, an
increase from $8.2 million and $35.9 million duritig three and nine months ended September 30, &8sk ctively. During the third quarter
of 2014, we completed the RAV4 EV program.

Development Services

Development services represent arrangements wheeteewelop electric vehicle powertrain componentssystems for other automobile
manufacturers, including the design and developroEbattery packs, drive units and chargers to roestomers’ specifications.

During the fourth quarter of 2012, we entered mtevelopment agreement with Daimler to assist thighdevelopment of a full electric
powertrain for a Mercedes-Benz B-Class EV. Develepnservices revenue for the three and nine manttled September 30, 2014 relates
primarily to completion of the final developmentlestone and the delivery of prototype samples tonla under this program while
development services revenue for the three andmorghs ended September 30, 2013 includes revdoutte achievement of various
milestones and from the delivery of prototype saspb Daimler under this program. During the ttaed nine months ended September 30,
2014, we recognized development services reven@g.8fmillion and $5.6 million, respectively. Dugithe three and nine months ended
September 30, 2013, we recognized developmentcesrvevenue of $1.2 million and $11.3 million, exstpvely. As of September 30, 2014,
have completed our development services undeptbgram.
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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 during the three and miaeths ended September 30, 2014 was $598.5 madhar$1.62 billion, an increase
from $324.9 million and $1.09 billion for the thraad nine months ended September 30, 2013, regplgcti

Cost of automotive sales includes direct partsenedtand labor costs, manufacturing overheadutinly amortized tooling costs, roya
fees, shipping and logistic costs and reservesdtimated warranty expenses. Cost of automotiws sdso includes adjustments to warranty
expense and charges to write down the carryingevafwur inventory when it exceeds its estimatedeaizable value and to provide for
obsolete and on-hand inventory in excess of fotedademand.

In April 2013, we began offering a resale valuergutee to all customers who purchased a ModeltBeiftunited States and financed t|
vehicle and vehicle options through one of our ggetcommercial banking partners. We also offés ffrogram in certain countries outside of
the United States. Under the program, we capitéiieecost of Model S into operating lease vehialed depreciate the respective operating
lease vehicles less expected salvage value tmtastomotive sales on a straiginte basis, over the contractual term of the guaeprogran
If a customer decides not to sell their vehiclekacus by the end of the resale value guaranteg the remaining operating lease vehicle net
book value is then recognized in automotive sa#lesof September 30, 2014 and December 31, 2013eemded $578.7 million and $377.0
million in operating lease vehicles, net, related/tiodel S deliveries with the resale value guamriBrring the three and nine months ended
September 30, 2014, we recognized $18.9 million&s613 million in cost of automotive sales, respety, related to operating lease vehicle
depreciation under this program. During the thmee mine months ended September 30, 2013, we recad)$5.9 million and $7.3 million,
respectively, in cost of automotive sales relatedperating lease vehicle depreciation under tragnam. Our warranty reserves do not include
projected warranty costs associated with our resslee guarantee vehicles as such actual warrastg are expensed as incurred. For the
and nine months ended September 30, 2014, warcasty incurred for our resale value guarantee leshigere $2.1 million and $5.1 million,
respectively. For the three and nine months endgdetnber 30, 2013, warranty costs incurred foresale value guarantee vehicles was $0.’
million and $1.1 million, respectively.

In April 2014, we began offering a direct leasirrggram for Model S to small and medium-sized busses in the United States. We
expanded this program to consumers in the UnitateSin October 2014. Qualifying customers are figrdto lease Model S for 36 months,
after which time they have the option of eitheureing the vehicle to us or purchasing it for a-get¢ermined residual value. We account for
these leasing transactions as operating leasedegumdciate the respective operating lease veledssxpected salvage value on a straight-lin
basis over the contractual term of the individealsles. As of September 30, 2014, we recorded §38i@n in operating lease vehicles, net,
related to Model S deliveries under this programriby the three and nine months ended Septemb&03@, we recognized $0.6 million and
$0.7 million, respectively, in cost of automotiedes related to operating lease vehicle depreciatimer this program.

Gross profit during the three and nine months er@ggatember 30, 2014 was $251.9 million and $620l®m an increase from $102.9
million and $299.7 million during the three andeimonths ended September 30, 2013, respectivetyinthease in gross profit was primarily
due to higher regulatory credit sales and manufaxguand supply chain efficiencies as well as congmt cost reductions, partially offset by
one-time manufacturing inefficiencies associateith wansitioning to our new final assembly line.
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Research and Development Expen:

Research and development (R&D) expenses consisaply of personnel costs for our teams in engimgeand research, supply chain,
quality, manufacturing engineering and manufactutest organizations, prototyping expense, contaiadtprofessional services and amortizec
equipment expense. Also included in R&D expenseslavelopment services costs that we incur, if prigr to the finalization of agreements
with our development services customers as reachfimal agreement and revenue recognition is sstiged. Development services costs
incurred after the finalization of an agreementramrded in cost of revenues.

R&D expenses during the three months ended Septe30b2014 were $135.9 million, an increase fror.&5million during the three
months ended September 30, 2013. Higher R&D exgedngde third quarter of 2014 reflected our acestrl engineering work on Model X
well as development work on our dual motor powantead other development programs. The $79.5 milinizrease in R&D expenses
consisted primarily of a $25.3 million increaseekpensed materials primarily to support Model Xelepment, a $24.5 million increase in
employee compensation expenses, a $21.1 millimease in costs related to accelerated engineemnk on Model X as well as dual motor
powertrain and other development programs, and &rfiilion increase in stock-based compensatiorergp related to a larger number of
outstanding equity awards due to additional headlicand generally an increasing common stock valnassociated with newer grants.

R&D expenses during the nine months ended Septedih@014 were $325.1 million, an increase from3&6nillion during the nine
months ended September 30, 2013. The $161.6 millimease in R&D expenses consisted primarily $53.0 million increase in employee
compensation expenses, a $43.5 million increasests related to Model X, dual motor powertrain agtt-hand drive Model S engineering,
design and testing activities, an $41.6 milliorr@ase in expensed materials primarily to suppartadel X, dual motor powertrain and right-
hand drive Model S development, a $18.9 milliorré@ase in stockased compensation expense related to a largeranwhbutstanding equi
awards due to additional headcount and generallga@easing common stock valuation associated métler grants and $3.7 million
information technology and facilities-related castsupport the growth of our business.

Selling, General and Administrative Expens

Selling, general and administrative (SG&A) expermmssist primarily of personnel and facilities costlated to our Tesla stores, service
centers and Superchargers, marketing, sales, éxecdinance, human resources, information techgylknd legal organizations, as well as
litigation settlements and fees for professional eontract services.

SG&A expenses during the three months ended Septedih 2014 were $155.1 million, an increase frati.$ million during the three
months ended September 30, 2013. SG&A expensemaswd primarily from higher headcount and cosssipport an expanded retail, service
and Supercharger footprint as well as the genecalty of the business. The $78.0 million increaseur SG&A expenses consisted primarily
of a $34.5 million increase in office, informatitechnology and facilitieselated costs to support the growth of our busiasssell as sales a
marketing activities to handle our expanding magkesence, a $33.9 million increase in employeepamsation expenses related to higher
sales and marketing headcount to support salestesiworldwide and higher general and adminigteaheadcount to support the expansio
the business, a $2.2 million increase in stock-thasenpensation expense related to a larger nunilmertstanding equity awards due to
additional headcount and generally an increasimgneon stock valuation associated with newer gramtisea$1.4 million increase in
professional and outside services costs.

31



Table of Contents

SG&A expenses during the nine months ended Septedth014 were $406.7 million, an increase frorB451 million during the nine
months ended September 30, 2013. The $222.6 mitimease in our SG&A expenses consisted primafily $100.7 million increase in
employee compensation expenses related to higlesr aad marketing headcount to support sales aesvwiorldwide and higher general and
administrative headcount to support the expansidgheobusiness, a $94.3 million increase in offioégrmation technology and facilities-
related costs to support the growth of our busiagssell as sales and marketing activities to landl expanding market presence, a
$27.7 million increase in stock-based compensatigense related to a larger number of outstandjngyeawards due to additional headcoun
and generally an increasing common stock valuagsociated with newer grants and a $4.4 millioneiase in professional and outside
services costs.

Interest Expenst

Interest expense during the three and nine momitisceSeptember 30, 2014 was $29.1 million and $M#ldn, an increase from $6.5
million and $26.7 million during the three and nmenths ended September 30, 2013. We incurredesttexpense during three and nine
months ended September 30, 2014 primarily from201:18 Notes, 2019 Notes and 2021 Notes and caithiiterest to assets under
construction related to significant asset constoactDuring the three and nine months ended Seme8® 2014, we capitalized $3.7 million
and $6.9 million of interest expense to constructioprogress, respectively. Interest expense duha three and nine months ended
September 30, 2013 was related primarily to thly @apayment fee, interest and the amortizatiothefremaining loan origination costs
associated with the repayment and extinguishmeatothen outstanding Department of Energy (DOBjlprincipal of $439.6 million as we
as our 2018 Notes. During the three and nine maided September 30, 2013, we capitalized $0.4omiind $2.3 million of interest exper
to construction in progress, respectively.

In March 2014, we issued $800.0 million aggregatecipal amount of 2019 Notes and $1.20 billion mgmte principal amount of 2021
Notes in a public offering. In April 2014, we issuan additional $120.0 million aggregate princigadount of the 2019 Notes and $18
million aggregate principal amount of the 2021 Mofmursuant to the exercise in full of the ovetatlent options of the underwriters of our
March 2014 public offering. We incurred approximat®35.6 million of debt issuance costs in conrattvith these notes, which we initially
recorded in other assets and are amortizing toest&xpense using the effective interest methed the contractual terms of the notes. The
interest rates are fixed at 0.25% and 1.25% peurarfor the 2019 Notes and 2021 Notes, respectiaglgl,are payable serainually in arrear
on March 1 and September 1 of each year, commewcir®@eptember 1, 2014. During the three and ningtmscended September 30, 2014, we
recognized $1.0 million and $2.2 million of interegpense, respectively, related to the amortinatfodebt issuance costs and $4.9 million an
$11.2 million of accrued coupon interest expensspectively.

In accordance with accounting guidance on embeddedersion features, we valued and bifurcated tmwersion option associated w
these notes from the respective host debt instruarehinitially recorded the conversion option &B8.1 million for the 2019 Notes and $3¢€
million for the 2021 Notes in stockholders’ equityhe resulting debt discounts on the 2019 Notes2&2d Notes are being amortized to
interest expense at an effective interest rate84% and 5.96%, respectively, over the contradtrahs of these notes. During the three and
nine months ended September 30, 2014, we recogfiiZ&é million and $44.1 million of interest expeneespectively, related to the
amortization of the debt discount.
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In May 2013, we issued $660.0 million aggregate@pal amount of 2018 Notes in a public offeringe Wicurred $12.0 million of debt
issuance costs in connection with the issuanc®®8 Notes which we recorded in other assets andraogtizing to interest expense using the
effective interest method over the contractual tefrd018 Notes. Under the terms of 2018 Notes,%.80upon interest per annum on the
principal amount of the notes is payable semi-alyirmarrears on June 1 and December 1 of each geenmencing on December 1, 2013.
During the three and nine months ended Septemhe&03@, we recognized $3.0 million and $8.8 millafrinterest expense, respectively,
related to the amortization of debt issuance castsaccrued coupon interest. During the three ar@imonths ended September 30, 2013, we
recognized $3.0 million and $4.3 million of interegpense, respectively, related to the amortinatfodebt issuance costs and accrued coupo
interest.

Similar to the 2019 and 2021 Notes, we valued afulldated the conversion option associated with82Rbtes from the host debt
instrument and initially recorded the conversioti@pof $82.8 million in stockholders’ equity. Thesulting debt discount on 2018 Notes is
being amortized to interest expense at an effeatiezest rate of 4.29% over the contractual tefr20d.8 Notes.

During the three and nine months ended Septemhe03@, we recognized $3.9 million and $11.5 millaf interest expense,
respectively, related to the amortization of thbtdiiscount. During the three and nine months er®tember 30, 2013, we recognized $3.8
million and $5.4 million of interest expense, respeely, related to the amortization of the delstodiunt.

Other Income (Expense), Net

Other income (expense), net, consists primaritthefchange in the fair value of our DOE commonlistearrant liability and foreign
exchange gains and losses related to our foreigemey-denominated assets and liabilities. We expeacforeign exchange gains and losses
will vary depending upon movements in the undegyéxchange rates. Prior to the expiration of theER@rrant in May 2013, the DOE
warrant had been carried at its estimated fairesalith changes in its fair value reflected in otimeome (expense), net.

Other expense, net, during the three months endpt@ber 30, 2014 was $3.1 million, an increasa 6.7 million during the three
months ended September 30, 2013. The $2.4 milliorease in our other expense, net, is primariljbatiable to unfavorable foreign currency
exchange impact from our foreign currency-denoneidassets.

Other income, net, during the nine months endedeBdger 30, 2014 was $2.4 million, a decrease frag1Gmillion during the nine
months ended September 30, 2013. In March 201&ntexed into a fourth amendment to the DOE Loailifyawhich, among other things,
accelerated the maturity date of our DOE loansdodmber 15, 2017; therefore, the DOE warrant wdsnmger expected to vest. We recorded
the reduction in fair value of our DOE common stackrant liability of $10.7 million in other incomaet, during the three months ended
March 31, 2013. Other income, net, during the mimanths ended September 30, 2014 and 2013 wastaibotable to the favorable foreign
currency exchange impact from our foreign curredegominated assets and liabilities.

Provision for Income Taxe:!

Our provision for income taxes during the three aimé& months ended September 30, 2014 was $3.ibmdihd $5.7 million, compared
to $0.1 million and $1.2 million during the threedanine months ended September 30, 2013, resplgctiee increase during the three and
nine months ended September 30, 2014 was due fsirttathe increase in taxable income in our intgional jurisdictions, following the
commencement of European Model S deliveries in Aug013 and Model S deliveries in China in Aprilla0
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Liquidity and Capital Resource

As of September 30, 2014, we had $2.37 billionringipal sources of liquidity available from oursteand cash equivalents, including
$1.69 billion of money market funds.

Other sources of cash include cash from our dééigesf Model S, customer deposits for Model S arati®d X, sales of regulatory
credits, cash from the provision of developmentises, and sales of powertrain components andragsté/e expect that our current source
liquidity, including cash and cash equivalentsethgr with our current projections of cash flownfroperating activities, will continue to
provide us with adequate liquidity based on ourentrplans. These capital sources will enable dsrtd our ongoing operations, continue
research and development projects, including tfmseur planned Model X crossover and certain fafproducts, such as Model 3, establish
and expand our stores, service centers and Supgecheetwork and to make the investments in toadind manufacturing capital required to
introduce Model X and to continue to ramp up praaducof Model S as well as make investments inTiesla Gigafactory. We may seek
additional capital resources to partially fund agriong-term growth initiatives.

As of October 31, 2014, we had 235 Supercharggostaopen in North America, Europe and Asia. Wigesx to continue making
investments in the Supercharger network.

If market conditions are favorable, we may evalwternatives to opportunistically pursue liquidigtions. Also, should prevailing
economic conditions and/or financial, businesstbeofactors adversely affect the estimates offeture cash requirements, we could be
required to fund our cash requirements throughtiaddil or alternative sources of financing. We aarive certain that additional funds will be
available to us on favorable terms when require@ all.

0.25% and 1.25% Convertible Senior Notes and Boneldge and Warrant Transactions

In March 2014, we issued $800.0 million aggregatecipal amount of 0.25% convertible senior notae 2019 (2019 Notes) and $1.20
billion aggregate principal amount of 1.25% conimetsenior notes due 2021 (2021 Notes) in a pudifiering. The net proceeds from the
offering, after deducting transaction costs, wengraximately $787.6 million from the 2019 Notes &1id18 billion from the 2021 Notes,
respectively. We incurred $12.4 million and $18.iliom, respectively, of debt issuance costs inreetion with these notes, which we initially
recorded in other assets and are amortizing toeistexpense using the effective interest methed the contractual terms of these notes. The
interest rates are fixed at 0.25% and 1.25% peurarfor the 2019 and 2021 Notes, respectively, aagayable semi-annually in arrears on
March 1 and September 1 of each year, commencir@eptember 1, 2014.

In connection with the offering of these notes,eméered into convertible note hedge transactiorereldy we have the option to purchase
initially (subject to adjustment for certain spémif events) a total of approximately 5.6 milliorasts of our common stock at a price of $35
per share. The total cost of the convertible netdgle transactions was $524.7 million. In additiwe,sold warrants whereby the holders of the
warrants have the option to purchase initially {sabto adjustment for certain specified eventgjtal of approximately 2.2 million shares of
our common stock at a price of $512.66 for the 28dfes and a total of approximately 3.3 million Esaof our common stock at a price of
$560.64 per share for the 2021 Notes. We recei@88.84 million in cash proceeds from the sale of¢hearrants. Taken together, the purcl
of the convertible note hedges and the sale ofamésrare
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intended to offset any actual dilution from the wersion of these notes and to effectively increhseoverall conversion price from $359.87 to
$512.66 per share in the case of warrants relatitige 2019 Notes and from $359.87 to $560.64enctise of warrants relating to the 2021
Notes.

In April 2014, we issued an additional $120.0 roitliaggregate principal amount of the 2019 Notes$di®®.0 million aggregate princiy
amount of the 2021 Notes, pursuant to the exeincifidl of the overallotment options of the undeiters of our March 2014 public offering.
The net proceeds from this offering, after dedgrtiansaction costs, were approximately $118.2anilirom the 2019 Notes and $177.3
million from the 2021 Notes. We incurred $1.8 noitliand $2.7 million, respectively, of debt issuaogsts in connection with these notes,
which we initially recorded in other assets andaar®rtizing to interest expense using the effedtiterest method over the contractual tern
these notes. In connection with the issuance cktlaglditional notes, we entered into convertibke ihedge transactions and paid an aggrega
$78.7 million. In addition, we sold warrants to ghase (subject to adjustment for certain spec#ieghts) a total of approximately 0.3 million
shares of our common stock at a strike price oR¥8 per share for the warrants relating to the920dtes, and a total of approximately
0.5 million shares of our common stock at a stgkiee of $560.64 per share for the warrants rejetiinthe 2021 Notes. We received aggregats
proceeds of approximately $50.8 million from théesa the warrants.

During the third quarter of 2014, the closing pra¢@ur common stock did not meet or exceed 130%h®fapplicable conversion price of
our 2019 Notes and 2021 Notes on at least 20 dag1e0 consecutive trading days of the quarteth&€rmore, no other conditions allowing
holders of these notes to convert have been nat&sptember 30, 2014. Therefore, the 2019 Notd<2881 Notes are not convertible during
the fourth quarter of 2014 and are classified ag4@rm debt. Should the closing price conditioasrtet in the fourth quarter of 2014 or a
future quarter, the Notes will be convertible aittholders’ option during the immediately followimguarter.

1.50% Convertible Senior Notes and Bond Hedge andrk&nt Transactions

In May 2013, we issued $660.0 million aggregata@pal amount of 1.50% convertible senior notes 20#8 (2018 Notes) in a public
offering. The net proceeds from the offering, afteducting transaction costs, were approximatefA\8gBmillion. We incurred $12.0 million of
debt issuance costs in connection with the issuah2618 Notes which we have recorded in othertass®l are amortizing to interest expense
using the effective interest method over the catiid term of 2018 Notes. The interest under 20a8blis fixed at 1.50% per annum and is
payable semi-annually in arrears on June 1 andleeel of each year, commencing on December 1,.2013

During the third quarter of 2014, the closing prideur common stock exceeded 130% of the appkceabhversion price of our 2018
Notes on at least 20 of the last 30 consecutivtirtgadays of the quarter; therefore, holders of®Rbtes may convert their notes during
fourth quarter of 2014. Should the closing pricaditions be met in the fourth quarter of 2014 dutare quarter, 2018 Notes will be
convertible at their holders’ option during the iedmately following quarter.

Furthermore, under current market conditions, weeekthat almost none of 2018 Notes will be coregeih the short term.

In connection with the offering of 2018 Notes, waezed into convertible note hedge transactiong@hewe have the option to purch
(subject to adjustment for certain specified eVeat®tal of approximately 5.3 million shares of Gammon stock at a price of approximately
$124.52 per share. The cost of the convertible hetige transactions was $177.5 million. In addjtwe sold warrants whereby the holders of
the warrants have the option to purchase (sulgeatljustment for
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certain specified events) a total of approxima&8 million shares of our common stock at a pric®184.48 per share. We received
$120.3 million in cash proceeds from the sale eSéhwarrants. Taken together, the purchase obiieectible note hedges and the sale of
warrants are intended to offset any actual dilufiom the conversion of 2018 Notes and to effedyiwecrease the overall conversion price
from $124.52 to $184.48 per share.

For more information on 2018 Notes, 2019 Notes20®il Notes, see Note 6 to our Condensed Consdlidktancial Statements
included under Part 1, Iltem 1 of this Quarterly &¢pn Form 10-Q.

Customer Deposits

Customers are required to make an initial depogilace an order for their vehicle. Customer dapogiry depending on the vehicle
model and country of delivery. These amounts arerted as current liabilities until the vehiclel&ivered. While payment for the remaining
balance of the purchase price of the vehicle i®gly collected at time of delivery to the custapie some cases partial or full payment may
be collected prior to delivery. Such payments aparded as customer deposits. Customer depositedab Model X still represent fully
refundable reservations. As of September 30, 28&Meld customer deposits of $227.1 million.

Summary of Cash Flows

Nine Months Ended

September 30,
2014 2013
(in thousands)
Net cash provided by operating activit $ 29,06 $ 130,81
Net cash used in investing activiti (618,21) (159,919
Net cash provided by financing activiti 2,131,80! 624,90¢

Cash Flows from Operating Activities

Our cash flows from operating activities are sigaiftly affected by our cash investments to supih@igrowth of our business in areas
such as manufacturing, research and developmergediing, general and administrative. Our operatiagh flows are also affected by our
working capital needs to support growth and flutare in inventory, personnel related expendituagspunts payable and other current asset
and liabilities.

Net cash provided by operating activities was $28illion during the nine months ended Septembe28a4 net of adjustments for non-
cash items such as depreciation and amortizati®1®4.0 million, $112.0 million related to stocksea compensation expense, $55.6 million
related to the amortization of debt discount on@anvertible senior notes, $11.1 million relatedited assets disposals and inventory write-
downs of $14.5 million. Significant operating casfiows were comprised primarily of automotive satd $2.24 billion, a $348.5 million net
increase in deferred revenue, resale value guaranig other long-term liabilities primarily assaethwith Model S deliveries with the resale
value guarantee, a $71.1 million net increase stauer deposits and $5.6 million of developmentises revenue, partially offset by a $109.2
million increase in accounts receivable primarédiated to receivables from our financing partnei @EM customers due to higher regulatory
credit sales. Significant operating cash outfloarsthie nine months ended September 30, 2014 wenauply related to $1.62 billion of cost of
revenues, $731.8 million of operating expense§72% million increase in inventory and operatiagde vehicles and a $29.5 million increase
in prepaid expenses and other current assetsalpadffset by a $253.9 million increase in accaupayable and accrued liabilities primarily
due to the timing of vendor payments.
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Net cash provided by operating activities was $338illion during the nine months ended Septembe28Q3 net of adjustments for
non-cash items such as depreciation and amortizafi$68.5 million, $55.6 million related to stobksed compensation expense, inventory
write-downs of $6.8 million, $5.6 million related the amortization of all remaining DOE loan origfilon costs as a result of the repayment of
our outstanding loans under the DOE Loan Facility $5.3 million related to the amortization of ddistcount on our Notes, partially offset by
other income associated with the reduction invalue of the DOE common stock warrant liability&df0.7 million. Significant operating cash
inflows were comprised primarily of automotive saté $1.39 billion, a $377.7 million net increasadeferred revenue, resale value guarante
and other long-term liabilities primarily associtgith Model S deliveries with the resale value rgudee, $11.3 million of development
services revenue and a $2.3 million net increasestomer deposits, partially offset by a $20.7iarilincrease in accounts receivable due to
the regulatory credit sales recognized at the énldecthird quarter and receivables from our firieg@artners. Significant operating cash
outflows for the nine months ended September 303 2¢ere primarily related to $1.10 billion of cadtrevenues, a $358.4 million increase in
inventory and operating lease vehicles, $347.6anilbf operating expenses, and a $9.1 million iaseein prepaid expenses and other current
assets, partially offset by a $59.8 million incee@saccounts payable and accrued liabilities prilpndue to the timing of vendor payments.

Cash Flows from Investing Activities

Cash flows from investing activities primarily redato capital expenditures to support our growtbperations, including investments in
Model S manufacturing and our stores, service ame&harger network infrastructure, as well agietl cash that we were required to
maintain in relation to facility lease agreemeptgjipment financing, certain vendor credit poliaes our DOE Loan Facility.

Net cash used in investing activities was $618.Haniduring the nine months ended September 304 208imarily related to $601.2
million in purchases of capital equipment and tegland $205.8 million in purchases of short-termkmaiable securities, partially offset by a
$189.1 million in maturity and sales of short-temmarketable securities.

Net cash used in investing activities was $159.8aniduring the nine months ended September 30328imarily related to $174.8
million in purchases of capital equipment and togliincluding $18.5 million related to the purchasadditional land at our Fremont factory
and a transfer of $14.5 million into our dedicaB¥dE accounts in accordance with the provisiony1ef@OE Loan Facility, partially offset by
$29.3 million net transfer out of our dedicated D&f€ount as a result of the termination of our D@BN Facility.

Cash Flows from Financing Activities

Net cash provided by financing activities was $ilBon during the nine months ended Septembe284 and was comprised
primarily of the $2.30 billion aggregate issuan€2@19 Notes and 2021 Notes, $389.2 million from shle of warrants in March and April
2014 in connection with the issuance of these nated $89.9 million received from the exercise@hmon stock options by employees and
the purchase of common stock under our employed gtarchase plan, partially offset by $603.4 milli@lated to the purchase of convertible
note hedges in March and April 2014 in connectidth the issuance of these notes, $35.2 milliorssfiance costs and $8.7 million related to
principal payments on our capital leases.

Net cash provided by financing activities was $6824illion during the nine months ended Septembe28@3 was comprised primarily
of $660.0 million from our Notes offering in May 28, $415.0 million received from our public offgginf common stock and concurrent
private placement
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completed in May 2013, $120.3 million from the salevarrants in May 2013 as part of our Notes dfifgrand $82.2 million received from t
exercise of common stock options by employees h@gtirchase of common stock under our employeé& gtarchase plan; partially offset by
$452.3 million related to our repayment of all daitgling loan principal under the DOE Loan Facil#};77.5 million related to the purchase of
convertible note hedges in May 2013 as part ofNntes offering, $16.4 million of Notes and commewnck issuance costs, $12.7 million
related to our planned quarterly repayment of lpmcipal under the DOE Loan Facility and $6.4 mill related to principal payments on our
capital leases.

Contractual Obligations

During the third quarter of 2014, certain condidamith respect to the closing prices of our comrsimtk in accordance with the terms of
our 2018 Notes were met and therefore, holder®d8 Notes may convert their notes during the fogttarter of 2014. As such, we classified
the $597.6 million carrying value of our 2018 Nogescurrent liabilities on our condensed consatiddtalance sheet as of September 30, 201
Should such closing price conditions be met infthueth quarter of 2014 or a future quarter, 201&ddawill be convertible by their holders
during the immediately following quarter. Similari§ certain conditions are met with respect to 2019 Notes and 2021 Notes in the fourth
quarter of 2014 or a future quarter, the 2019 Nates2021 Notes will be convertible by their hoklduring the immediately following quart

The following table sets forth, as of September28,4, our cash obligations related to our 2018862019 Notes and 2021 Notes that
will affect our future liquidity for the followingperiods (in thousands):

Year Ended December 31

2019 and

Total 2014 2015 2016 2017 2018 thereafter

2018 Notes $ 699,32 $699,320 $ — $ — $ — $ — $ =
2019 Notes 930,35( — 2,30(¢ 2,30( 2,30(¢ 2,30(C 921,15(
2021 Notes 1,492,12! — 17,25( 17,25( 17,25( 17,25( 1,423,12!
Total $3,121,79: $699,32:  $19,55( $19,55( $19,55( $19,55( $2,344,27!

There have been no other material changes frorfuthee contractual obligations disclosed in our AahReport on Form 10-K for the
year ended December 31, 20

Off-Balance Sheet Arrangements

During the periods presented, we did not have alationships with unconsolidated entities or finahpartnerships, such as entities o
referred to as structured finance or special pwmudities, which would have been establishediempurpose of facilitating off-balance sheet
arrangements or other contractually narrow or Bhipurposes.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK
Foreign Currency Risk

Our revenues and costs denominated in foreign iecigs are not completely matched. We commencedetids of Model S in June 20
to customers in North America and to European cuets in August 2013. We recently introduced Mod& €hina, Hong Kong and Japan
and plan to start deliveries in Australia by the ef2014. Through September 30, 2014, a majofitguo revenues have been denominated in
U.S. dollars. However, we have materially greagé#enues than expenses denominated in the Chinaseaywl Norwegian krona, and
materially greater expenses than revenues dencediimathe Japanese yen. Accordingly, if the valud® U.S. dollar depreciates significantly
against currencies where expenses exceed revenuas)sts as measured in U.S. dollars as a pestent revenues will correspondingly
increase which may adversely impact our operatisglts. Conversely, as the value of the U.S. dalpareciates significantly against
currencies where revenues exceed expenses, omues/as measured in U.S. dollars may be reduced.
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As a result of a favorable foreign currency excleaimgpact from foreign currency-denominated assadsliabilities, especially related to
the Japanese yen, we recorded gains of $2.5 mdlicioreign exchange transactions in other incareg,for the three months ended
September 30, 2014.

Interest Rate Risk

We had cash and cash equivalents totaling $2.8@rbds of September 30, 2014. A portion of outhcasd cash equivalents was inve:
in money market funds. Our cash and cash equivabetheld for working capital purposes. We doembér into investments for trading or
speculative purposes. We believe that we do nat hay material exposure to changes in the fairevakia result of changes in interest rates
due to the short term nature of our cash equivslent

As of September 30, 2014, we had $2.96 billion eggte principal amount of convertible senior natgstanding and capital lease
obligations of $22.4 million, all of which are fideate instruments. Therefore, our results of dpera are not subject to fluctuations in interes
rates.

ITEM 4. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our cleeécutive officer and chief financial officer, éwated the effectiveness of our
disclosure controls and procedures as of Septe8thet014. The term “disclosure controls and prooesilias defined in Rules 13a-15(e) and
15d-15(e) under the Exchange Act, means controls amer procedures of a company that are designedstorethat information required to
disclosed by a company in the reports that it flesubmits under the Exchange Act is recorded;ge®ed, summarized and reported, within
the time periods specified in the SEC's rules amthk. Disclosure controls and procedures includiiowt limitation, controls and procedures
designed to ensure that information required tdibelosed by a company in the reports that it fdlesubmits under the Exchange Act is
accumulated and communicated to the company’s neaneugt, including its principal executive and prpadifinancial officers, as appropriate
to allow timely decisions regarding required discie. Based on the evaluation of our disclosurératsnand procedures as of September 30,
2014, our chief executive officer and chief final@fficer concluded that, as of such date, oucld&ire controls and procedures weffective
at the reasonable assurance level.

Management recognizes that any controls and proesdno matter how well designed and operatedpuoavride only reasonable
assurance of achieving their objectives and managenecessarily applies its judgment in evaluattiregcost-benefit relationship of possible
controls and procedures.

Changes in Internal Control Over Financial Reporting

There was no change in our internal control oveairfcial reporting which occurred during the pegogiered by this Quarterly Report on
Form 10-Q, which has materially affected, or issmbly likely to materially affect, our internairdrol over financial reporting.
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PART Il. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS
Securities Litigation

In November 2013, a putative securities class adtwsuit was filed against Tesla in U.S. Dist@durt, Northern District of California,
alleging violations of, and seeking remedies pumstm, Sections 10(b) and 20(a) of the SecuritieshBnge Act of 1934 and Rule 10b-5. The
complaint, which made claims against Tesla an@E®, Elon Musk, sought damages and attoméges on the basis of allegations that, ar
other things, Tesla and Mr. Musk made false analsteading representations and omissions, includiitiy respect to the safety of Model S.
This case was brought on behalf of a putative aassisting of certain persons who purchased Teskcurities between August 19, 2013 anc
November 17, 2013. On September 26, 2014, thecwiat, upon the motion of Tesla and Mr. Musk, d&sad the complaint with prejudic
and indicated that a formal written order will lmethcoming.

Other Matters

From time to time, we are subject to various otegal proceedings that arise from the normal coafdrisiness activities. In addition,
from time to time, third parties may assert intefilal property infringement claims against us i fitbrm of 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

ITEM 1A. RISK FACTORS

You should carefully consider the risks describeldw together with the other information set farthis 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 increase production and deliegof Model S in line with our plans, both of whiacould harm our business and
prospects.

Since we began manufacturing and delivering Model &ine 2012, we have significantly increased petidn and deliveries, and our
plans call for an even greater increase in prodoand deliveries going forward. As part of thifogf we recently completed a new final
assembly line and added more automation to our Bbdp at the Fremont factory. Our ability to furthemp-up high volume Model S
production, including for the Dual Motor Model Shish we will soon begin producing for the first gwill depend upon a number of factors,
including our ability to use these new manufactyipnocesses as planned while maintaining our diegueality levels, our suppliers’ ability to
deliver quality parts to us in a timely manner, afficiently making design changes to ensure coasity high quality. The Model S is an all
new vehicle which we are producing with new empésyasing new equipment and therefore our produgtiooesses are still maturing and
have limited experience with them. To produce daletihat meets our quality standards require® ustefully analyze each step of our
production plan, improve the efficiency of our méaaiuring processes and continue to train our epgas. Our suppliers also must produce
new products in sufficient quantities and qualayreet our demand. Certain suppliers have experiedelays in meeting our demand or have
sought to renegotiate the terms of the supply gaarents, and we continue to focus on supplier ditpedand constraints. Any disruption in
increasing our production level of Model S in linéh our plans could materially damage our brangsitess, prospects, financial condition
operating results.
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In addition, for Model S we have introduced a numifenew manufacturing technologies and technigsesh as aluminum spot welding
systems, which have not been widely adopted irmatliemotive industry; and the Model S has a numbaew and unique design features, s
as a 17 inch display screen, retractable extedor Handles, and all-new dual motor and autop@otitvare, each of which poses unique
manufacturing challenges. Model S production ardivelges will continue to require significant resoas and we may experience unexpected
delays or difficulties that could harm our abilitymaintain full manufacturing capacity for Modeld® cause us to miss planned production
targets, any of which could have a material adveffeet on our financial condition and operatinguiés. Additionally, 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.

Concurrent with the significant increase in oumpled production levels, we will also need to camtimo significantly increase our
deliveries of Model S vehicles. We have limited esience in delivering a high volume of Model S \as, and, in particular, to locations
outside of the United States We may face diffiesltmeeting our delivery and growth plans in Asid #re right hand drive markets we have
entered and will enter later this year, which mapact our ability to achieve our worldwide delivgyyals. If we are unable to ramp up to mee
our delivery goals globally to match our productrate of Model S, this could result in negative lpity, damage our brand and have a
material adverse effect on our business, prospitsicial condition and operating results.

Our ability to grow volume production and deliveriier Model S is subject to certain risks and utaeties, including:

» that our suppliers will be able and willingdeliver components on a timely basis and in thessary quantities, quality and at
acceptable prices to produce Model S in volumeraadh our financial target

« that we will be able to complete any necessajystments to the vehicle design or manufactysiogesses of Model S in a timely
manner that meets our production plan and allowsifgh quality vehicles

« that we will be able to quickly ramp productionfial Motor Model S to keep up with dema

» that we will be able to ramp sales of Model S tigtoaut Asia, especially China, pursuant to our aurtineline;
» that we will be able to adequately respond in @&ljnmanner to any problems that may arise withvetlnicles;

« that we will be able to schedule and complete dei@s at our planned higher volume production k&

« that the equipment or tooling which we havecpased or which we select, including those thapareof our higher capacity
production line that recently became operationdl,be able to accurately manufacture the vehicithiw specified design
tolerances, and will not suffer from unexpectedakd®wns or damage which could negatively affectrtte needed to produce
vehicles in volume

« that we will be able to comply with environmaintworkplace safety, customs and similar reguteticequired to operate our
manufacturing facilities
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» that we will be able to maintain and improvelify controls as we transition to a higher leveimhouse manufacturing process;
and

» that the information technology systems thataneecurrently expanding and improving upon willdfective to manage higher
volume production

Finally, detailed long-term testing of quality,iedility and durability of Model S is ongoing andyanegative results from such testing
could cause production or delivery delays, costaases, or lower quality of our Model S vehicles.

Our long-term success will be dependent upon ouiligbto design, build and achieve market acceptanaf new vehicle models,
specifically Model S and new vehicle models suchvesdel X and Model 3.

Our long-term success is dependent on market amoepbf the Model S sedan and future electric Vehiwe introduce. In the United
States, there is no guarantee that Model S wiltinae to be successfully accepted by the genetalgespecially in the long-term. As we
expand in Europe and Asia, there is no guarantgectistomers in these markets will embrace ourckeshiand if they do not, demand for our
vehicles could be lower than our expectations.

Moreover, there can be no assurance that we walibeto design future electric vehicles that wiet the expectations of our customers
or that our future models, including the Model Xssover, will become commercially viable. To date,have publicly revealed only an early
prototype of the Model X. Work continues on theafination of Model X with the testing of Alpha patypes and initial builds of the first Beta
prototypes. To the extent that we are not ablautlmModel X in accordance with the expectationsated by the early prototype and our
announced specifications and schedule, customeysamael their reservations, our future sales cbeltharmed and investors may lose
confidence in us.

In addition, we have also announced our inteneteetbp Model 3 which we expect to produce at the& Eactory after the introduction
of Model X. We intend to offer this vehicle at aver price point and expect to produce it at highsdumes than our Model S. Importantly, we
anticipate producing Model 3 for the mass markelt thus we will need a high-volume supply of lithisom cells at reasonable prices.

While we intend each of our production vehicles Hrair variants to meet a distinct segment of t®motive market, our vehicles may
end up competing with each other which may delégssand associated revenue to future periods. Klse fail to accurately anticipate
demand for each of our vehicles, this could resuliefficient expenditures and production deldysrthermore, historically, automobile
customers have come to expect new and improvedleamiodels to be introduced frequently. In ordemtet these expectations, we may be
required to introduce on a regular basis new vehiobdels as well as enhanced versions of existhgcle models. As automotive technolog
change, including those specific to electric vedsicwe anticipate our customers will expect uspgrade or adapt our vehicles and introduce
new models in order to continue to provide vehiglh the latest technology. To date, we have Bahiexperience simultaneously designing,
testing, manufacturing, upgrading, adapting anlihgebur electric vehicles as well as limited expace allocating our available resources
among the design and production of multiple velsicle

We may experience significant delays in the desigranufacture and launch of Model X, as well as futivehicles such as Model 3,
which could harm our business and prospects.

We expect Model X deliveries to start in the thauarter of 2015. Any significant delay in the desimanufacture and launch of Mode
could materially damage our brand, business, prtspe
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financial condition and operating results. Autontebnanufacturers often experience delays in thegdemanufacture and commercial release
of new vehicle models. We experienced significasags in launching the Tesla Roadster, which redult additional costs and adverse
publicity for our business. In 2012, we also expeced delays in the ramp of Model S. We may expeedurther delays in launching Mode
which may result in cost overruns and adverse pitpliwork continues on the finalization of Modelth the testing of Alpha prototypes a
initial builds of the first Beta prototypes. Furth®re, we have not yet evaluated, qualified orctetball of our suppliers for the planned
production of Model X. We may not be able to engsaggpliers for the components in a timely manneanaacceptable price or in the
necessary quantities. We will also need to do esxtertesting to ensure that Model X is in compl@amdth applicable NHTSA safety
regulations and obtain EPA and CARB certificatioretission regulations prior to beginning volumedurction and delivery of the vehicles
we are not able to manufacture and deliver Model Xuture vehicles such as Model 3 in a timely nearand consistent with our production
timeline, budget and cost projections, our businessspects, operating results and financial caordiwvill be negatively impacted and our
ability to grow our business will be harmed.

Problems or delays in bringing the Gigafactory oné and operating it in line with our expectation®ald negatively affect us.

To lower the cost of cell production and producksda volume to allow us to grow quickly, we intéto integrate the production of
lithium-ion cells and finished battery packs for eehicles at our new Gigafactory. Our Gigafactpign, however is at an early stage. While
we recently entered into various formal agreemeiitts Panasonic on the Gigafactory, we have vetlg léxperience in building a factory of 1
size and scope planned for the Gigafactory, anelkperience directly in the production of lithiummioells. In addition, to date we have not
finalized agreements with additional Gigafactorytpers that will be co-located at the Gigafactdklgo, the cost of building and operating the
Gigafactory could exceed our current expectationsthe Gigafactory may take longer to bring ontimen we anticipate. If we are unable to
build the Gigafactory in a timely manner to prodbigh volumes of quality lithium-ion cells at reasile prices, then our ability to supply
battery packs to our vehicles, including Model &ading to our schedule and/or at a price thawallus to sell them profitably and in the
guantities we estimate could be constrained. Ay suoblems or delays with Gigafactory could negayi affect our brand and harm our
business, prospects, financial condition and opeyaesults.

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

Our vehicles or vehicles that contain our powensauch as the Toyota RAV4 EV or the Mercedes-Be@4ass EV may contain defet
in design and manufacture that may cause thenommrform as expected or that may require repairekample, our vehicles are highly
dependent on software to operate. Software produetgiherently complex and often contain defentserrors when first introduced, and
changes to software may have unexpected effectdeMbissues experienced by customers include tietested to the software for the 17 inch
display screen, the panoramic roof and the 12battiery. Although we attempt to remedy the Mod@ssies experienced by our customers
rapid manner, such efforts may not be timely otaifhe satisfaction of our customers.

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
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business prospects depend, due to the fact thahlyeecently began production in June 2012. Tlsarebe no assurance that we will be ab
detect and fix any defects in the vehicles pricthteir sale to consumers.

We have experienced product recalls, including ayM009, October 2010, and June 2013, all of whiete unrelated to our electric
powertrain. In May 2009, we initiated a productaikafter we determined that a condition causethbyfficient torquing of the rear inner hub
flange bolt existed in some of our Tesla Roadstss| result of a missed process during the matwiéaof the Tesla Roadster glider, which is
the partially assembled Tesla Roadster that doesambain our electric powertrain. In October 204, initiated a product recall for some of
our Tesla Roadsters after the 12 volt, low voltageiliary cable in a single vehicle chafed agathstedge of a carbon fiber panel in the ver
causing a short, smoke and possible fire behindigié front headlamp of the vehicle. In June 2048, initiated a recall of slightly more than a
thousand Model S vehicles to inspect and repairgeat strikers that may have been compromisedgltine assembly process. Rear seat
strikers are used to retain the rear seat bacés irpright position. Failure of this component rhaye resulted in the collapse of the rear seat
back during a crash. Although the cost of this ltagas not material, and limited to a small numbgtotal Model S’s produced, we may
experience additional recalls in the future, whichild adversely affect our brand in our target ratgkas well as our business, prospects and
results of operations.

Moreover, in January 2014 we implemented a firmwagrgate to address issues with certain Universddild&@onnector NEMA 14-50
adapters, which are part of the charging unitsarachot part of the vehicles themselves, potept@lerheating during charging. We further
announced that we would provide upgraded NEMA 14&dé#@pters to our customers as an additional safggliduch measures do not
adequately address the underlying concerns, olmdsss prospects and results of operations coulthbraed.

Our electric vehicles may not perform consisterthwistomers’ expectations or consistent with ottedricles currently available. For
example, our electric vehicles may not have thalility or longevity of current vehicles, and magtbe as easy to repair as other vehicles
currently on the market. Additionally, while ModgIrecently achieved an overall five star safetingaby NHTSA, there is no guarantee that
future model years or variants or other Tesla vehiwill also attain such safety ratings, and amghsating is not a guarantee of safe product
design or that any individual vehicle will be freeany defect or failure.

Any product defects or any other failure of ourfpemance electric vehicles to perform as expectaddcharm our reputation and result
in adverse publicity, lost revenue, delivery delgy®duct recalls, product liability claims, harexdur brand and reputation, and significant
warranty and other expenses, and could have aialadverse impact on our business, financial doomli operating results and prospects.

We are dependent on our suppliers, the majoritywdfich are single source suppliers, and the inalylibf these suppliers to continue to
deliver, or their refusal to deliver, necessary cpoments of our vehicles in a timely manner at pricejuality levels, and volumes
acceptable to us would have a material adverseaféa our financial condition and operating results

Model S contains numerous purchased parts whickouece globally from over 300 direct suppliers, tiagority of whom are currently
single source suppliers for these components. Wigl®@btain components from multiple sources whenpussible, similar to other automot
manufacturers, the majority of the components usedr vehicles are purchased by us from singlecs®u To date we have not qualified
alternative sources for most of the single soummdponents used in our vehicles and we do not miaitdng-term agreements with a number
of our suppliers.
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While we believe that we may be able to establigrrzate supply relationships and can obtain oirexgg replacement components for
our single source components, we may be unable gwdn the short term, or at all, at prices ottsdsat are favorable to us. In particular,
while we believe that we will be able to secureralate sources of supply for most of our singlesdicomponents in a relatively short time
frame, qualifying alternate suppliers or developing own replacements for certain highly customizehponents of our vehicles may be time
consuming, costly and may force us to make additiorodifications to a vehicle’s design.

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 infutigre with respect to Model S and any
other future vehicle we may produce. In additicecduse we have written agreements in place witm#jerity, but not all, of our suppliers,
this may create uncertainty regarding certain sapglobligations to us, including but not limitéal those regarding warranty and product
liability. Changes in business conditions, warsjggamental changes and other factors beyond ourat@r which we do not presently
anticipate, could also affect our suppliers’ apitid deliver components to us on a timely basistHeumore, if we experience significantly
increased demand, or need to replace certainmgxistippliers, there can be no assurance that adaiupplies of component parts will be
available when required on terms that are favortbles, at all, or that any supplier would allocstéficient supplies to us in order to meet our
requirements or fill our orders in a timely mannarthe past, we have replaced certain suppliecause of their failure to provide components
that met our quality control standards. The losargf single or limited source supplier or the digien in the supply of components from these
suppliers could lead to delays in vehicle deliveti® our customers, which could hurt our relatigoshvith our customers and also materially
and adversely affect our financial condition anéragping results.

Changes in our supply chain have resulted in tisg pad may result in the future, in increased aastdelay. We have also experienced
cost increases from certain of our suppliers ireotd meet our quality targets and developmentliimas 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 cgpaits, and attempting to redesign certain pansake them cheaper to produce. If we are
unsuccessful in our efforts to control and redugepfier 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 prowite components in a timely manner or at the lef’guality necessary to manufacture
our performance electric vehicles such as Moda8dcprevent us from fulfilling customer ordersaimely fashion which could result in
negative publicity, damage our brand and have amahtidverse effect on our business, prospec@ndial condition and operating results.

Finally, in October 2013, we entered into an amesminio our existing supply agreement with PanasGoiporation in order to address
our anticipated short- to medium-term lithium-icattery cell needs. While we expect that this supgifeement, as amended, will provide us
with sufficient cells for the next few years, weyneot be able to meet our long-term needs, inclydion Model 3 and other
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programs we may introduce, without securing add#isuppliers or other sources for cells. We haeemtly signed an agreement with
Panasonic to be our partner in the Gigafactorylancesponsible for, among other things, manufaagucells from there for use in our
products. If we encounter unexpected difficultigghwvour current suppliers, including Panasonic, dimee are unable to fill these needs from
other suppliers, we could experience productioaydelwhich could have a material adverse effeawrfinancial condition and operating
results.

Our future growth is dependent upon consumers’ Wwitjness 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 electgbieles in particular. If the market for electriehicles in North America, Europe and Asia does
not develop as we expect or develops more slovely the expect, our business, prospects, financraiion and operating results will be
harmed. The market for alternative fuel vehiclelatively new, rapidly evolving, characterizedrapidly changing technologies, price
competition, additional competitors, evolving gaveent regulation and industry standards, frequent vehicle announcements and changing
consumer demands and behaviors.

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

» perceptions about electric vehicle qualityesafin particular with respect to lithium-ion bety packs), 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 fires or incideimgolving Model S;

e perceptions about vehicle safety in genergbairticular safety issues that may be attributetti¢ouse of advanced technology,
including vehicle electronics and regenerative ingisystems

* negative perceptions of electric vehicles, saglthat they are more expensive than electric vehicles and are only affordable v
government subsidie

» the limited range over which electric vehicles nbaydriven on a single battery charge and the effefciveather 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 achidealy EVs, which is inherently difficult given numoais factors affecting battery
range;

« concerns about electric grid capacity and bditst, which could derail our past and presenbeff to promote electric vehicles as a
practical solution to vehicles which require gasej

» concerns by potential customers that if thaitdry pack is not charged properly, it may becomgsable and may need to be
replaced

« the availability of alternative fuel vehicles, inding pluc-in hybrid electric vehicles

46



Table of Contents

* improvements in the fuel economy of the internahbastion engine

» the availability of service for electric vehicle

e consumer desire and ability to purchase a luxury automodilene 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 countri

e government regulations and economic incentpresnoting fuel efficiency and alternate forms oémgy as well as tax and other
governmental incentives to purchase and operattrieleehicles

e access to charging stations, standardizatiateatric vehicle charging systems and consumenggptions about convenience and
cost to charge an electric vehicle; ¢

e perceptions about and the actual cost of altereditiel.

In addition, reports have suggested the potertiatktreme temperatures to affect the range oopaence of electric vehicles, and ba
on our own internal testing, we estimate that ahiees may experience a material reduction ineamlgen operated in extremely cold
temperatures. To the extent customers have conabmg such reductions or third party reports wisiahgest reductions in range greater thar
our estimates gain widespread acceptance, outyatoilmarket and sell our vehicles, particularlycolder climates, may be adversely impac

Additionally, we will become subject to regulaticihsit require us to alter the design of our velickehich could negatively impact
consumer interest in our vehicles. For example gbegtric vehicles make less noise than internailmgstion vehicles. Due to concerns about
quiet vehicles and vision impaired pedestriangaimuary 2011, Congress passed and the Presideatislte Pedestrian Safety Enhancement
Act of 2010. The new law requires NHTSA to estdblisinimum sounds for electric vehicles and hybtatgic vehicles when travelling at Ic
speeds. NHTSA issued a notice of proposed rulergaki2013 and plans to finalize a rule as sooroasesime in 2014 with an effective date
that could be implemented as early as Septemi281B. This will begin a three year phase-in scheftul establishing these minimum sounds
in all electric and hybrid electric vehicles. Addithis artificial noise may cause current or pasdraustomers not to purchase our electric
vehicles, which would materially and adversely effieur business, operating results, financial ciioiand prospects.

If we fail to manage future growth effectively asewapidly grow our company, especially internatidlyga we may not be able to
produce, market, sell and service our vehicles sassfully.

Any failure to manage our growth effectively cout@terially and adversely affect our business, ol operating results and financial
condition. We continue to expand our operationaifigantly in North America as well as in Europedafssia. Our future operating results
depend to a large extent on our ability to manhgeexpansion and growth successfully. Risks thafage in undertaking this global expan:
include:

» finding and training new personnel, especially égavimarkets such as Europe and A
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» controlling expenses and investments in anticipatibexpanded operatior
» establishing or expanding sales, service and Shagager facilities in a timely manne
» adapting our products to meet local requirementoimtries around the world; a

e implementing and enhancing manufacturing, logisticd administrative infrastructure, systems andgsses

We intend to continue to hire a significant numbeadditional personnel, including manufacturingseenel, design personnel, engine
and service technicians. Because our high-perfocmaahicles are based on a different technolog§opta than traditional internal
combustion engines, we may not be able to hireviddals with sufficient training in electric vehéd, and we will need to expend significant
time and expense training the employees we do Goepetition for individuals with experience desigy) manufacturing and servicing
electric vehicles is intense, and we may not be #@bhttract, assimilate, train or retain additldrighly qualified personnel in the future, the
failure of which could seriously harm our businge®spects, operating results and financial cooaliti

If we are unable to adequately reduce the manufaatg costs of Model S, control manufacturing codtsr Model X or otherwise
control the costs associated with operating our mg&ss, our financial condition and operating resslwill suffer.

Our production costs for Model S were high initfadlue to start-up costs at the Tesla Factory, naufing inefficiencies including low
absorption of fixed manufacturing costs, higheiidtigs costs due to the immaturity of our supplgiahand higher initial prices for component
parts during the initial period after the launchl aamp of Model S. As we have gradually ramped petidn of Model S, manufacturing costs
per vehicle have decreased. While we expect fudbstreductions to be realized by both us andsoppliers during the next several quarters,
there is no guarantee we will be able to achiefécg&nt cost savings to reach our gross margin pnaditability goals.

We incur significant costs related to procuring ite materials required to manufacture our higlfgparance electric cars, assembling
vehicles and compensating our personnel. We mayiradtsir substantial costs or cost overruns in iasireg the production capability of Model
S and powertrain manufacturing facilities and tbeent launch in Asia. Furthermore, if we are unableroduce Model X pursuant to our plan
due to cost overruns or other unexpected costspayenot be able to meet our gross margin targets.

Furthermore, many of the factors that impact owrafing costs are beyond our control. For exantpiecosts of our raw materials and
components, such as lithium-ion battery cells amahum used to produce body panels, could incrdasdo shortages as global demand for
these products increases. Indeed, if the populafigfectric vehicles exceeds current expectatwitfsout significant expansion in battery cell
production capacity and advancements in battehteghinology, shortages could occur which wouldiltes increased material costs to us or
potentially limit our ability to expand productioAdditionally, we may be required to incur subsiannarketing costs and expenses to prot
our vehicles, including through the use of tradiibmedia such as television, radio and print, éliengh our marketing expenses to date hav
been relatively limited as we have to date relipdruunconventional marketing efforts. If we arehlaao keep our operating costs aligned "
the level of revenues we generate, our operatisigtss business and prospects will be harmed.
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We may fail to meet our publicly announced guidanoeother expectations about our business, whichulkbcause our stock price to
decline.

We occasionally provide guidance regarding our etgqzkbfinancial and business performance, suchasqgtions regarding the number
vehicles we hope to sell, produce or deliver imfatperiods and anticipated future revenues, grnasgins, profitability and cash flows.
Correctly identifying the key factors affecting Iness conditions and predicting future eventsh®iantly an uncertain process. Our guidance
is based in part on assumptions which includeabainot limited to, assumptions regarding:

« our ability to achieve anticipated production aabks volumes and projected average sales pricéddddel S and Model X in Nort
America, Europe and Asi

e supplier and commodi-related costs; ar

» planned cost reduction

Such guidance may not always be accurate or mayfn@n actual results due to our inability to meat assumptions and the impact on
our financial performance that could occur as altexd the various risks and uncertainties to ousibess as set forth in these risk factors, or
because of the way that applicable accounting malgsire us to treat new product and service oftgrithat we may offer. We offer no
assurance that such guidance will ultimately baigte, and investors should treat any such guidaitbeappropriate caution. If we fail to
meet our guidance or if we find it necessary toseguch guidance, even if such failure or revissoseemingly insignificant, investors and
analysts may lose confidence in us and the maglaevof our common stock could be materially angeaskly affected.

Our vehicles make use of lithium-ion battery cellghich have been observed to catch fire or vent kmand flame, and such events
have raised concerns, and future events may leaddditional concerns, about the batteries used it@motive applications.

The battery pack in our vehicles and the batteckp#hat we sell to Toyota and Daimler make udéhifim-ion cells. On rare occasions,
lithium-ion cells can rapidly release the energgytibontain by venting smoke and flames in a matiragrcan ignite nearby materials as well ac
other lithium-ion cells. Extremely rare incidenfdaptop computers, cell phones and electric vehiattery packs catching fire have focused
consumer attention on the safety of these cells.

These events have raised concerns about the battesgd in automotive applications. To addres&theestions and concerns, a numbet
of cell manufacturers are pursuing alternativediti-ion battery cell chemistries to improve safétje have designed the battery pack to
passively contain any single cell’s release of gnevithout spreading to neighboring cells. Howeweg, have delivered only a limited number
of our vehicles to customers and have limited festgerience with them. We have also only deliverdichited number of battery packs to
Toyota and Daimler. Accordingly, there can be rsuagnce that a field or testing failure of our wéds or other battery packs that we produce
will not occur, which could damage the vehicleead to personal injury or death and may subjett lsvsuits. We may have to recall our
vehicles or participate in a recall of a vehiclattbontains our battery packs, and redesign otefygbacks, which would be time consuming
and expensive. Also, negative public perceptioganding the suitability of lithium-ion cells for tamotive applications or any future incident
involving lithium-ion cells such as a vehicle ohet fire, even if such incident does not involveamuld seriously harm our business.
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In addition, we store a significant number of lithi-ion cells at our manufacturing facility. Any méndling of battery cells may cause
disruption to the operation of our facilities. Whilve have implemented safety procedures relatdtethandling 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. Moreovany failure of a competitor’s electric vehiclepecially those that use a high volume of
commodity cells similar to Tesla’s vehicles, maysaindirect adverse publicity for us and our elestehicles. Such adverse publicity would
negatively affect our brand and harm our busingssspects, financial condition and operating rasult

We have a history of losses and have to deliveni§igant cost reductions to achieve sustained, letegm profitability and long-term
commercial success.

We have had net losses on a GAAP basis in eacleqsimce our inception, except for the first gaadf 2013. Even if we are able to
continue to increase Model S production and saidsbagin to produce and sell Model X, there candassurance that we will be profitable.
In order to achieve profitability as well as loreggsh commercial success, we must continue to acluerplanned cost reductions, control our
operational costs while producing quality vehiciesrease our production rate, maintain strong dehiia North America, and grow demand
abroad in Europe and Asia. Failure to do one orenodithese things could prevent us from achievirgianed, long-term profitability.

The introduction of our resale value guarantee afehsing programs may result in lower revenues andffis and exposes us to resale
risk to the extent many customers elect to retuneit vehicles to us and the residual values are éawhan our estimates.

In 2013 we began offering a resale value guaratiote# customers who purchased a Model S in theddrfstates and Canada and
financed their vehicle through one of our specifiedhmercial banking partners. In April and OctobEP014, we started offering leasing to
business customers and individual customers, réspBg including through Tesla Finance, our captfinance company. Both the resale value
guarantee program and leasing offered through TFésknce lower our revenues as compared to casthasgs and both expose us to the risk
that any vehicles repurchased or returned to usruhé programs may be resold by us for pricestless we estimate.

Under the resale value guarantee program, Modak®mers have the option of selling their vehidekto us during the period of 36 to
39 months following delivery for a pre-determinedale value. As a result of this resale value giieesand customers having the option of
selling their vehicles to us, we apply lease actiogrto such purchases, which defers the recognafche associated revenues over time
instead of full recognition at vehicle delivery.thbugh the resale value guarantee does not impadash flows and liquidity at the time of
vehicle delivery, a significant uptake under thisgram could have a significant adverse impactwmear term GAAP revenues and opera
results.

Under the leasing program offered through Teslamkde, we lease vehicles directly to customers.dbusts have the option of
purchasing their vehicles at the stated valueérig¢hsing contract or returning their vehiclesgoWe apply lease accounting to such purch
Unlike the resale value guarantee program, we reegive only a very small portion of the price of tkehicle from our customers at the tim
purchase, and instead will receive a stream otlpagments. To the extent we expand this progratraeunable to secure appropriate
financing, our cash flow and liquidity, as well@s near term GAAP revenues and operating resudtdd be negatively impacted.
Furthermore, we are exposed to the risk that custeffail to pay their lease payments on time amgring to the terms of our leasing
contracts.
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Under both programs, we are exposed to the rigklileavehiclesresale value may be lower than our estimates anddlume of vehicle
returned to us may be higher than our estimateghaould impact our future cash flows and/or gadfility. Currently, there is only a very
limited secondary market for our electric vehidleparticular, and electric vehicles in generalwdrich to base our estimates, and such a
secondary market may not develop in the future.@®sidual value and return volume estimates cordgepto be incorrect, either of which
could harm our financial condition and operatingutes.

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 raatenials. Any such increase or sup
interruption could materially and negatively impaat business, prospects, financial condition gmetating results. We use various raw
materials in our business including aluminum, steiekel and copper. The prices for these raw rmagefluctuate depending on market
conditions and global demand for these materiatscanld adversely affect our business and operagisglts. For instance, we are exposed to
multiple risks relating to lithium-ion cells. Thesgeks include:

» the inability or unwillingness of current battenanufacturers to build or operate battery celhofacturing 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 ygirst the U.S. dollar as our battery cell purchase currently denominated in
Japanese ye

Our business is dependent on the continued supfigttery cells for our vehicles’ battery packsaal as for the battery packs we
produce for other automobile manufacturers. Whigebglieve several sources of the battery cellsaadable for such battery packs, we have
fully qualified only one supplier for the cells asi such battery packs and have very limited Baity in changing cell suppliers. Any
disruption in the supply of battery cells from swemndors could disrupt production of Model S andhef battery packs we produce for other
automobile manufacturers until such time as a diffesupplier is fully qualified. Furthermore, fluations or shortages in petroleum and othe
economic conditions may cause us to experiencéfisant increases in freight charges and raw makeosts. Substantial increases in the
prices for our raw materials or prices chargedstosuch as those charged by our battery cell matwréas, would increase our operating costs
and could reduce our margins if we cannot recoaprtbreased costs through increased electric \epiites. There can be no assurance that
we will be able to recoup increasing costs of raatarials by increasing vehicle prices. Any attentptsicrease Model S or future vehicle
prices in response to increased raw material costll be viewed negatively by our customers, raauttincellations of vehicle orders and
reservations and could materially and adverselycatbur brand, image, business, prospects andtomerasults.

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

Occasionally, third parties evaluate or publishiisoregarding our vehicles. For example, in 20E3New York Times published a
review of the Model S and our Supercharger network route from
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Washington, D.C. to Boston. Despite instructionthicontrary regarding proper charging of the elehithe reporter did not follow all
recommendations, and therefore the Model S fadetbmplete the journey under its own power and\tMeTimes reporter published a
negative review. The story created a negative pyddirception about Model S, its capabilities aredSkipercharger network. To the extent that
negative comments about us or our products areusaliby the public, this may cause current or fi@lecustomers not to purchase our elec
vehicles, including Model S and Model X, which aaaterially and adversely affect our business, dpayaesults, financial conditions and
prospects.

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

Our distribution model is not common in the autoitemdustry today, particularly in the United &tst We plan to continue to sell our
performance electric vehicles in companyned Tesla stores and over the internet. Whiléelieve our approach is important to the succe
our technology and vehicles, this model of vehitigribution is relatively new and unproven, espbyiin the United States, and subjects us t
substantial risk as it requires, in the aggregatggnificant expenditure and provides for slowgramsion of our distribution and sales systems
than may be possible by utilizing a more traditiatealer franchise system. For example, we do tilitailong-established sales channels
developed through a franchise system to increaseades volume, which may harm our business, prtspfinancial condition and operating
results. Moreover, we compete with companies wighi-@stablished distribution channels.

We have opened Tesla stores in North America, e the Asia Pacific Region, many of which hagerbopen for only a short
period of time. We have relatively limited expegerdistributing and selling our performance velsicleough our Tesla stores, especially in
Asia. Our success will depend in large part onahility to effectively develop our own sales chasrand marketing strategies. Implementing
our business model is subject to numerous sigmifichallenges, including obtaining permits and apals from local and state authorities, anc
we may not be successful in addressing these clgalée The concept and layout of our interactiveestovhich are typically located in high
profile retail centers, is different than what Ipasviously been used in automotive sales. We dd&moiv whether our store strategy will
continue to be successful. We may incur additiooats in order to improve or change our retailtetia

Other aspects of our distribution model also diffem those used by traditional automobile manufats. For example, we do not
anticipate that we will ever carry a significant@mt of vehicle inventory at our stores and custsmeay need to wait up to a few months
from the time they place an order until the timeytheceive their vehicle. This type of custom mawtifring is unusual in the premium sedan
market in the United States and it is unproven twiethe average customer will be willing to waistamount of time for such a vehicle. If
customers do not embrace this ordering and retpérence, our business will be harmed.

We may become subject to product liability claimdich 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 resulitingersonal injury or death. Our risks in thisaasee particularly pronounced given the
limited number of vehicles delivered to date andtkd field experience of those
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vehicles. A successful product liability claim aggtius could require us to pay a substantial moyeisard. Moreover, a product liability cla
could generate substantial negative publicity alooutvehicles and business and inhibit or preventroercialization of other future vehicle
candidates which would have material adverse effeaur brand, business, prospects and operatiudfseWe self-insure against the risk of
product liability claims, meaning that any prodliability claims will have to be paid for from corapy funds, not by insurance. Any lawsuit
seeking significant monetary damages may have arrabadverse effect on our reputation, businessfimancial condition. We may not be
able to secure additional product liability insurartoverage 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 such a policy.

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

We are currently expanding and improving our infation technology systems, including implementing ireternally developed
systems, to assist us in the management of oundsssi In particular, our volume production of Mo8etecessitates continued development,
maintenance and improvement of our information netbgy systems in the U.S. and abroad, which irejieduct data management,
procurement, inventory management, production pregnand execution, sales, service and logisticaledenanagement, financial, tax and
regulatory compliance systems. These systems suppiooperations and enable us to produce ModeldSwture vehicles like Model X in
volume. The implementation, maintenance and impr@ré of these systems require significant managetimee, support and cost. Moreover,
there are inherent risks associated with develgpmgroving and expanding our core systems as ageiinplementing new systems, including
the disruption of our data management, procurenmeabufacturing execution, finance, supply chain salds and service processes. These
risks may affect our ability to manage our data imweéntory, procure parts or supplies or manufagtsell, deliver and service vehicles, or
achieve and maintain compliance with, or realizailable benefits under, tax laws and other applecatgulations.

We cannot be sure that these expanded systemsioretuired functionality will be effectively imginented or sufficiently maintained
we do not successfully implement, improve or mainthese systems, our operations may be disruptedability to accurately and/or timely
report our financial results could be impaired; deficiencies may arise in our internal control iofigancial reporting, which may impact our
ability to certify our financial results. If thesgstems or their functionality do not operate aswgect them to, we may be required to expend
significant resources to make corrections or filteraative sources for performing these functions.

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

We continue to deploy Tesla Superchargers in theedistates, Europe and Asia. Tesla Supercharges metwork of charging stations
designed to provide fast-charge capability to owrdémModel S vehicles with the Supercharging optidie intend to expand the Tesla
Supercharger network throughout the U.S., Canadiade and Asia, but we may be unable to do so@aenumber of factors, including the
inability to secure, or delays in securing, suigdblcations and permits, problems negotiating eagth landowners or obtaining required
permits for such locations, difficulties in intecfag with the infrastructures of various utilityropanies and greater than expected costs and
difficulties of installing, maintaining and openagj the network.
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We may also be unable to expand the Supercharggoneas fast as we intend or as the public expect® place the charging stations
in places our customers believe to be optimal.Heurhore, even where Superchargers exist, the isiaggaumber of Model S vehicles as well
as future vehicles such as Model X may oversatuhgt@vailable charging bays at such Supercharigading to increased wait times and
dissatisfaction for customers. In addition, as @weehannounced that we will not be charging ourarusts to access this network in addition to
what they have already paid for their vehicles, sigpificant unexpected costs that we encountdrentirely be borne by us and may harm ou
operating results. Although our Supercharger netwsintended to address customer concerns regaholing-distance travel, this network may
not result in increased reservations or sales addWi§ or future vehicles like Model X. If our Suplearger network is not expanded as curre
planned or as quickly as planned, we may not redliz benefits of our Supercharger network andasiness and operating results could be
materially affected.

If we are unable to design, develop, market and selw electric vehicles that address additional rker opportunities, our business,
prospects and operating results will suffer.

We may not be able to successfully develop newtrsdeaehicles, address new market segments or dp\aekignificantly broader
customer base. In 2012, we publicly revealed aly gaototype of the Model X crossover as the firshicle we intend to develop by leverag
the Model S platform. We have also announced denirto develop Model 3 based on a smaller platfitram the Model S which we expect to
produce at the Tesla Factory after the introductibiodel X. Model 3 is currently planned to beoaver cost, smaller sedan designed for the
mass market. Therefore, we intend to manufacturdeV1d in significantly higher volumes than Modeh®d there can be no assurance we car
successfully scale our business accordingly. Intiathd we have not yet finalized the design, engiieg or component sourcing plans for
Model 3 and there are no assurances that we wableeto bring this vehicle to market at the ppo@nt and in the volume that we currently
intend, if at all. The market for vehicles in thécp range we expect for Model 3 is much more cditipe than for Model S and Model X, and
therefore margins are likely to be lower compameibdel S and Model X margins. Our efforts to maidire and sell a sufficiently profitable
Model 3 may not be as successful, and therefordasiness, prospects and operating results magrs@fir failure to address additional
market opportunities would harm our business, ot financial condition and operating results.

The automotive market is highly competitive, and way not be successful in competing in this indystWe currently face
competition from new and established competitorgiagxpect to face competition from others in thedez.

The worldwide automotive market, particularly fdteanative fuel vehicles, is highly competitive tydand we expect it will become ey
more so in the future. Other automobile manufactueatered the electric vehicle market at the dDb0 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.
Mitsubishi has been selling its fully electric iMiEin Japan since April 2010 and Nissan has bedimgehe fully electric Nissan Leaf since
December 2010. In the past few years, Ford hagdatred the fully electric Ford Focus, Renault Imioduced the fully electric Renault
Fluence, and Fiat has introduced the Fiat 500engmthers. Moreover, BMW has introduced the fulgc&ic BMW i3 and Volkswagen plans
to introduce its fully electric e-Golf in 2014. &ddition, several manufacturers, including Genktatiors, Toyota, Ford, and Honda, are each
selling hybrid vehicles, and certain of these maoufrers have announced plug-in versions of thairiti vehicles. For example, in December
2010, General Motors introduced the Chevrolet Maltich is a plug-in hybrid vehicle that operatesghyion electric power for a limited
number of miles, at which time an internal comharsgngine engages to recharge the battery pack.
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Moreover, it has been reported that many of therddrge OEMs, such as Daimler, Lexus and Audiaise developing electric vehicles.
Several new start-ups have also entered or anndyslars to enter the market for performance elewethicles. Finally, electric vehicles have
already been brought to market in China and othexidgn countries and we expect a number of thosaufaaturers to enter the United States
market as well.

Most of our current and potential competitors hsigmificantly greater financial, technical, manutaag, 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 ceistord industry relationships than we do.
In addition, almost all of these companies havgéoroperating histories and greater name recogritian we do. Our competitors may be in &
stronger position to respond quickly to new tecbgis and may be able to design, develop, marldesalhtheir products more effectively.
Additionally, we have not in the past, and do natently, offer customary discounts on our vehidikes most of our competitors do.

We expect competition in our industry to intensifithe future in light of increased demand for radggive fuel vehicles, continuing
globalization and consolidation in the worldwiddamotive industry. Factors affecting competitionlirde product quality and features,
innovation and development time, pricing, reliagiijlsafety, 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 results 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 customerstoaic new customers at the prices and levelswbald allow us to generate attractive rates
of return on our investment. Increased competitiould result in price reductions and revenue shlistfloss 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 volagilwhich may lead to lower vehicle unit sales ardlarsely affect our operating
results.

Volatility of demand in the automobile industry mamaterially and adversely affect our business, ots, 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 autormaéndustry sources, sales of passenger vehitlderth America during the fourth quarter
of 2008 were over 30% lower than those during #mesperiod in the prior year. Demand for automosslles 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
currently or will sell our electric vehicles, suak Europe and Asia, will impact our business, protpand operating results as well. Demand
for our electric vehicles may also be affecteddmtdrs directly impacting automobile price or tlestoof purchasing and operating automob
such as sales and financing incentives, priceawfmaterials and parts and components, cost obfugtlgovernmental regulations, including
tariffs,
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import regulation and other taxes. Volatility inntend may lead to lower vehicle unit sales and amed inventory, which may result in further
downward price pressure and adversely affect osinless, prospects, financial condition and opegatisults. These effects may have a more
pronounced impact on our business given our ratismaller scale and financial resources as coadpa many incumbent automobile
manufacturers.

If we are unable to establish and maintain confidemin our long-term business prospects among conswsnanalysts and within our
industry, then our financial condition, operatingesults, 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 theyraot convinced that our business will succeedelfare required to curtail our expansion
plans in the future as we have done in the pastnthy result in negative perceptions regardinglang-term business prospects and may leac
to cancellations of Model S or Model X orders aeservations.

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 aktnsave believe that, in our case, the task
of maintaining such confidence may be particuladynplicated by factors such as the following:

e our limited operating history

» unfamiliarity with or uncertainty about Model X afture Tesla vehicle:

* uncertainty about the lo-term marketplace acceptance of alternative fueicketigenerally, or electric vehicles specifica
» the perceived prospect that we will need ongoirfigsions of external capital to fund our plannedrafiens;

» the size of our expansion plans in comparison taeaisting capital base and scope and history efafpns; ant

» the prospect or actual emergence of directagexd competitive pressure from more establislwonaakers, 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 additidioads when needed.
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We have limited experience servicing our vehiclespecially in certain regions outside of the Unit&tates, and we are using a
different service model from the one typically usiedthe industry. If we are unable to address thergice requirements of our existing
and future customers, our business will be matelyadnd adversely affected.

If we are unable to successfully address the sereiquirements of our existing and future custoraackmeet customer expectations
regarding service, our business and prospectdwithaterially and adversely affected. We have éthiéxperience servicing our vehicles,
especially in Europe and Asia. Servicing electabieles is different than servicing vehicles witkernal combustion engines and requires
specialized skills, including high voltage trainiagd servicing techniques. If we are unable te&atiorily service our customers and the
various service related issues that they are famiigmay face in the future, our ability to genem@istomer loyalty, grow our business and sel
additional Model S vehicles could be impaired.

We service our performance electric vehicles thihooigr company-owned Tesla service centers, cesfadur stores, and through our
mobile service technicians known as the Tesla Rangtowever, certain service centers have been fgpesiort periods, such as those outsid
of the United States, and to date we have onlytdichexperience servicing our performance vehidiélsese locations. We will need to open
new standalone service centers in locations arthumevorld and hire and train significant numbersefv employees to staff these service
centers and act as Tesla Rangers in order to sfatlgsnaintain our fleet of delivered performaralectric vehicles. We only implemented our
Tesla Rangers program in October 2009 and haveeliheixperience in deploying them to service outarusrs’ vehicles. There can be no
assurance that these service arrangements omttediexperience servicing our vehicles will addglygaddress the service requirements of
our customers to their satisfaction, or that we adlve sufficient resources to meet these seregairements in a timely manner as the volume
of vehicles we are able to deliver annually incesas

We do not expect to be able to open Tesla serdneecs in all the geographic areas in which oustand and potential customers may
reside. In order to address the service needssbdiers who are not in geographical proximity to service centers, we plan to either
transport those vehicles to the nearest Tesla stagervice center for servicing or deploy our nBiesla Rangers to service the vehicles a
customer’s location. These special arrangementshaaxpensive and we may not be able to recoupasis of providing these services to oul
customers. In addition, a number of potential austic may choose not to purchase our vehicles beadube 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 impactuorbosiness, financial condition, operating resaitd prospects.

Traditional automobile manufacturers in the UniBtdtes 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 iamglunclear when or even whether such thirdypsetrvice 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.

In addition, the motor vehicle industry laws in ryaatates require that service facilities be avédlatith respect to vehicles physically
sold from locations in the state. Whether theseslaxuld also require that service facilities beilade with respect to vehicles sold over the
internet to consumers in a state in which we havphysical presence is uncertain. While we bel@mweTesla Ranger program and our prac
of transporting customers’ vehicles to our neafesia service center would satisfy regulators @s¢hcircumstances, 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 prahitanufacturers from being licensed as a dealactimg in the capacity of
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dealer also restrict manufacturers from providiegigle service. If issues arise in connection whtse laws, certain aspects of Tesla’s service
program would need to be restructured to compli sfate law, which may harm our business.

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

Our business and prospects are heavily dependemiraability to develop, maintain and strengthem Tiesla brand. Any failure to
develop, maintain and strengthen our brand mayna#iyeand adversely affect our ability to sell thkodel S, Model X, Model 3 and other
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 positioningoeand will likely depend significantly ¢
our ability to provide high quality electric canscamaintenance and repair services, and we haydikgted experience in these areas. Any
problems associated with the Toyota RAV4 EV anddddes-Benz Belass EV, both of which use a Tesla powertrairtherModel X may hu
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 i@ndh 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 tratitimedia such as television, radio and print
The automobile industry is intensely competitived a&ve 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 relsti@s and substantially greater marketing resouf@swe do. If we do not develop and
maintain a strong brand, our business, prospéantmdial condition and operating results will betemilly and adversely impacted.

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

Automobile enthusiasts may seek to “hack” our viglsito modify its performance which could compranighicle safety systems. Also,
we are aware of customers who have customizedwhhicles with after-market parts that may compsmmriver safety. For example, some
customers have installed seats that elevate therdsiich that airbag and other safety systems dmittbmpromised. Other customers have
changed wheels and tires, while others have iestddirge speaker systems that may impact the ieldctiystems of the vehicle. We have not
tested, nor do we endorse, such changes or prodinetddition, customer use of improper externaéliog or unsafe charging outlets can
expose our customers to injury from high voltagee#lcity. 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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Our plan to expand our network of Tesla stores,\dee centers and Superchargers will require sigodint cash investments and
management resources and may not meet our expamtativith respect to additional sales of our electviehicles. In addition, we may
not be able to open stores or service centers made states or Superchargers in desired locations.

Our plan to expand our network of Tesla storesjiseicenters and Superchargers will require sigaift cash investments and
management resources and may not meet our exjpestatith respect to additional sales of our eleatehicles. This ongoing global expans
may not have the desired effect of increasing sateisexpanding our brand presence to the degregenanticipating. Furthermore, there can
be no assurances that we will be able to exparti@budget or timeline we have established. Wealslh need to ensure we are in complianc
with any regulatory requirements applicable togake and service of our vehicles in those jurigalist, which could take considerable time anc
expense. If we experience any delays in expandingnetwork of Tesla stores, service centers anei@hpargers, this could lead to a decrease
in sales of our vehicles and could negatively inhpae business, prospects, financial condition @perating results. We have opened Tesla
stores and service centers in major metropolitaasathroughout North America, Europe and Asia,vaaglan to open additional stores and
service centers worldwide to support our ongoingldwide Model S rollout. We have also rapidly exgad our Supercharger network in the
U.S., Europe and China. However, we may not betabéxpand at a sufficient rate and our planneduegion will require significant cash
investment and management resources, as welliagpéy in the execution of establishing these tiores and in hiring and training the
necessary employees to effectively sell and sexticesehicles.

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 jurisdieti 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 méd#y and adversely affect our ability to sell
our electric vehicles.” Additionally, we may face potential difficulties finding suitable Supercharger sites in desiredtions, negotiating
leases or obtaining required permits for such looat

We face risks associated with our international epons and expansion, including unfavorable regutary, political, tax and labor
conditions and establishing ourselves in new markedll of which could harm our business.

We face various risks associated with our inteamati operations and expansion. We currently hategriational operations and
subsidiaries in various countries and jurisdictionEurope and Asia that are subject to the lggaltical, regulatory and social requirements
and economic conditions in these jurisdictions. ifiddally, as part of our growth strategy, we vadintinue to expand our sales, maintenance,
repair and Supercharger services internationadigtiqularly in China. However, we have limited exipace to date selling and servicing our
vehicles internationally, as well as limited expege installing and operating Superchargers intiemelly, and international expansion requ
us to make significant expenditures, includingdb&ablishment of local operating entities, hirifigogal employees and establishing facilities
in advance of generating any revenue. We are suigjecnumber of risks associated with internatfitmssiness activities that may increase our
costs, impact our ability to sell our electric velas and require significant management attenfibese risks include:

» conforming our vehicles to various internationaukatory and safety requirements where our vehatessold, or homologatio
« difficulty in establishing, staffing and managiraréign operations
» difficulties attracting customers in new jurisdans;

» foreign government taxes, regulations and pereguirements, including foreign taxes that we maybe able to offset against
taxes imposed upon us in the United States, amifyiotax and other laws limiting our ability to egpate funds to the United
States
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» fluctuations in foreign currency exchange rated interest rates, including risks related to iatgrest rate swap or other hedging
activities we undertake

» our ability to enforce our contractual and li@etual property rights, especially in those fgrecountries that do not respect and
protect intellectual property rights to the samtenkas do the United States, Japan and Europeetries, which increases the risk
of unauthorized, and uncompensated, use of ountdody;

» United States and foreign government trade regtnist customs regulations, tariffs and price ohexge controls

» 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

Additionally, as we have expanded into new intaomatl markets, we have faced challenges with enguhat our charging equipment

works successfully with the charging infrastructirsuch markets. For example, we have encoungereld challenges in Norway. These types
of issues could also arise as we enter into andrekp other new markets, such as China. If custe@eerience problems with the way our

charging equipment works with the local charginfgastructure, or we are unable to adapt our equiptiweresolve such problems, then the
viability and acceptance of our vehicles in suchlkeats could be materially and adversely affected.

If we fail to successfully address these risks,lmsiness, prospects, operating results and finhoondition could be materially harmed.

Foreign currency movements relative to the U.S.ldolcould harm our financial results.

Our revenues and costs denominated in foreign ciege are not completely matched. As we increasedVi® deliveries in markets
outside of the United States, we may have great@nues than costs denominated in other curresg@sas the Norwegian kroner, Chinese
yuan and the euro, in which case a strengthenitigeodollar would tend to reduce our revenues assored in U.S. dollars. In addition
portion of our costs and expenses have been, arathtigdpate will continue to be, denominated irefgn currencies, including the Japanese
yen, the euro, the Chinese yuan and the Britismgoli we do not have fully offsetting revenueshese currencies and if the value of the |
dollar depreciates significantly against theseangies (especially against the Japanese yen)psts as measured in U.S. dollars as a percen
of our revenues will correspondingly increase androargins will suffer. As a result, our operatiegults could be adversely affected.
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Developments in alternative technologies or improwvents in the internal combustion engine may matdiyaadversely 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 develophamd 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, ouncertainty regarding, government and economic értives in the U.S. and abroad
could have a material adverse effect on our busisigfinancial condition, operating results and prosgts.

Any reduction, elimination of government and ecoimimcentives because of policy changes, the raedlneed for such incentives due to
the customer base of our electric vehicles, fiightening or other reasons may result in the dishied competitiveness of the alternative fuel
vehicle industry generally or our electric vehidieparticular. This could materially and adversaffect our growth as well as our business,
prospects, financial condition and operating resa$ our growth depends, in part, on the avaitglaihd amounts of government incentives.
For example, we currently benefit from certain egéons in the United States, such as from Calitostate sales and use taxes. Also,
government programs have been enacted in Europerigvthe purchase of electric vehicles, includitigincentives that discourage the use of
gas-powered vehicles. In Norway, for example, tiwelpase of electric vehicles is not currently sabje import taxes, taxes on non-recurring
vehicle fees, or the 25% value added tax or othechase taxes that apply to the purchase of gaggolwehicles. In the event that such
government programs are reduced or eliminatedheoavailable benefits thereunder are exhausteigetiran anticipated, sales of electric
vehicles, including our Model S, could be adversdfgcted. In addition, customers in certain maskaty delay taking delivery of their Tesla
vehicles if they believe that certain EV incentivalfi be available at a later date, and this magatizely affect our ability to achieve our
planned delivery targets.

Our strategic relationships with third parties, shas Daimler, Toyota and Panasonic, are subject/ezious risks which could
adversely affect our business and future prospects.

Our strategic relationships third parties, sucbagnler, Toyota and Panasonic, pose various riskst including potential loss of access
to important technology and vehicle parts, potémdiss of business and adverse publicity to ountdianage if there are defects or other
problems discovered with the electric powertraimponents that Daimler and Toyota have incorporatidtheir vehicles. In addition, these
third parties may not perform as expected undelagueements with them, and we may have disagresredisputes with these third parties.
The occurrence of any of the foregoing could adlgraffect our business, prospects, financial ciooliand operating results.

Any failure to execute on the Daimler B-Class EVagram could hurt our reputation as well as our piitdbility on this program.

We have worked with Daimler to develop a full etecpowertrain for a Daimler Mercedes-Benz B-CI&S6vehicle. We have
substantially completed our development serviceleuthis B-Class program and commenced producfi@heotric powertrains and battery
packs for Daimler. The supply agreement for thesedycts contemplates customary obligations of e s timely deliveries, warranty and
product defect obligations. If we fail to meet thebligations, or if we exceed our current cosfgaiions for producing these products, our
profitability on this program will suffer and tht®uld have a negative impact on our operating t&sul
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The operation of our vehicles is different from ietnal combustion engine vehicles and our customeray experience difficulty
operating them properly, including difficulty trarifoning between different methods of braking.

We have designed our vehicles to minimize incormecé and inadvertent driver damage to the powaerthaicertain instances, these
protections may cause the vehicle to behave in Wetsare unfamiliar to drivers of internal combastvehicles. For example, we employ
regenerative braking to recharge the battery packast 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 by the vehiabeoAdingly, our customers may have difficulty sihigt between different methods of braki
In addition, we use safety mechanisms to limit médoque when the powertrain system reaches elévateperatures. In such instances, the
vehicle’s acceleration and speed will decreasallyinf the driver permits the battery pack to stamtially deplete 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 unexpecte

There can be no assurance that our customerspeithte the vehicles properly, especially in thésmasons. Any accidents resulting
from such failure to operate our vehicles propeduyld harm our brand and reputation, result in estveublicity and product liability claims,
and have a material adverse effect on our busipesspects, financial condition and operating rtsstih addition, if consumers dislike these
features, they may choose not to buy additional fram us, which could also harm our business aosgpects.

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 vehielthnology. As technologies change, we plan toaggor adapt our vehicles and introduce
models in order to continue to provide vehicleswtiite latest technology, in particular battery tethnology. However, our vehicles may not
compete effectively with alternative vehicles if we not able to source and integrate the latebhtdogy into our vehicles. For example, we
do not currently manufacture battery cells, whicikes us dependent upon other suppliers of batéfiryechnology for our battery packs.

If we are unable to attract and/or retain key empkes and hire qualified management, technical, v@giengineering and
manufacturing personnel, our ability to compete ddwbe harmed and our stock price may decline.

The loss of the services of any of our key emplsyerild disrupt our operations, delay the develaprard introduction of our vehicles
and services, and negatively impact our businessppcts and operating results as well as causgt@ek 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 &ey employees is bound by an employment agreemeuity specific term. There can be no
assurance that we will be able to successfulhaettnd retain senior leadership necessary to gumvbusiness. Our future success depends
upon our ability to attract and retain our exeogitbfficers and other key technology, sales, mangetngineering, manufacturing and support
personnel and any failure to do so could adversely
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impact our business, prospects, financial condiind operating results. We have in the past andimgéne future experience difficulty in
retaining members of our senior management teawelss technical, vehicle engineering and manufaeg personnel due to various factors,
such as a very competitive labor market for taléimelividuals with automotive experience. In adulitiwe do not have “key person” life
insurance policies covering any of our officerotrer key employees.

Currently in Northern California, there is increagicompetition for talented individuals with theesfalized knowledge of electric
vehicles, software engineers, manufacturing engsnaed other skilled employees and this competaibects both our ability to retain key
employees and hire new ones. Our continued sudegeEnds upon our continued ability to hire new @ygés in a timely manner and retain
current employees. Additionally, we compete withnjmanature and prosperous companies in Northerrid@ailh that have far greater financial
resources than we do and thus can offer currep¢@pective employees more lucrative incentive pgek than we can. Any difficulties in
retaining current employees or recruiting new omesld have an 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 Elonkyiosr 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 Offanaat Chief Technical Officer of Space
Exploration Technologies, a developer and manufactf space launch vehicles, and Chairman of &ithara solar equipment installation
company.

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

As an automobile manufacturer, we and our operstibath in the United States and abroad, are sugjerational, 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 ammphd we expect that our business an
operations will be affected by future amendmentsutch laws or other new environmental and healthsaifiety laws which may require us to
change our operations, potentially resulting inaarial adverse effect on our business. Thesedawsgive rise to liability for administrative
oversight costs, cleanup costs, property damaghlytiajury and fines and penalties. Capital anémging expenses needed to comply with
environmental, health and safety laws and regulat@an be significant, and violations may resufiubstantial fines and penalties, third party
damages, suspension of production or a cessatiourajperations.

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 resiabiiity 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 nhoncompliaockability 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 mawtifiaing facilities that could require significaithe and financial resources and negatively
impact our ability to operate these facilities, ehivould adversely impact our business prospeaparating results.
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New United Motor Manufacturing, Inc. (NUMMI) hasguiously identified environmental conditions at fhesla Factory which could
affect soil and groundwater, and has undertakamtsffo address these conditions. Although we haes advised by NUMMI that it has
documented and managed the environmental issiles Btemont site, we cannot currently determiné wértainty the total potential costs to
remediate pre-existing contamination, and we magxX{p®sed to material liability as a result of tikéseence of any environmental
contamination at the Fremont site.

As the owner of the Fremont site, we may be resptmander federal and state laws and regulationthie entire investigation and
remediation of any environmental contaminatiorhatEremont site, whether it occurred before orr dfte date we purchased 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 Activitiesid NUMMI has agreed to pay the next $15.0 milfimnsuch Remediation Activities. Our
agreement provides, in part, that NUMMI will pay tepthe 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 thsigp Through September 30, 2014,
remediation costs of $3.1 million had been incutrgdNUMMI.

On the ten-year anniversary of the closing or wkien&30.0 million has been spent on Remediationvaiets, 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 fraithliability, 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
September 30, 2014, we have accrued $7.0 milliene to 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 potentiallpifiant 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 petida plans for Model S.

Our business may be adversely affected by uniorivétcts.

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 beloagution, 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. Our automobile
production facility in Fremont, California was phesed from NUMMI. Prior employees of NUMMI were animembers and our future work
force at this facility may be inclined to vote swvbr of forming a labor union. We are also directhindirectly dependent upon companies with
unionized work forces, such as parts supplierstaraking and freight companies, and work stoppagestrikes organized by such unions cc
have a material adverse impact on our businesmdial condition or operating results. If a woriage occurs, it could delay the
manufacture and sale of our performance electtiicles and have a material adverse effect on osinbes, prospects, operating results or
financial condition. The mere fact that our labarck could be unionized may harm our reputatiaihéneyes of some investors and thereby
negatively affect our stock price. Consequentlg, uhionization of our labor force could negativiehpact the company’s health.
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We are subject to substantial regulation, whichegolving, and unfavorable changes or failure by tescomply with these regulations
could substantially harm our business and operatirggults.

Our performance electric vehicles, the sale of meéticles in general and the electronic componesgs! 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.

Regulations related to the electric vehicle induatrd alternative energy are currently evolving enedface risks associated with changes
to these regulations, such as in the United States:

the imposition of a carbon tax or the introductidra cajranc-trade system on electric utilities could incredsedost of electricity

increasingly stringent Clean Air Act emissi@yulations affecting power plants used to geneiatgtricity could increase the cost
of electricity;

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

the amendment or rescission of the federaldad/regulations mandating increased fuel econontlydrnited States, referred to as
the Corporate Average Fuel Economy (CAFE) standaaldd reduce new business opportunities for aueptrain sales and
development activities

the amendment or rescission of federal greesdngas tailpipe emission regulations administeyeB®A under the authority of the
Clean Air Act could reduce new business opportasifor our powertrain sales and development aietsy

the amendment or rescission of California’©zsmission vehicle regulations administered byGhéfornia Air Resources Board
under the California Health & Safety Code coulduszinew business opportunities for our powertralassand development
activities, as well as our ability to monetize ZEkdits not only in California, but also in theaa additional states that have
adopted the California prograi

increased sensitivity by regulators to the seafcestablished automobile manufacturers withdangployment bases, high fixed
costs and business models based on the interndustion engine could lead them to pass regulativeitscould reduce the
compliance costs of such established manufactorarstigate the effects of government efforts torpote alternative fuel vehicle
and

changes to regulations governing the expodusfproducts could increase our costs incurrecetiver products outside the United
States or force us to charge a higher price fowehicles in such jurisdiction
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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 usid the 17 inch display screen in Model S, whictuld reduce the appeal of Model S or
require adjustments to the display screen’s funetity.

As we are currently delivering vehicles in Europe &sia, we also become subject to additional lama regulations applicable to the
import, sale and service of automobiles in thoggores, with which we have little or no experiencenplying. For example, we are required to
meet vehicle-specific regulatory requirements timatany cases, are materially different from Ueguirements, thus resulting in additional
investment into the vehicles and systems to enmsgralatory compliance. Unlike the U.S., we musb gdsoactively obtain advanced approval
from regulatory agencies in order to certify or ladogate our vehicles and enter into respective atarkhis process necessitates review and
inspection of vehicles prior to market entry byelign regulatory officials. In addition, we must qoisnwith regulations applicable to vehicles
after they enter the market, including foreign mipg requirements and recall management systems.

To the extent the laws change, some or all of elicles may not comply with applicable internatipfederal, state or local laws, which
would have an adverse effect on our business. Ganga with changing regulations could be burdensaime 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 aodstimer protection laws.

Our collection, use, retention, security and transf personal information of our customers is sabjo federal, state, and international
laws. These laws continue to be enacted and maycbasistent from jurisdiction to jurisdiction. Cpiiging with changing international laws
may cause us to incur substantial costs, exposdegsl liability or require us to change our besis practices. Our privacy policy is posted or
our website, and any failure by us or our vendastber business partners to comply with it or viétieral, state or international privacy, data
protection or security laws or regulations coulsifein regulatory or litigation-related actionsaagt us, legal liability, fines, damages and
other costs. Although we take steps to protecs#uairity of our customers’ personal information,may be required to expend significant
resources to comply with data breach requireménitérd parties improperly obtain and use the peasinformation of our customers or we
otherwise experience a data loss with respectdtomers’ personal information. A major breach af metwork security and systems could
have serious negative consequences for our busmassl future prospects, including possible fipesalties and damages, reduced customel
demand for our vehicles, and harm to our reputadiush brand.

We may be compelled to undertake product recallsaite other actions, which could adversely affectrdorand image and financial
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, October 20d® dune 2013, none of which was rel:
to our electric powertrain. In April 2009, we detened that a condition caused by insufficient tangwf the rear inner hub flange bolt existed
in some of our Tesla Roadsters, as a result okaadiprocess during the manufacture of the Tesd@$®er glider. In October 2010, we initia
a product recall after the 12 volt, low voltage iliary cable in a single vehicle chafed againstedge of a carbon fiber panel in the
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vehicle causing a short, smoke and possible firgndethe right front headlamp of the vehicle. Img2013, we initiated a recall of slightly
more than one thousand Model S vehicles to inggretttrepair rear seat strikers that may have bempimmised during the assembly process.
Rear seat strikers are used to retain the reabseks in an upright position. Failure of this cament may have resulted in collapse of the rea
seat back during a crash. Finally, in January 2@®limplemented a firmware update to address issithsertain Universal Mobile Connec
NEMA 14-50 adapters, which are part of the charging wamts are not part of the vehicles themselves, patgnbverheating during charging.
In the future, we may at various times, voluntaahjinvoluntarily, initiate a recall if any of owehicles, including Model S, or our electric
powertrain components prove to be defective or aopdiant with applicable federal motor vehicle $afgtandards. Such recalls, voluntary or
involuntary, involve significant expense and divensof management attention and other resourcescamd adversely affect our brand image
in our target markets, as well as our businesspaas, financial condition and results of operetio

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

If our warranty reserves are inadequate to coveréuvarranty claims on our vehicles, our businpesspects, financial condition and
operating results could be materially and adveraffscted. Warranty reserves include managemenssdstimate of the projected costs to
repair or to replace items under warranty. Thetiemates are based on actual claims incurred to-@ladean estimate of the nature, frequency
and costs of future claims. These estimates aerémitly uncertain and changes to our historicarojected experience may cause material
changes to our warranty reserves in the futurejeStito separate limited warranties for the supjgletal restraint system and battery, we
provide a four year or 50,000 mile New Vehicle Liieai Warranty for the purchasers of Model S. The Nhicle Limited Warranty for
Model S also covers the drive unit for eight yesmd the battery for a period of eight years or @28 miles or unlimited miles, depending on
the size of the vehicle’s battery; although thedygits charging capacity is not covered under tieevNehicle Limited Warranty or any
Extended Service plan.

In addition, customers have the opportunity to pase an Extended Service plan for the period #feeend of the New Vehicle Limited
Warranty for Model S to cover additional servicesdn additional four years or 50,000 miles, predidt is purchased within a specified per
of time. The New Vehicle Limited Warranty and Exded Service plans for the Tesla Roadster and M®&dee subject to certain limitations,
exclusions or separate warranties, including cestagar items, such as tires, brake pads, paingandral appearance, and battery performe
and is intended to cover parts and labor to regefiects in material or workmanship in the vehia@uding the body, chassis, suspension,
interior, electronic systems, powertrain and brsy&em. We have previously provided our Tesla Readsistomers with a battery replacen
option to replace the battery in their vehicleamy time after the expiration of the New Vehiclenitied Warranty but before the tenth
anniversary of the purchase date of their vehide@slitionally, in 2013, as part of our ongoing effoto improve the customer ownership
experience, we expanded the battery pack warramtyakso eliminated the annual service requirenfaattwas needed to keep the New Vehicle
Limited Warranty in effect. Should this change iaranty coverage lead to an increase in warraaiyns, we may need to record additional
warranty reserves which would negatively affect prafitability.
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Our insurance strategy may not be adequate to pcotes from all business risks.

We may be subject, in the ordinary course of bissin® losses resulting from products liabilitygidents, acts of God and other claims
against us, for which we may have no insurancerege While we currently maintain general liabiliautomobile, property, workers’
compensation, and directors’ and officers’ insueapolicies, as a general matter, we do not mairsimuch insurance coverage as many oth
companies do, and in some cases, we do not maemgiat all. Additionally, the policies that we dave may include significant deductibles,
and we cannot be certain that our insurance coeesglybe sufficient to cover all future claims agst us. A loss that is uninsured or which
exceeds policy limits may require us to pay suliE@bamounts, which could adversely affect our ficial condition and operating results.

Our financial results may vary significantly fromeriod-to-period due fluctuations in our operatingsts and the seasonality of our
business.

We expect our period-to-period operating resultgaiy based on our operating costs which we amtieipvill increase significantly in
future periods as we, among other things, desigveldp and manufacture Model X and future produntsease the production capacity at oul
manufacturing facilities to produce vehicles athgigvolumes, develop the Gigafactory, open newarsstvice centers with maintenance and
repair capabilities, open new Supercharger locatimtrease our sales and marketing activities,jrerédase our general and administrative
functions to support our growing operations. Agsuit of these factors, we believe that quartegttarter comparisons of our operating results
especially in the shoterm, are not necessarily meaningful and that thesgarisons cannot be relied upon as indicatofstofe performanc
Moreover, our operating results may not meet exgtiects of equity research analysts or investoranyf of this occurs, the trading price of our
common stock could fall substantially, either sudger over time.

Additionally, sales of new cars in the automobildustry typically decline over the winter seasod are generally higher during the
spring and summer months. We anticipate that dessd Model S and future models may have simigassnality, but, our limited operating
history makes it difficult for us to judge the ekaature or extent of the seasonality of our bussn®ur operating results could also suffer il
do not achieve revenue consistent with our expiecsfor this seasonal demand because many ofxpenses are based on anticipated levels
of annual revenue.

Unauthorized control or manipulation of our vehict systems may cause them to operate improperly orat@tl, or compromise thei
safety and data security, which could result in $osf confidence in us and our vehicles and harm dausiness.

There have been reports of vehicles of other aubdmmanufacturers being “hacked” to grant accessaperation of the vehicles to
unauthorized persons and would-be thieves. Ourcleshiand in particular Model S, are technologjcatlvanced machines requiring the
interoperation of numerous complex and evolvinglhare and software systems. Subject to our cus®rability to opt out pursuant to our
privacy policy, Model S is designed with built-iatd connectivity to accept and install periodic oggrupdates from us to improve or update
the functionality of these systems. Although weéndesigned, implemented and tested security meagupmrevent unauthorized access to oul
vehicles and their systems, our information techgglnetworks and communications with our vehiclesy oe vulnerable to interception,
manipulation, damage, disruptions or shutdownstdwtacks by hackers or breaches due to erropetsponnel who have access to our
networks and systems. Any such attacks or breamhed result in unexpected changes to our vehiéletionality, user interface and
performance characteristics. Hackers may alsoinsasmeans to gain access to data stored in negged by the vehicle, such as its current
geographical position, previous and stored destinatddress history and web browser “favoritésm¥y such unauthorized control of vehicle:
access to or loss of information could result galeclaims or proceedings and negative publicityicl would negatively affect our brand and
harm our business, prospects, financial conditimh@perating results.
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The range and power of our electric vehicles oniagle charge declines over time, and this may negally influence potential
customers’ decisions whether to purchase our ve@scl

The range and power of our electric vehicles oimgles charge declines principally as a functiorusége, time and charging patterns as
well as other factors. How a customer uses thejtaleehicle, the frequency of recharging the bafpeick at a low state of charge and the
means of charging can result in additional detation of the battery pack’s ability to hold a creamyer the long term. For example, we
currently expect that our battery pack for the adsbadster will retain approximately 70% of itsliépto hold its initial charge after
approximately 100,000 miles or seven years, whiidthr@sult in a decrease to the vehicle’s initiahge and power. Deterioration of the Model
S battery pack is expected to be less than the Sderadhowever, such battery pack deteriorationthadelated decrease in range and power
over time as well as any perceived deterioratiofiuatuation in range may negatively influence i@ customer decisions whether to
purchase our vehicles, which may harm our abititynarket and sell our vehicles.

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

The design, manufacture, sale and servicing ofraobiles is a capital intensive business. We exihattour principal sources of liquidi
will provide us adequate liquidity based on ourent plans. However, until we are consistently gatieg positive free cash flows, if the costs
for developing and manufacturing Model X exceed expectations or if we incur any significant unglad expenses or embark on or
accelerate new significant strategic investmentsh @s the Gigafactory, we may need to raise aditifunds through the issuance of equity,
equity-related or debt securities or through oltajreredit from government or financial institutBrThis capital will be necessary to fund our
ongoing operations, continue research and developprejects, including those for our planned Modelrossover and Model 3 vehicle,
establish sales and service centers, build andgé&hlperchargers and to make the investments limgoand manufacturing capital required to
introduce Model X. We cannot be certain that addal funds will be available to us on favorablertewhen required, or at all. If we cannot
raise additional funds when we need them, our fir@mrondition, results of operations, business mdpects could be materially adversely
affected.

If we fail to effectively manage the residual, finaing and credit risks for our recently launched Ml S leasing program, our
business may suffer.

We recently introduced a leasing program in thetéthStates and Canada through our captive finamopany, Tesla Finance. The
profitability of the leasing program depends on ability to accurately project residual values,usecadequate financing and/or business
partners to fund and grow this program, and macag®mer credit risk. If actual residual valuedafdel S vehicles are below our estimates,
we may suffer lower profitability or potentially ba losses. If we are unable to adequately fundemasing program with either internal funds
external financing sources, we may be unable tovgnar sales. Additionally, if we do not properlyraen customers for ability to pay their
leases on time, we may be exposed to excessivi deld and associated losses. Furthermore, ifeaging business grows substantially, our
business may suffer if we cannot effectively manthgegreater levels of residual and credit rislssiitetng from growth. Finally, if we do not
successfully monitor and comply with federal aratesfinancial regulations and consumer protectiovslgoverning lease transactions, we |
become subject to enforcement actions or penaéiidger of which may harm our business.
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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 sell/ebicles 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 drawit a physical presence in the state. In certabesin which we are not able to obtain de¢
licenses, we have worked with state regulatorgptnayalleries, which are locations where potegtigtomers can view our vehicles but are nc
full retail locations. It is possible that a stadgulator could later determine that the activiiesur gallery constitute unlicensed sales of moto
vehicles.

In many states, the application of state motoraleHaws to our specific sales model is largelyested under state motor vehicle industn
laws and is being determined by a fact specifidysigof numerous factors, including whether weéhawphysical presence or employees in th
applicable state, whether we advertise or condilgractivities in the applicable state, how tHe s@nsaction is structured, the volume of
sales into the state, and whether the state intigngzrohibits manufacturers from acting as deal&ssa result of the fact specific and largely
untested nature of these issues, and the facapipdying these laws intended for the traditionabanobile distribution model to our sales ma
allows for some interpretation and discretion kg thgulators, the manner in which the applicabtbaities are applying their state laws to
distribution model continues to be difficult to dret. Laws in some states have limited our abtlitybtain dealer licenses from state motor
vehicle regulators and may continue to do so.

In addition, decisions by regulators permittingasell vehicles may be subject to challenges aghtether such decisions comply with
applicable state motor vehicle industry laws. Bareple, in October 2012, vehicle dealer associatinomNew York and Massachusetts filed
lawsuits to revoke the dealer license issued téedstors New York in New York and to limit the bness activity of Tesla Motors MA, Inc.
in Massachusetts. These lawsuits have been disiniasd in one recent court decision, the Supremat@b Massachusetts held that state
franchise laws like the one in Massachusetts daoasitict a manufacturer, like Tesla, that doesusetfranchised dealers from selling its
vehicles directly to consumers. Such results hawrdarced our continuing belief that state lawsevweot designed to prevent our distribution
model. A similar litigation was recently filed ihe state of Ohio and subsequently dismissed. Ressilditional challenges in other states, if
successful, could restrict or prohibit our abilitysell our vehicles to residents in such statesome states, there have also been regulatory a
legislative efforts by vehicle dealer associatitmpropose bills and regulations that, if enactenijld prevent us from obtaining dealer license:
in their states given our current sales model. Sxemples recently occurred in New Jersey, whexéibtor Vehicle Commission, at the
behest of the local automobile dealer lobby, passeew regulation which purported to invalidate sales licenses in the state, and in
Michigan, where the state’s automobile dealer dation managed to add language into an unrelatethht had the effect of impairing our
right to sell vehicles through Tesla stores in Nijeim. We have brought a lawsuit in New Jersey validate that regulation, which we believe
to be unlawful, and we are evaluating legislatimd &tigation solutions to remedy the situatiorMichigan. Other states, such as New York,
Ohio and Pennsylvania, have passed legislatiorcthefies our ability to operate, but at the sainee limits the number of dealer licenses we
can obtain or stores that we can operate.

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 andaCkiarthermore, while we have performed an anabfsise principal laws in the European
Union relating to
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our distribution model and believe we comply witltls laws, we have not performed a complete anailysi#i foreign jurisdictions in which
we may sell vehicles. Accordingly, there may bedamvjurisdictions we have not yet entered or lavesare unaware of in jurisdictions we h
entered that may restrict our sales or other basipeactices. Even for those jurisdictions we hanadyzed, the laws in this area can be
complex, difficult to interpret and may change otmare.

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, traatésnhor other proprietary rights that
would prevent, limit or interfere with our abilitp make, use, develop, sell or market our vehiostesomponents, which could make it more
difficult for us to operate our business. From titméime, we may receive inquiries from holderpaftents or trademarks regarding their
proprietary rights. Companies holding patents beptntellectual property rights may bring suitieging infringement of such rights or
otherwise assert their rights and seek licensesddiition, if we are determined to have infringed a third partys intellectual property right
we may be required to do one or more of the foltmyi

» cease selling, incorporating or using vehidesffering goods or services that incorporates® the challenged intellectual
property;

* pay substantial damage

» obtain a license from the holder of the infringeteilectual property right, which license may netdvailable on reasonable term
at all;

» redesign our vehicles or other goods or service
« establish and maintain alternative branding forgnaducts and service
In the event of a successful claim of infringemagainst us and our failure or inability to obtailicense to the infringed technology or

other intellectual property right, our businessgmpects, operating results and financial conditiauld be materially adversely affected. In
addition, any litigation or claims, whether or malid, could result in substantial costs and diver®f resources and management attention.

We may also face claims that our use of technoliogysed or otherwise obtained from a third pamfyimnges the rights of others. In such
cases, we may seek indemnification from our licesisappliers under our contracts with them. Howewglemnification may be unavailable
insufficient to cover our costs and losses, dependn our use of the technology, whether we chémsetain control over conduct of the
litigation, and other factors.

Our patent applications may not result in issuedteats, which may have a material adverse effectoam ability to prevent others fror
interfering with our commercial use of our products

The status of patents involves complex legal antlfd questions and the breadth of patented clamacertain. We cannot be certain
that we are the first creator of inventions coverggpending
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patent applications or the first to file patent lggggions on these inventions, nor can we be aettat our pending patent applications will
result in issued patents or that any of our isguednts will afford sufficient protection in theesut a competitor claims that we are infringing
patents. In addition, patent applications fileddreign countries are subject to laws, rules amt@dures that differ from those of the United
States, and thus we cannot be certain that foggagent applications related to issued U.S. pateititsesult in issued patents in those foreign
jurisdictions. In addition, others may obtain paseihat we need to license or design around, eithehich would increase costs and n
adversely affect our business, prospects, finawoiatlition and operating results.

Our trademark applications in certain countries ream subject to outstanding opposition proceedings.

We currently sell and market our products and sesvin various countries under our Tesla markshee filed trademark applications
for our Tesla marks and opposition proceedingsaeimark applications of third parties in varioasiairies in which we currently sell and p
to sell our products and services. Certain of addmark applications are subject to outstandingpsition proceedings brought by owners or
applicants alleging prior applications for or useimilar marks. If we cannot resolve these oppoiset and thereby secure registered rights in
these countries, our ability to challenge thirdtpaisers of the Tesla marks will be reduced and éhee of the marks representing our exclu
brand name in these countries will be diluted.dditon, there is a risk that the prior rights owseould in the future take actions to challenge
our use of the Tesla marks in these countries. Sattbns could have a severe impact on our positidhese countries and may inhibit our
ability to use the Tesla marks in these countifese were prevented from using the Tesla markaniyn or all of these countries, we would n
to expend significant additional financial and medikg resources on establishing an alternativedoidentity in these markets.

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

Our corporate headquarters in Palo Alto, Tesladfgéh Fremont and additional component manufactufacilities in Lathrop are
located in Northern California, a region known $aismic activity. If major disasters such as eardtkgs, fires, floods, hurricanes, wars,
terrorist attacks, computer viruses, pandemicghmravents occur, or our information system or mmmications network breaks down or
operates improperly, our headquarters and produéicilities may be seriously damaged, or we maxeha stop or delay production and
shipment of our products. In addition, our leageoiar Palo Alto facility permits the landlord tateinate the lease following a casualty event i
the needed repairs are in excess of certain thidsshad we do not agree to pay for any uninsuresuats. We may incur expenses relating to
such damages, which could have a material advensadt on our business, operating results and finhoandition.

If our suppliers fail to use ethical business praoés and comply with applicable laws and regulat®mur brand image could be
harmed due to negative publicity.

Our core values, which include developing the higjlygiality electric vehicles while operating witheégrity, are an important component
of our brand image, which makes our reputationi@aerly sensitive to allegations of unethical mesis practices. We do not control our
independent suppliers or their business practisesordingly, we cannot guarantee their compliandé wthical business practices, such as
environmental responsibility, fair wage practicgspropriate sourcing of raw materials, and compkarwith child labor laws, among others. A
lack of demonstrated compliance could lead us e séternative suppliers, which could increaseamgts and result in delayed delivery of our
products, product shortages or other disruptioreuofoperations.

72



Table of Contents

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.

Servicing our convertible senior notes requiresigrsficant amount of cash, and we may not have safént cash flow from our
business to pay our substantial debt.

We incurred $660.0 million in aggregate principadcunt of senior indebtedness in May 2013 when seeid pursuant to registered
public offerings 1.50% convertible senior notes 80&8 (2018 Notes). In March and April 2014, weuimed an additional $920.0 million and
$1.38 billion, respectively, in aggregate principalount of senior indebtedness by issuing purswwamgistered public offerings 0.25%
convertible senior notes due 2019 (2019 Notes)1a28% convertible senior notes due 2021 (2021 Nanelstogether with the 2018 Notes and
2019 Notes, collectively, the Notes). Our abiliynhake scheduled payments of the principal whentdumake quarterly interest payments or
to make payments upon conversion or to refinanedNittes, depends on our future performance, wiislilbject to economic, financial,
competitive and other factors beyond our contrair Rusiness may not continue to generate cashfflmw operations in the future sufficient
satisfy our obligations under the Notes and anyreuindebtedness we may incur and to make necesapital expenditures. If we are unabl
generate such cash flow, we may be required totam@or more alternatives, such as reducing @yitej investments or capital expenditu
selling assets, refinancing or obtaining additiceglity capital on terms that may be onerous dnliiidilutive. Our ability to refinance the
Notes or future indebtedness will depend on thé&alaparkets and our financial condition at suchdi We may not be able to engage in ar
these activities or engage in these activitiesasirdble terms, which could result in a defaultloaNotes or future indebtedness.

Pursuant to their terms, holders may convert tRetes at their option at any time prior to the Fithmee-month period of the scheduled
term of the respective Notes only under certaiourirstances. For example, holders may generallyerbtiveir Notes at their option during a
quarter (and only during such quarter) if the tegiorted sale price of our common stock for attl2@grading days (whether or not
consecutive) during a period of 30 consecutiveitigadays ending on the last trading day of the imlisitely preceding quarter is greater tha
equal to 130% of the conversion price for sucheseof Notes on each applicable trading day. Thiglition has been met in in each quarter of
2014 for the 2018 Notes, and consequently the 2Qit8s are convertible in the fourth quarter of 20lis conversion feature also applies to
the 2019 Notes and 2021 Notes for any quarter camimg with the third quarter of 2014 if the saleiE@ condition for the applicable series of
the 2019 and 2021 Notes is met in the immediatedggrling quarter. Such condition has not been many applicable quarter and
consequently the 2019 and 2021 Notes have notdmedare not convertible in the fourth quarter at£20Jpon conversion of the Notes, we
will be obligated to make cash payments in respetite principal amounts thereof, and we may abeeho deliver cash and, if applicable,
shares of our common stock, in respect of such\Nétey conversion of the Notes prior to their magyor acceleration of the repayment of
the Notes or future indebtedness after any appbaadtice or grace periods could have a materiaéies@ effect on our business, results of
operations and financial condition. Even if holddosnot elect to convert their Notes, if the Ndtesome convertible we could be required
under applicable accounting rules to reclassifypah portion of the outstanding principal of thetds as a current rather than long-term
liability, which would result in a material adverisepact on our reported financial results.
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In addition, holders of the Notes will have thehti¢p require us to purchase their Notes upon teimence of a fundamental change at ¢
purchase price equal to 100% of the principal arhotithe Notes, plus accrued and unpaid intereahyi, to, but not including, the
fundamental change purchase date. However, we widyave enough available cash or be able to olitaincing at the time we are required
to make purchases of Notes surrendered therefdotas being converted. In addition, our abilityptorchase the Notes or to pay cash upon
conversions of the Notes may be limited by lawrdxyulatory authority or by agreements governingfature indebtedness. Our failure to
purchase Notes at a time when the purchase isreghjoy the indenture or to pay cash payable ondutanversions of the Notes as required b
the indenture would constitute a default underitidenture. If the repayment of the related indeiésd were to be accelerated after any
applicable notice or grace periods, we may not fsaNiicient funds to repay the indebtedness andhasge the Notes or make cash payments
upon conversions thereof.

We may still incur substantially more debt or takéher actions, which would intensify the risks disgsed above.

We and our subsidiaries are not restricted undetdims of the indenture governing the Notes, eibdenture, from incurring additional
debt, securing existing or future debt, recapitadjzour debt or taking a number of other actiorsd Hre not limited by the terms of the inden
that could have the effect of diminishing our ahito make payments on the Notes when due.

The classification of our Notes may have a matergfect on our reported financial results.

Holders may convert their Notes at their optioarat time prior to the final three-month period lo¢ scheduled term of the respective
Notes only under certain circumstances. For exanmolielers may generally convert their Notes atrtbption during a quarter (and only dur
such quarter) if the last reported sale price afammmon stock for at least 20 trading days (whetheot consecutive) during a period of 30
consecutive trading days ending on the last tradagof the immediately preceding quarter is gneiiien or equal to 130% of the conversion
price for such series of Notes on each trading @his condition was met for the 2018 Notes in tingt find second quarters of 2014, and
consequently the 2018 Notes were convertible by todders during the second quarter of 2014 ardcanvertible during the third quarter of
2014. This conversion feature also applies to 092Notes and the 2021 Notes for any quarter comimgmvith the third quarter of 2014 if
the sales price condition for the applicable sesfdsotes is met in the immediately preceding qeraisuch condition was not met in the sec
quarter of 2014 and consequently the 2019 and Rlai2ds are not convertible in the third quarter @2 If the Notes become convertible pi
to their scheduled maturity dates, we would be ireguo reclassify such Notes and the related thslance costs as current liabilities and
certain portions of our equity outside of equityntezzanine equity, which would have an adverse @nga our reported financial results for
such quarter, and could have an adverse impad¢teomarket price of our common stock.

Risks Related to the Ownership of our Common Stock

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

As of September 30, 2014, our executive officeirgatiors and their affiliates beneficially ownend the aggregate, approximately 27.8%
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 26650f our outstanding shares of common stock &eptember 30, 2014. 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 thea@épSlobal Select Market in 2010 and, therefore tthding history for our commc
stock has been limited. In addition, the tradiniggof our common stock has been highly volatild eould continue to be subject to wide
fluctuations in response to various factors, someghich are beyond our control. Our common stock &sgperienced an intra-day trading high
of $291.42 per share and a low of $116.10 per shaeethe last 52 weeks.

In addition, the stock market in general, and ttaekat for technology companies in particular, hgsegienced extreme price and volume
fluctuations that have often been unrelated orrdizprtionate to the operating performance of ttamapanies. Broad market and industry
factors may seriously affect the market price ahpanies’ stock, including ours, regardless of daiparating performance. These fluctuations
may be even more pronounced in the trading madteidr stock during the period following a secesdtoffering. 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 companieseXample, a shareholder litigation like this wasdilgainst us in 2013. While the trial court
recently dismissed the plaintiffs’ complaint withejudice, this litigation (if the trial coud’order is successfully appealed) or others likeutid
result in substantial costs and a diversion ofroanagement’s attention and resources.

A substantial portion of our total outstanding shes are held by a small number of insiders and intees and may be sold in the near
future. The large number of shares eligible for plibsale or subject to rights requiring us to regés them for public sale could depre
the market price of our common stock.

The market price of our common stock could decliaa result of sales of a large number of sharesroéommon 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
substantial portion of our total outstanding sharesentitled, under contracts providing for regitson rights, to require us to register shares o
our common stock owned by them for public saldhmWnited States, subject to the restrictions déRd44. In addition, we have registered
shares previously issued or reserved for futungaisse under our equity compensation plans and mgm&s, a portion 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 appropifdiese sales also could cause our stock priceltarfdlmake it more difficult to sell shares of
our common stock.

Conversion of the Notes may dilute the ownershipeirest of existing stockholders, including holdesho had previously converted
their Notes, or may otherwise depress the priceof common stock.

The conversion of some or all of the Notes willitil the ownership interests of existing stockhaderthe extent we deliver shares upon
conversion of any of the Notes. As described inRisk Factor “Servicing our convertible senior notes requiresgaificant amount of cash,
and we may not have sufficient cash flow from augiress to pay our substantial debtfie Notes due 2018 were convertible by their halder
during the second quarter of 2014 and are convVerdibring the third quarter of 2014. Moreover, théktes, and commencing with the third
quarter of 2014, the Notes due 2019 and
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Notes due 2021, may become convertible in futuregde if a condition to conversion for the Notesrist. Such condition was not met in-
second quarter of 2014 and consequently the 20d2@21 Notes are not convertible in the third ceranf 2014. Any sales in the public mau
of the common stock issuable upon such conversiaidadversely affect prevailing market prices of common stock. In addition, the
existence of the Notes may encourage short sédngarket participants because the conversioneof\thtes could be used to satisfy short
positions, or anticipated conversion of the Notgs shares of our common stock could depress the pf our common stock.

The convertible note hedge and warrant transactioms entered into in connection with the issuanceNdtes may affect the value of
the Notes and our common stock.

In connection with each issuance of the Notes, mtered into convertible note hedge transactionk thi¢ hedge counterparties. The
convertible note hedge transactions cover, subjectistomary anti-dilution adjustments, the numifeshares of our common stock that
initially underlay the applicable Notes. The corilBe note hedge transactions are expected to estiecpotential dilution and/or offset
potential cash payments we are required to mak&dass of the principal amount upon conversiomefapplicable Notes. We also entered
warrant transactions with the hedge counterpartiieging to the same number of shares of our comstaek, subject to customary adflution
adjustments. However, the warrant transactionsdcegparately have a dilutive effect on our comntonksto the extent that the market price
per share of our common stock exceeds the appticdibike price of the warrants on the applicablgiration dates.

In addition, the hedge counterparties or theitiafés may modify their hedge positions by enteifittg or unwinding various derivatives
with respect to our common stock and/or purchasimgglling our common stock or other securitieswfs in secondary market transactions
prior to the maturity of the applicable Notes (amd likely to do so during any observation perieldted to a conversion of Notes). This acti
could also cause or prevent an increase or a deciedhe market price of our common stock or téehs.

We do not make any representation or predicticio &ise direction or magnitude of any potential effinat the transactions described
above may have on the prices of the Notes or theestof our common stock. In addition, we do nokenany representation that the hedge
counterparties have engaged or will engage in ttragsactions or that these transactions, once emoed, will not be discontinued without
notice.

Mr. Musk borrowed funds from affiliates of certaimnderwriters in our public offerings and/or privatplacements and has pledged
shares of our common stock to secure these borr@sinThe forced sale of these shares pursuant toaagim call could cause our
stock price to decline and negatively impact oursiness.

Beginning in June 2011, banking institutions that &filiated with certain underwriters of our colefied public offerings of common
stock and Notes made extensions of credit to Elaskvand the Elon Musk Revocable Trust dated July2@@3, or the Trust, a portion of
which Mr. Musk used to purchase shares of commaeksh our public offering in May 2013 and privatiecements in June 2011 and June
2013. Interest on such loans accrues at market aate the banking institutions received customaeg fand expense reimbursements in
connection with these loans.

We are not a party to these loans, which are éalburse against Mr. Musk and the Trust and arereddiy pledges of a portion of the
Tesla common stock currently owned by Mr. Musk #relTrust and other shares of capital stock oflated entities owned by Mr. Musk and
the Trust. The terms of these loans were negotitedtly between Mr. Musk and the applicable bagknstitutions.
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If the price of our common stock declines, Mr. Musky be forced by one or more of the banking iatihs to provide additional
collateral for the loans or to sell shares of Teslaamon stock in order to remain within the maigintations imposed under the terms of his
loans. The loans between these banking institubonthe one hand, and Mr. Musk and the Trust orother hand, prohibit the non-pledged
shares currently owned by Mr. Musk and the Trusinfibeing pledged to secure any other loans. Tteesers may limit Mr. Musk’s ability to
either pledge additional shares of Tesla commocksio sell shares of Tesla common stock as a nteassid or satisfy a margin call with
respect to his pledged Tesla common stock in teatesf a decline in our stock price that is largewgh to trigger a margin call. Any sales of
common stock following a margin call that is natisfeed may cause the price of our common stoaletcline further.

Anti-takeover provisions contained in our certifit@ of incorporation and bylaws, the provisions oe@ware law, and the terms of our
convertible notes could impair a takeover attempt.

Our certificate of incorporation, bylaws, Delawgae and the terms of our Notes contain provisiohgctv could have the effect of
rendering more difficult, delaying or preventingasquisition deemed undesirable by our board @fotiirs. Our corporate governance
documents include provisions:

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

» authorizing “blank check” preferred stock, whicould be issued by the board without stockhodgigrroval and may contain voting,
liquidation, dividend and other rights superiootar 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 propofa business to be conducted at meetings oftmakholders 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 exgg@ower to postpone previously scheduled annuefings and 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 203w 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 ofsgahtially all of our outstanding common stock.

Any provision of our certificate of incorporatiom bylaws or Delaware law that has the effect ohgiglg or deterring a change in control
could limit the opportunity for our stockholdersraxeive a premium for their shares of our commonks and could also affect the price that
some investors are willing to pay for our commarckt
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In addition, the terms of the convertible notesuiegjus to repurchase the convertible notes irettemt of a fundamental change. A
takeover of our company would trigger an optiorthaf holders of the convertible notes to requiréougpurchase the convertible notes. This
may have the effect of delaying or preventing &tafer of our company that would otherwise be berafio our stockholders or investors in
the convertible notes.

The fundamental change repurchase feature of thetBl®may delay or prevent an otherwise beneficiaéatpt to take over our
company.

The terms of the Notes require us to repurchasslithes in the event of a fundamental change. Aaageof our company would trigger
options by the respective holders of the applicilées to require us to repurchase such Notes.riihjshave the effect of delaying or
preventing a takeover of our company that wouleéntlise be beneficial to our stockholders or invesio the Notes.

If securities or industry analysts publishing reses or reports about us, our business or our marlatange their recommendations
regarding our stock adversely or cease to publigisearch 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 chahgi& recommendation regarding our st
adversely, or provide more favorable relative reemndations about our competitors, our stock pricaldvlikely decline. If any analyst who
may cover us were to cease coverage of our commaiayl to regularly publish reports on us, we abldse visibility in the financial markets,
which in turn could cause our stock price or trgdiolume to decline.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

None.

ITEM 3. DEFAULT UPON SENIOR SECURITIES
None.

ITEM 5. OTHER INFORMATION
None.

ITEM 6. EXHIBITS

See Index to Exhibits at end of report.
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SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly caussdréport to be signed on its behalf
the undersigned thereunto duly authorized.

Tesla Motors, Inc

Date: November 7, 2014 /s/ Deepak Ahuja
Deepak Ahuijé
Chief Financial Office
(Principal Financial Officer, Principal Accountit@fficer and
Duly Authorized Officer)
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INDEX TO EXHIBITS

Filed
Exhibit Incorporated by Reference Herewith
Number Exhibit Description Form File No. Exhibit Filing Date
10.1 Agreement between Panasonic Corporation and thistRag dated — — — — X
July 31, 201+
10.2** General Terms and Conditions between Panasonico@idrpn and the — — — — X
Registrant dated October 1, 2C
10.3** Production Pricing Agreement between Panasonic&atjon and the — — — — X
Registrant dated October 1, 2C
10.4** Investment Letter Agreement between Panasonic Catipa and the — — — — X
Registrant dated October 1, 2C
31.1 Rule 13i-14(a) / 15(d-14(a) Certification of Principal Executive Offic ~ — — — — X
31.2 Rule 13i-14(a) / 15(d-14(a) Certification of Principal Financial Offic — — — — X
32.1* Section 1350 Certificatior — — — — X
101.INS  XBRL Instance Documer — — — — X
101.SCF XBRL Taxonomy Extension Schema Docum — — — — X
101.CAL XBRL Taxonomy Extension Calculation Linkbase Docuntr — — — — X
101.DEF XBRL Taxonomy Extension Definition Linkbase Docurh — — — — X
101.LAB XBRL Taxonomy Extension Label Linkbase Docum — — — — X
101.PRE XBRL Taxonomy Extension Presentation Linkbase Doent — — — — X

* Furnished herewit
**  Confidential treatment has been requested forgustof this exhibi
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Exhibit 10.1
CONFIDENTIAL
Letter Agreement

This Letter Agreement (* Agreemehtis entered into effective as of July 31, 2014&ffective Dat€’) by and between Tesla Motors, Inc., a
Delaware corporation located at 3500 Deer CreeldR®Balo Alto, California, 94304, United States €sla”), and Panasonic Corporation,
1006 Kadoma, Kadoma City, Osaka 571-8506, Jap&aufasonic). Tesla and Panasonic are each referred to hasein” Party and such
entities are collectively referred to herein as‘tRarties.” In consideration of the mutual promises and agrents contained herein, and for
other good and valuable consideration, the re@igtadequacy of which are hereby acknowledged?dnttes agree as follows:

PURPOSE

Tesla desires to engage Panasonic to manufactdreugply cylindrical lithium-ion battery cells (tH&500ds”) for use in Tesla products and,
in connection with that purpose, Panasonic desirengage the operations set forth above withiraaufacturing facility owned by Tesla (the “

GigaFactory”).

Article 1 . The Parties hereby agree that Panasonic, by d@sétirough its subsidiary, will engage in the mautfire and supply of the Goods
for use in Tesla products within the Giga-Factdiye terms and conditions with respect to such dipeimand sales will be reflected in a
separate written agreement.

Article 2 . For the purpose set forth in Article 1 above (tHutpose), Panasonic will be responsible for the investtador equipment,
machineries, tooling, jigs, dies, gauges, fixtuard molds required to manufacture and supply thed&wvithin Giga-Factory; provided,
however, that the schedule, amount, contents dret obnditions with respect to each such investméhbe separately approved in writing
the Parties.

Article 3 . For the Purpose, Tesla will be responsible for areg and providing to Panasonic the land, buildiagd utilities required to
manufacture and supply the Goods within the Gigetds.

Article 4 . Tesla hereby acknowledges and agrees that it @riflicue to purchase from Panasonic the Goods metouéal in its factories
located in Japan for Tesla electric vehicle Mo&bnd X. To that end, the Parties shall negotiagpood faith an amendment to the supply
agreement dated October 5, 2011 governing suclhases.

Article 5 . This Agreement will commence on the Effective ®ahd may be terminated by mutual written agreemithite Parties.

Article 6 . This Agreement is subject to the terms and confitiof the nordisclosure agreement dated July 31, 2014, by atwdlea Tesla ar
Panasonic (* NDA), which is hereby incorporated by reference ititic Agreement. The existence, terms and conditdiisis Agreement
constitute Confidential Information of the Partiaad may not be disclosed by either Party withbatdther Partyg prior written consent. Eith
Party may make an announcement, press releasdtardpablication regarding this Agreement only bg mutual written agreement between
the Parties.
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Article 7 . This Agreement will be governed by and construedeuand in accordance with the laws of the Stateadifornia, without regard
principles of conflicts of law. The UN Convention €ontracts for the International Sale of Goods$ mat apply to the Contract. Tesla and
Panasonic will first endeavor to resolve througbdjtaith negotiations any dispute arising undes fkgreement. Any dispute arising out of or
relating to this Agreement that is not resolveatiygh negotiation shall be settled exclusively Imafiand binding arbitration conducted in
accordance with the arbitration provision in theAND

Article 8 . This Agreement constitutes the entire agreememtdet the Parties with respect to its subject mattdrsupersedes all prior
agreements and understandings pertaining to sugjactumatter, both oral and written, between thei€a This Agreement may not be
amended, modified or discharged, nor may any déitsis be waived, except in writing signed by athaxized representative of both Parties.
Neither this Agreement nor any rights or obligatiemder this Agreement shall be assignable or wikertransferable by either Party to t
Agreement to any third party. This Agreement magkecuted in one or more counterparts, each oftwstiall be deemed an original, and all
of which taken together constitute one agreement.

IN WITNESS WHEREOF, the Parties have, by their dalyhorized representatives, executed this Agreemen

Tesla Motors, Inc Panasonic Corporatic

By: /s/ JB Straubel By: /s/ Yoshio Ito

Name: JB Straubs Name: Yoshio Itc

Title: Chief Technology Officer Title: Senior Managing Director, Member of the Bb&resident,

Automotive & Industrial Systems Company Panasonic
Corporation

Letter Agreemen Page 2 of .



Exhibit 10.2

CONFIDENTIAL Confidential Treatment Requested by Tesla Motors,nc.
GENERAL TERMS AND CONDITIONS

These General Terms and Conditions (* General Térmse entered into effective as of October 1, 201EBffective Date”) by and between
Tesla Motors, Inc., a Delaware corporation locae8500 Deer Creek Road, Palo Alto, California, ®48' Tesla”), on the one hand, and
Panasonic Corporation (* Selldr on the other hand. Each Tesla and Seller eigtitgferred to herein as a “ Pattgnd such entities are
collectively referred to herein as the “ Parties

PURPOSE

Tesla desires to engage Seller to develop, supply support products for use in Tesla Productsiar@hnnection with that purpose, Seller
desires to lease space within a manufacturingitiaovned by Tesla (the * Factoty. These General Terms shall govern the relatignehthe
Parties.

1. Production Planning and Order Process

1.1  Production Planning.

(a) Each month during the Term, Tesla will provédelling monthly forecast of its anticipated regunents for Goods for the
following periods of time: (i) for the next [***]dr each forecast provided until Seller has invesieseller's Property required
for Seller's manufacture, supply and/or provision of Goodw@t-actory in volumes up to an annual aggregaeggrcapacity ¢
thirty-five gigawatt-hours (35 GWh); and (ii) fdna next [***] for each forecast provided thereaftdiesla’s forecast is non-
binding and provided for planning purposes onlyaAhonthly meeting led by Tesla_(“ Production Meet), the Parties shall
review in good faith Tesla’'s forecast, the supgigia and other requirements to manufacture pe¥efrecast, any potential
actual constraints on Seller’s ability to manufaetGoods in accordance with Tesla’s forecast, @hdrdusiness- and
production-related issues. The Parties may alsoatiytagree to invite sub-suppliers that are cdiedat the Factory to attend
the Production Meeting. The Parties will then eli$hta production plan and/or update the existiragpction plan for
manufacture and delivery of Goods based on thecgipe Lead Time(s). Seller shall not withhold, dition or delay its consent
to Tesla’'s proposed production plan if Seller ipatgle of meeting Tesla’s forecast, based on switbriaas supply chain
constraints, labor constraints, and the performaapability of the Property. The agreed plan is‘tReoduction Plan” The
Parties may agree in writing to adjust the ProduncElan at any time

(b)  Atthe Production Meeting, the Parties shalbaliscuss in good faith (i) Seller's progressahiaving the operational targets set
forth in the Contract and the Production Plan,S&)ler's proposed procurement, transportatioriallagion, or configuration at
the Factory of Seller's Property in connection witith Contract and the Production Plan, and (iigithal topics proposed by
Tesla and/or Seller. Seller shall not invest i Property without Tesla’s prior written conséor each investment. For
clarification, each investment by or for SelleiSaller’s Property required for Seller’'s manufactsepply and/or provision of
Goods at the Factory for Tesla will be subject separate written agreement between the PartieSealiet will not be obliged t
make any such investment without the separateemrdtjreemen

(c) Except as otherwise agreed in writing by Tesld Seller, the Parties shall, for the purposexploging the cost effectiveness of
the Goods, simplifying logistics, reducing Lead €inand other agreed reasons, use Commercially RatalgoEfforts to cause
Seller's sub-suppliers required for production afo@s at the Factory to establish operations afe#fieory on or around the
mutually-agreed timing. For the avoidance of doillesla acknowledges that Seller cannot guarangetshsub-suppliers will
agree to establish operations at the Fac

1.2  Offer. The Authorized Purchasers will issue one or nRarehase Orders in accordance with the approvetliBtion Plan and (unless
agreed otherwise) at least [***], specifying quaies and delivery days for Goods as contemplaterkth (each such order is a “
Production Ordet). The Authorized Purchasers may also issue Pseckxders to Seller for Goods, including developrpants (each
such order is a “ Discrete Ordgr Purchase Orders will be issued on a rollingi®fg*]. Purchase Orders accepted by Seller are
binding to the extent set forth in Section :

Tesle-Panasonic General Terms and Conditi Pagel of 25
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13

14

15

1.6

2.2

AcceptanceSeller shall accept or reject each Purchase Osdfailaws: [***] after receipt of a Production Ordevhich conforms to the
Production Plan; and [***] after receipt of eith@Discrete Order or a Production Order which dagsanform to the Production Plan.
If Seller cannot meet the terms set forth in a Rase Order, Seller will inform Tesla and proposerahtive terms. If Tesla accepts suct
alternative terms, Tesla shall issue a revisedHase Order that includes such alternative terntsridtive terms are expressly rejected
unless incorporated into a Purchase Order. Notteitlting the foregoing, Seller may only reject addiaion Order to the extent it fails
to conform to the terms of the Production Plan, &etler shall be deemed to have waived any objesmd accepted the Production
Order if Seller fails to object in writing withité timeframe specified above. Selteaicceptance of a Purchase Order is referredttae

“ Acceptance’.

Terms of the ContractUpon Seller's Acceptance, the terms of the rale¥airchase Order, together with the terms in theraelevant
Contract Documents, will become a binding contlativeen Tesla and Seller (each,_a “ Contiadicceptance is expressly limited to
the terms provided by the Contract. Terms in angitce and any other modifications, counterpropgsalsounteroffers proposed by
Seller to a Purchase Order are expressly rejecteédlaall not become part of the Contr:

Purchase Order Liabilit,. Tesla may, at any time and without any liabitiySeller, adjust the volume(s) of Goods under@agtract,
up or down, as follows upon written notice: (a)ugyto [***] for Goods to be delivered [***]after th date of Tesla’s notice, provided
that such timeframe is within the applicable Leamid and such timeframe shall be increased by thegef time reasonably required
for Seller to ship materials from its current offsé suppliers (not to exceed a total of [***]) (fekample, by giving notice on

January 15, Tesla may adjust the volume of Gootie tdelivered between [***]; (b) [***] after the da of Tesla’s notice, provided that
such timeframe is within the applicable Lead Timd auch timeframe shall be increased by the parfidiehe reasonably required for
Seller to ship materials from its current offshevppliers (not to exceed a total of [***]) (for exgle, by giving notice on January 15,
Tesla may adjust the volume of Goods to be deldvdetween [***]; and (c) [***], subject only to Skr's actual capacity, labor
constraints and supply chain constraints, for Gdod® delivered after the period of time followisigch notice that is equal to the
applicable Lead Time. Seller shall be deemed toraatically consent to any such adjustment pursigatftis Section 1.5 without the
need for a written consel

Purchase Commitme. Tesla will commit to purchase all conforming arah-defective Goods during the Term and pursuatiteo
Production Plan up to an annual aggregate eneqpcis of thirty-five gigawatt-hours (35 GWh); pided, however, that: (a) [***];

(b) the Goods [***]; and (c) market conditions suppthe purchase of Goods in volumes contemplayetid Production Plan, but
without limiting Tesla’s commitments in written agments between the Parties for investments ier&eRroperty as contemplated in
Section 1.1(b)

Goods.

Quantity.Quantities and delivery dates shall be as stattiteimpplicable Purchase Order accepted by Sehérss otherwise agreed to
in writing by the Parties. If Seller has reasobétieve that its ability to deliver any Goods isnaay be constrained, Seller shall [***]
notify Tesla setting forth the cause for the aptitéd delay. Any oral communication shall be [**dfdirmed in writing.

Changes.

(a) Seller shall not make any change to: (i) thedaowithout Tesla’s prior written consent, whictslBemay withhold in its sole but
reasonable discretion; (ii) its manufacturing pssci a manner that could result in non-conforntingefective Goods or that
could impact operations at the Factory of one oramther companies (i.e. Tesla and/or a colocatbesapplier) without Tesla’
prior written consent, which Tesla will not unreaably withhold; and (iii) its suppliers in a manrtkat could result in non-
conforming or defective Goods or that could impamtrations at the Factory of one

Tesle-Panasonic General Terms and Conditi Page2 of 25
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2.3
2.4

(b)

more other companies (i.e. Tesla and/or a colocatbesupplier) without prior written notice to Tasprovided that (A) Seller
shall consider any objections by Tesla in goodhfaitd discuss the proposed change with Tesla id fgth, and (B) Seller shall
not make any such change that will, or is reasgnigd#ly to, adversely affect any of the followingth respect to the Goods:

[***] .

[***]. If [***¥], Seller shall use CommerciallyReasonable Efforts to notify Tesla in writing witHi**] after receipt of such
request or proposal and prior to making the chédingigch change will affect [***], and Seller shallso provide the basis for su
determination. If Seller proposes a change hereufi@sla will use Commercially Reasonable Effootsgspond to Seller's
proposal within [***]. Tesla and Seller will negetie in good faith on [***] in connection with [***] but the [***] shall not [***]
due to [***] unless [***]. For clarification, Selleis not obliged to make such change requestedopoged by Tesla unless [***]
or other appropriate [***] in connection with suchange is agreed between the Parties in wri

[***]. Tesla may propose that Seller [***]. In suctase, Seller will discuss with Tesla and conssdeh proposal in good fait

Tesla Responsibilitie:

(@)

(b)

()

In order to facilitate Seller's performancatsfobligations under the Contract, Tesla will penii those tasks and fulfill those
responsibilities of Tesla (including, as applicalpivision of Tesl&supplied Items) as expressly set forth in thesee@derm:
and/or the Contract (“ Tesla ResponsibilitisSeller’s performance of its obligations maydependent in some circumstances
on Tesl{s timely and effective performance of the Teslag®esibilities and timely decisions and approvalsTegla.

Tesla’s failure to perform any of the Tesla Rassibilities (or cause them to be performed) wiit constitute grounds for
termination by Seller except as provided in Secli8i8 (Termination); provided, however, that S&dl@onperformance of its
obligations under these General Terms and/or thetr&ct will be excused if and to the extent (i) lsmonperformance results
from Tesla’s failure to perform any Tesla Respoilisigss, and (ii) Seller provides Tesla with reaabte notice of such
nonperformance and, if requested by Tesla, uses@oaially Reasonable Efforts to perform notwithsliag Tesla’'s failure to
perform. If Seller's use of Commercially Reasondbiorts to perform its obligations in such a cmestance would cause Seller
to incur significant uncompensated expenses, Seldgr notify Tesla. In that case, Seller’'s obligatto continue its efforts to
work around Tesla’s failure to perform Tesla Regiloilities will be subject to Tesla agreeing tamburse Seller for its actual,
reasonable and incremental uncompensated expmseParties shall also discuss in good faith Selbwtual and reasonable
out-of-pocket costs and expenses caused by Téalkige to perform any Tesla Responsibility (easd of material, increased
labor costs) and, subject to Section 12 (Liabiliiy@sla will be responsible for reimbursing suchts@nd expenses which Seller
cannot mitigate or avoid using Commercially Reabtm&fforts.

From time to time, Tesla may provide Seller witloess to proprietary computer systems and techredamwned and operated
Tesla and/or its Affiliates (the_* Systerf)go facilitate the performance of Seller’s obligms under the Contract. Seller is not
obliged to use the Systems unless agreed by SeNaiting. Seller will only use the Systems foethusiness purposes of Tesla.
Tesla may periodically monitor all uses of the 8yt as allowed by law and review user access recoaihtained by Seller. To
the maximum extent permitted by applicable Law|e8al users will have no expectation of privacycomnection with their use
of the Systems. Seller shall be solely respongdrlebtaining and maintaining the hardware andveafe it uses which are
necessary to properly access the Systems and peitfoobligations under the Contra

Delivery.

Packing and ShipmerTesla may specify the method of transportationtaedype and number of packing slips and other ohaes to
be provided with each shipment. The Parties shstuds in good faith and agree on the manner icw8eller will pack and ship
Goods, including labeling and hazard

Tesle-Panasonic General Terms and Conditi Page3 of 25
[***] Information has been omitted and filed sepiig with the Securities and Exchange Commissiamfidential Treatment has been
requested with respect to the omitted portit



CONFIDENTIAL Confidential Treatment Requested by Tesla Motors,nc.

3.2

3.3

3.4

3.5

4.1
4.2
4.3

4.4

4.5

materials instructions. If Tesla has not providadking or shipping instructions, Seller will paagkdsship Goods in accordance with
industry standards (with reference to the lithiuon-battery cell industry). If Seller is requireduse Tesla’s returnable packaging, the
Parties will discuss in good faith the responsipifor cleaning and maintaining such returnablekpging.

Delivery TermsSeller will deliver Goods in strict accordance wiitie Contract terms. Unless otherwise stated irfCthrract, Goods
will be delivered [***] and title and risk of loswill transfer upon receipt of the Goods by Te

Time is of the EssencEIME IS OF THE ESSENCE AS TO DELIVERY OF ALL GOODBS.Seller does not deliver any Goods in
accordance with the Production Plan then, subgeSettions 2.4 (Tesla Responsibilities) and 12a2d& Majeure) and except for any
other cause attributable to Tesla, Seller shalhlizefault. In addition to any other obligationsvtbich Seller shall be subject to under
the Contract, if Seller cannot meet the deliveriedand/or quantities of Goods specified in thet@ah, Seller will promptly notify
Tesla and the Authorized Purchaser and: (a) Sgtlelt provide substitute goods at the agreed jimitiee Contract from its operations at
the Factory or elsewhere; and (b) if Seller cammovide substitute goods within a reasonable titme Authorized Purchaser may car
any remaining portion(s) of the relevant Contrgot{ghout liability to Seller, in which case thegqudred volumes set forth in writing
between the Parties (e.g. Production Plan) shakteced

Over-Shipmentslf Seller delivers more Goods than specifiednrCader, the Parties shall discuss the over-shipimegood faith and
Seller shall, at its sole discretion, either: (@ept the return of the Goods delivered in excédiseoOrder [***] (the “ Excess Goody,
or (b) allow the Authorized Purchaser to retainxeess Goods [***], in which case the Authorizear¢haser may also in its sole
discretion reduce the quantities for future delegunder the Production Plan and under its Orflby(¢he quantity of Excess Goo

[***] . During the Term, Seller shall not [***] Goods whielne manufactured at the Factory, [***] unless: Tapla gives prior written
consent, which Tesla may withhold in its sole asonable discretion; and (b) [***], as reasonal#jermined by both Parties based ol
a good faith discussion, [***]. Prior to [***] undethis Section, Tesla shall, as reasonably reqddsteSeller, provide to Seller the
information reasonably required for Seller to compith suk-paragraph (b) above, including, the [**

Invoicing and Payment.

[***]. Seller shall provide Tesla [***]. Such infanation shall be deemed to be S¢'s Highly Confidential Information under the ND
Pricing. The pricing and pricing methodology applicableiie Goods shall be set forth in the t-current Pricing Agreemer

Invoicing. Invoices will be in the currency specified in fAgcing Agreement, unless otherwise agreed, afidwisent to Tesla’s
Accounts Payable Department as reasonably dirdgtdasla. The invoice will detail the Goods for winipayment is being requested,
and the applicable Purchase Order number. Chasgesiated with shipping for which Tesla is respolesiill be invoiced separatel

Paymen. Except as otherwise provided in the Contract|aledl pay Sellers charges [***] days after receipt of each invoipepvided
however, that (i) Tesla may withhold payment of anyoiced charges that Tesla disputes in good;féi)hpayment of any charges shall
not be deemed an approval of such charges or asuepbf non-conforming Goods, and Tesla or the éighd Purchaser may later
dispute such charges; and (iii) Tesla’s or the Arited Purchases’payment of charges shall not relieve Seller gfadrits warranties ¢
other obligations under the Contract. If any Authed Purchaser is repeatedly late or early in ntpgaEyment, the Parties shall discuss
in good faith whether to adjust the tl-current payment terms and pricing methodolc

[***]. If any Authorized Purchaser fails to paydisputed amounts due in a timely manner whietiraa material amount, Seller may
give notice to Tesla and the Parties shall withieasonable time discuss in good faith at a meetitiysenior representatives of both
Parties. If the Authorized Purchaser fails to peymptly after the meeting, [***] until Tesla or th&uthorized Purchaser pays the
undisputed amounts in full which are past ¢

Tesle-Panasonic General Terms and Conditi Page4 of 25
[***] Information has been omitted and filed sepiig with the Securities and Exchange Commissiamfidential Treatment has been
requested with respect to the omitted portit



CONFIDENTIAL Confidential Treatment Requested by Tesla Motors,nc.

4.6 Credits; Custom<Credits or benefits related to taxes and exporgirnguties resulting from the Contract, includingde credits, export
credits or the rights to the refund of duties, & fees, belong to Tesla unless otherwise pitelilby applicable law. Seller shall
retain all information related to the Goods and/aterials therefor (as applicable) as required bitdd States and any other applicable
customs authorities, and shall provide all suchrimfation and certificates related to the Goods@materials therefor (as applicable)
(including NAFTA Certificates of Origin) necessanypermit Tesla to receive these benefits or cse@ieller will provide Tesla with all
information and records relating to the Goods nesigsfor Tesla to: (a) receive these benefits,itseand rights; (b) fulfill any customs
obligations, origin marking or labeling requiremgrdand certification or local content reportinguiegments; (c) claim preferential duty
treatment under applicable trade preference regiares(d) participate in any duty deferral or ftesgle zone programs of the country of
import. If and to the extent applicable, Seller, {bapplicable, its supplier) will obtain expoiténses and authorizations and pay expor
taxes, duties, and fees related to the Goods anwterials therefor (as applicable) which are ingpiogevied or otherwise payable prior
to delivery of such Goods and/or materials (asiagple) to the Authorized Purchaser unless othersiated in the Contract, in which
case Seller will provide all information and recoriecessary to enable Tesla to obtain those elkpemses or authorization

4.7 Taxes.
€) This Section 4.7 sets forth the allocationesfponsibility between the Parties for taxes arisimigof or in relation to these

General Terms and each Contr:

(b) Unless otherwise stated in the Contract, iniclgdhe then-current Pricing Agreement, the Cortpgice includes all applicable
federal, state, provincial, and local taxes othantsales, value added, or similar turnover tarkebarges. The Goods purchased
from Seller are for resale which is exempt fromsales, use, value added or similar taxes, andrSeill not charge sales, use,
value added or similar taxes on its invoices tdd & Goods provided that Tesla has provided Beallealid resale certificate for
Seller's records. If Seller is required by law &ypor collect from Tesla any taxes or chargesgegallll separately invoice Tesla
for such taxes or charges subject to Section 4.€di().

(c) Subject to Section 4.8(b) above, each Partyreshain responsible for and shall pay (withoutmeursement) any and all taxes
that are assessed on any goods or services usedsirmed by such Party (or its Affiliates) in pemfiing its obligations under
the Contract where the tax is imposed on such Bguy its Affiliates’) acquisition or use of thegds or services in the
performance of such obligations, and other perspragerty taxes on property owned or leased by Bacty (or its Affiliates)
unless otherwise expressly provided in the Cont

(d) Each Party shall be responsible for any: §p$aon its (or its Affiliates’) revenue, net incomregross receipts; (ii) franchise,
business and occupational taxes (or similar innegton its business activities, and (iii) employelated taxes with respect to its
personnel (e.g. employee taxes, workers compemnsatio unemployment insuranc

(e) The Parties agree to cooperate with each tdhemable each to more accurately determine itstawitiability and to minimize
such liability to the extent legally permissib

5. Product Warranties.

5.1 Product Warrantie:.
€) Seller represents and warrants to Tesla ancetbeant Authorized Purchaser(s) that: (i) dudngeriod ending [***] from the

date of Seller’s [***] of the Goods, the Goods wik free from defects in design, workmanship anteria and will comply
with the Specifications, and (ii) during the periending [***] after the date of Seller’'s [***] ofie Goods, the Goods shall [***]
(which may include [***] under the agreed condit®r(the foregoing timeframes are, as applicabke;' Warranty Period).
Tesla hereby acknowledges and agrees that if Garedsot defective and/
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comply with the applicable Specifications, it doe$ mean that a Tesla battery pack, Module andéstalProduct cannot be
defective for some other reason, including, witHouttation, improper design or manufacturing bysfeeor a third party

(b) Exclusions Notwithstanding anything herein to the contrding warranties in Section 5.1(a) will not applydeomage or Non-
Conformities in Goods to the extent caused by drliefollowing:

0] the design, manufacture and/or function of dlverall system, equipment and/or goods of whichGbeds are part (e.g.
Module, Tesla Product

(ii) accident or act of Got

@iy [T,

(iv) misuse, neglect, abuse, mishandling, misapptia, modification, alteration by Tesla, the relet/Authorized Purchaser
or any third party, or improper installation, seesi operation, storage, shipment, testing, cheakontaintenance by
Tesla, the relevant Authorized Purchaser or amg thérty;

(v) failure by Tesla, the relevant Authorized Pursbr or any third party to follow (A) the reasomainistructions, cautions,
warnings, and notes set forth in the Specificatiansl/or (B) any other reasonable direction frorbese

(vi) [ inaGood due to any cause other t[***] ; or
(viy [ inaGood due to any cause other t[***] .

5.2  New Items; Title. Seller further represents and warrants to Tedlktlae Authorized Purchasers that, upon delivethécAuthorized
Purchaser, the Goods will: (i) be new (and notnt@fined), unless expressly approved otherwise itingrby Tesla in each case; and
(ii) be free and clear of any and all liens, segunterests, and encumbrances of any nature, tilehvesting solely in the Authorized
Purchaser

5.3 Inspection. The Authorized Purchaser will inspect each shipnoé Goods within [***] after receipt, using Commuéally Reasonable
Efforts to evaluate whether the Goods conform éowlarranties set forth herein (including [***]) Wiin [***] after receipt.

5.4  Procedure. If an Authorized Purchaser gives written noticeinly the Warranty Period in good faith that Gotalkto conform to any c
the warranties in Section 5.1 (as applicab!* Non-Conformity”):

(a) The Authorized Purchaser will, if requested3®fler, provide all available information regardihg alleged Non-Conformity in
the Goods, including: [***] of the Tesla batterygaand/or Module

(b)  Seller may require return of the Goods and/or iosfiee Goods to verify the existence of a -Conformity [***];

(c) Tesla shall use Commercially Reasonable Eftorsupport Seller’s verification of the existerofea Non-Conformity, and the
Parties shall discuss the alleged -Conformity in good faith

(d) In the event of a disagreement or dispute disd@xistence of a Non-Conformity, the Partied (] and whether such Non-
Conformity resulted from a breach of S€'s warranties as set forth in Section 5.1

(e)  Seller shall, within [***], provide replacement cfamming Goods which are new (and not refurbished)efich Good which has
Non-Conformity as follows unless otherwise agreed iitimg between the Parties: (i) for each such GptY; and (ii) for each
such Good [***]. If Tesla and Seller agree basedaaypod-faith discussion that the affected Goodahisn-Conformity,
Panasonic shall replace the Good in accordancetiétforegoing. If Tesla and Seller do not agreseaon a good-faith
discussion whether the affected Good has a Nondtaify and Seller does not establish that the Gedicbe of any Non-
Conformity either within [***] after the Authorize:
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55

5.6

5.7

5.8

Purchaser’s notice or a longer time approved itingriby the Authorized Purchaser in its sole basmnable discretion, [***]. If
Seller establishes that the affected Good doekana a Non-Conformity within the timeframe referetd@bove (i.e. [***] or an
approved longer period), Seller will not be oblaghto replace the Good under this Sectic

® Any replacement pursuant to this Section 5lgbal***] and, subject to Section 5.9 [***] below(A) the replacement shall be
[***], and (B) [***]; and

(9) If Seller instructs Tesla in writing to destragd/or recycle any Goods with an actual or alleged-Conformity, Seller shall

[***] .

Future Performanc. All representations and warranties of Seller et future performance of the Goods during therdray Period
and are not modified, waived or discharged by @ejivinspection, tests, acceptance or paymentaBeapproval of any design,
drawing, material, process or specifications indytth will not relieve Seller of these represdiotas and warranties. The warranties
forth in this Section 5 shall survive acceptance payment by Tesla and the termination or expiratibthe Contract

Application of Warrantie. Seller agrees that the warranties set forthi;S$lection 5 extend to all Goods, notwithstandhgfact that
such Goods delivered to Authorized Purchasers uh@eContract may be produced, in whole or in gartany of Seller’s divisions,
parent, subsidiaries, Affiliates, or suppliers atherefore, such warranties shall not be disclaioreatherwise limited in any way mere
due to the fact that any Goods have been produgeamypsuch entity

Disclaimer. THE WARRANTIES SET FORTH IN THESE GENERAL TERMS A RE EXCLUSIVE AND ARE IN LIEU OF
ALL OTHER WARRANTIES WITH RESPECT TO THE GOODS, WHE THER ARISING FROM A COURSE OF DEALING,
COURSE OF PERFORMANCE OR TRADE USAGE, OR WHETHER ORAL, WRITTEN, EXPRESS, IMPLIED OR
STATUTORY, ALL OF WHICH ARE HEREBY WAIVED BY TESLA, AUTHORIZED PURCHASERS AND SELLER. THE
EMPLOYEES AND AGENTS OF EACH PARTY ARE NOT AUTHORIZ ED TO MAKE MODIFICATIONS TO SUCH
WARRANTIES, OR ADDITIONAL WARRANTIES BINDING ON SUC H PARTY; ACCORDINGLY, ADDITIONAL
STATEMENTS, WHETHER ORAL OR WRITTEN, DO NOT CONSTIT UTE WARRANTIES AND SHOULD NOT BE
RELIED UPON BY THE OTHER PARTY. FOR THE AVOIDANCE O F DOUBT, TESLA UNDERSTANDS THAT THE
GOODS[**] (I) [**+ , (I) [**] , OR (lll) ANY OTHER CONDITIONS DIFFERENT FROM THOS E FOR WHICH THE
GOODS WERE ORIGINALLY DESIGNED, AND THAT TESLA SHOU LD TAKE PROPER STEPS TO [**] . NO ACTION,
SUIT OR ARBITRATION SHALL BE BROUGHT ON AN ALLEGED BREACH OF THE WARRANTIES SET FORTH IN
THESE GENERAL TERMS MORE THAN [***] MONTHS FOLLOWING THE EXPIRATION OF THE APPLICABLE
WARRANTY PERIOD.

Quality Plan Requirements and Appro.

€) Seller will supply Goods in accordance with atmally-agreed quality plan (* Quality Planwhich is developed during the
design development process, during the ProductiohApproval Process (PPAP), and/or as listed énabiplicable
Specifications. Only after the Quality Plan for tBeods is approved by Tesla shall the Goods bevatldo be shipped for use in
Tesla Products. Seller shall submit a mutually-adrguantity of samples of a standard productiorofu®oods to Tesla per a
mutually-agreed Quality Plan. The responsibility thee cost and expense of such samples will berdéted by the mutual
agreement between the Part

(b)  As part of the Quality Plan and during PPAtie Parties shall include [***] in the Specifigan for each Good as related to
[***], and (ii) [***].

(c) Seller shall also provide Tesla with the follog: for any process change subsequent to thali®PAP, Seller shall submit a
Process Change Request (“* PGRxplaining the requested change and providingpart summarizing Seller’s testing and
validation processes for the requested cha
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5.9

5.10

6.2

Seller shall also submit to Tesla for evaluationwtually-agreed quantity of samples of the Goodsiiporating the PCR
features, produced on mass production equipmeuetr@sponsibility for the cost and expense of sachpdes will be determined
by the mutual agreement between the Parties. Gdythe PCR is submitted and approved by Tesld gteaGoods be allowed
to be shipped for use in Tesla Produ

(d)  Seller agrees that the Goods shall conform to thaliy Requirements attached heretExhibit 1.

[***]. If, with respect to Goods, Modules and/or Jla Products, [***], Seller shall be liable for tffg*]. Notwithstanding the foregoing
Seller shall not be liable under this paragraptihéoextent that [***]. Seller’s liability set fortm [***] and in no event shall Seller be
liable for any lost goodwill, profit, revenue onéags in connection with [***]. To the extent perttad by applicable law, Tesla shall
(a) notify Seller promptly after becoming award*f] in connection with the [***], to the extentelated to the Goods, (b) consult with
Seller in good faith regarding such [***], and @@ovide such information as reasonably requeste8idier from time to time with
respect to the [***]. Seller shall not be responesibr liable for [***] if (A) the affected Goods we [***], as determined by the Agreed
Tests; or (B) [***] was caused by [***]; or (C) [**] occurred more than [***] after the delivery ofish affected Goods to the
Authorized Purchase

Corrective Action Seller will promptly notify Tesla in writing if &ler becomes aware of any ingredient, componesigd or defect in
the Goods that is or may become harmful to persopsoperty or fails to meet the Specification®tirer requirements of the Contract.
Seller will promptly develop, document and impletneorrective actions in accordance with all mutgragreed quality control policies
and standards, including by: (a) promptly investigaand reporting on the root cause of the problgnremedying the cause of the
problem for future production and resuming perfang&in accordance with the Contract; (c) implenmanéind notifying Tesla of
measures taken by Seller to prevent recurrendhe ifroblem is otherwise likely to recur; and (dkimg written recommendations to
Tesla for improvements in procedur

Representations and Warranties

General Each Party represents and warrants that it ganiffiiliates to the extent applicable): (a) wikkiform all of its obligations
under these General Terms and the Contract infaggional and workmanlike manner, consistent wittustry standards and in
accordance with all of the terms of these GenegaiB and the Contract; and (b) has the right aililyaio enter into, perform the
obligations under and agree to the covenants acwadan these General Terms and each Contractr @afleer represents that: (c) [***
Tesla further represents that: (d) each obligatioany Tesla entity under a Contract is bindingafiiTesla entities which are Parties to
these General Terms as if each such Tesla entitphieed to the obligatio

Operations Seller will: (a) if and to the extent relevantthe Contract and applicable to Seller, comply withof the following:
industry-standard and/or mutually-agreed supplisdity and development process program requiremeguotsity control and safety
standards, and procedures and inspection systaeohsding_Exhibit 1, the Global Automotive Declarable Substance Li&GADSL "),
and as applicable EU Directives 2002/95/EC (Regtricon Hazardous Substances or “ Rdj&nd 2006/66/EC (re: batteries and
accumulators and waste batteries and accumulatsrgach may be amended from time to time; (b)igecan accurate and complete
International Material Data System_(* IMD¥submission for each non-prototype Good; andp(oyide all information reasonably
required for Tesla to comply with its legal obligets, such as the California Transparency in Su@blgins Act of 2010 and (if and to
the extent applicable to the Goods) Section 15GR@Dodd-Frank Wall Street Reform and Consumeteetinn Act (commonly
referred to as the conflict minerals provision)eash may be amended from time to time. Upon redyesesla, Seller shall provide
evidence of its compliance with each of the foragand as reasonably requested by Tesla for pismdskesla’s compliance with its
legal obligations
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6.3 Compliance with Laws and Tesla Polic.

(a) Each Party will, at its cost and expense, oldllinecessary regulatory approvals, licenses panahits (collectively, “ Permit§
applicable to its business and comply with all Lapglicable to its business or the performancésafhligations under these
General Terms and each Contract, as such Laws megvised from time to time. Seller will providesla with accurate mater
safety data sheets regarding the Goods and, iEsted by Tesla, submit to Tesla evidence of suntptiance. Each Party will
also provide the other Party with all informati@asonably required in order for the other Partyoimply with Laws applicable
to it.

(b)  To the extent not prohibited by Law, each Paritypromptly notify the other Party in writing @fny investigation or inquiry into
whether such Party (or any of its subcontract@sharged with failing to comply with any Laws tinaéy or will impact, or are
otherwise applicable to, such Pis performance under these General Terms and/@dh#act.

(c) Seller will comply with any Tesla policies, stiards, rules, and procedures (collectively, * aéxblicies’) applicable to
performance of Seller’s obligations under the Cacttand/or to the Factory which are disclosed teS@ writing and approved
by Seller, as such Tesla Policies may be revisad fime to time subject to Seller’'s approval, aetle€3 shall not unreasonably
withhold, condition, or delay its approval for asiych Tesla Policy or any changes ther

6.4 DebarmentDuring the Term, Seller represents and warrdrasit shall not be: (i) debarred, suspended, ebedwor disqualified from
doing business with the United States Governméhtisted on the Excluded Parties List System rtaiimed by the General Services
Administration of the United States Government (fdat www.epls.goy; or (iii) a Person with which U.S. Persons arehibited from
transacting business of the type contemplated &ytbntract or with which U.S. Persons must limithinteractions to types approved
by the US Department of Treasury, Office of Foredgsets Control (* OFAC), such as by Law, executive order, trade embargo
restriction, economic sanction, or lists publishgdOFAC. Seller agrees to immediately notify Taslariting in the event Seller
breaches any of the preceding representations an@nties or has reason to believe that it willdmee in breach of any of the precec
representations and warranties. Such breach ofegamgsentation or warranty under this Section 6all be deemed a Default under the
Contract for which Tesla may immediately termintite Contract without being required to provide o@tbr permit Seller to cure such
Default.

7. Indemnification.

7.1 Indemnification by SelleSeller agrees to indemnify, defend and hold harsilesla, its Affiliates, and their respective diogs,
officers, employers and agents (collectively “ Belsidemnitee¥) from and against any and all costs, fees, paslexpenses, third-
party damages, attorneys’ fees and all other ltaslto any third party whatsoever (* Lossgsarising out of any Claim against any
Tesla Indemnitee which arises from or relates yoatual or allegec

€) except to the extent that the Claim pertainbasla Products and/or Modules, infringement of bwgllectual Property Right
relating to Goods or any portion thereof, on itsxaw in combination with other goods or servic

(b) challenge to Tesla’s sole right, title and et in the Factory, Goods or the Tesla Propertyigbt to possession of Tesla
Property, in each case brought by any third parppber to Seller or agent to Seller, includingltoakers, subcontractors, and
lending institutions; o

(c) Personal injury (including death) or property damémthe extent caused by a defect in design, wansimip and material (duri
or after the Warranty Period) and/or non-conforn(itith reference to the applicable Specificationthin the Warranty Period)
in one or more Goods; provided, however, t

® the foregoing obligation shall not apply to thetent that: (A) Tesla was aware of or, in thereise of reasonable care,
should have been aware of the existence of sudcdefd/ol
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7.2

7.3

non-conformity; (B) the Losses were caused by thgld Products, including but not limited to Teslaéstery packs,
Modules (including circuit and equipment matchisgues), and their respective assembly, manufastyrkcement,
sale, use, operation, storage, and/or transpantaiod/or (C) the Losses were causedtyy if (x) the affected Goods
were part of***] ; or (y) such***] was caused bly**] ; or (z) sucH***] occurred more thafi**] years after the
delivery of such affected Goods to the AuthorizedcRaser; an

(ii) to the extent permitted by Law, the liabilgi®f Seller pursuant to this Section 7.1(c) wilt fi*] (the[***] ), and the
Tesla Indemnitees shall not be indemnified or eldnless in connection with such Los[***] .

Indemnification by TesliTesla agrees to indemnify, defend and hold harn8edisr, its Affiliates, and their respective di@s,
officers, employers and agents (collectively “ 8elhdemnitee8) from and against any and all Losses arisingawtny Claim against
any Seller Indemnitee which arises from or relébegny actual or allege:

@) infringement of any Intellectual Property Righthe extent caused by Tesla Products and/or Medun which the Goods are
used;

(b) challenge to Seller’s sole right, title andeirtst in materials, work-in-process, Goods or $&lteperty, or right to possession of
Seller Property, in each case brought by any téndly supplier to Tesla or agent to Tesla, inclgdimolmakers, subcontractors,
and lending institutions; ¢

(c) Either (i) defects or quality issues with resp® Tesla Products, including but not limitediisla’s battery packs and Modules,
(including circuit and equipment matching issuas] their respective assembly, manufacture or plaoénsale, use, operation,
storage, and/or transportation, or (ii) [***] if (&he affected Goods were [***]; or (B} uch [***] is caused by [***]; or
(C) such [***] occurred more than [***] years afténe delivery of such affected Goods to the AutiwdliPurchaser; provided,
however, that: (A) the foregoing obligation shait mapply to the extent that the Losses were cabggtt*]; and (B) to the
maximum extent permitted by Law, the liabilitiesTasla pursuant to this Section 7.2(c) will not*fthe [***]), and the Seller
Indemnitees shall not be indemnified or held hasmie connection with such Losses [**

Procedure. The Party seeking indemnification by the othemtyPander this Section 7 (the_* Indemnified Padtyvill give prompt

written notice of the Claim for which indemnificati is sought. Failure to give notice will not dinsim the indemnifying Party’s
obligation under this Section if it has or receikaswledge of the existence of the Claim by anyeoptheans or if the failure does not
materially prejudice its ability to defend the @fiThe indemnifying Party may select legal coutsekpresent the indemnified Party
(said counsel to be reasonably satisfactory tonthemnified Party) and otherwise control the dedeasd, subject to the other terms of
this Section 7.3, resolution of the Claim. If thhelémnifying Party elects to control the defenssumh Claim, the indemnified Party may
at its option participate in the defense of anyif@laith its own counsel at its own expense; proditleat such indemnified Party shall
not resolve the Claim without the prior written sent of the indemnifying Party. If the Claim is ahat cannot by its nature be
defended solely by the indemnifying Party, thenitfteemnified Party will make available informatiand assistance as the
indemnifying Party may reasonably request, attidernnifying Party’s expense. The indemnifying Pangy not, without the prior
written consent of the indemnified Party, (i) camtsi® the entry of any judgment or enter into aefflement that provides for injunctive
or other non-monetary relief affecting any indenmafParty, or (ii) consent to the entry of any jodmt or enter into any settlement
unless such judgment or settlement provides farreonditional and full release of the indemnifieattly and does not diminish any of
such Party’s rights under these General Terms atttaContract or result in additional fees or gearto the indemnified Party. The
indemnified Party may not make any party admissiongspect of a Claim if the indemnifying Partgets to control the defense of the
Claim. For avoidance of doubt, the indemnifyingti?@nay invoke any applicable statutes of limitaian conducting the defense of ¢
such Claim
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7.4

7.5

9.
9.1

9.2

Limitations.To the maximum extent permitted by applicable lag aubject to [***] (as applicable), the Partiesspective obligations
under this Section 7 will apply even if an IndenedfParty’s conduct has contributed to the Lodsesthe obligation to indemnify will
not apply to the extent that Losses were causesibly Indemnified Party. Each Party’s obligatiomlédend and indemnify under this
Section 7 will also apply regardless of whetherGfem arises in tort, negligence, contract, watrastrict liability or otherwise

Infringement Claim:. If any Goods become, or in Seller's reasonabigiop is likely to become, the subject of an inflament or
misappropriation Claim, Seller will promptly notifyesla (the “ Infringement Notic® and, at Seller's expense and in addition to
indemnifying Tesla Indemnitees as provided in 8éstion 7 (Indemnification) and to the other righésla may have under these
General Terms: (a) promptly secure the right tatioole manufacturing and selling the Goods; or {bis cannot be accomplished with
Commercially Reasonable Efforts, then replace adifgghe Goods to make it non-infringing or withaunisappropriation; provided,
however, that any such replacement or modificatiay not degrade the performance or quality of theds or disrupt Tesla’s business
operations; or (c) if neither of the foregoing dmnaccomplished by Seller with Commercially Reabtm&fforts, then, no earlier than
[***] after the date of Selles Infringement Notice, [***]. During the foregoing**] period of time and unless prohibited by LaBeglle
shall not suspend delivery of Goods in accordanite tve Production Plan and Seller shall not [*&§ the direct result of such
infringement or misappropriation Claim. If Selldromses to stop selling Goods to Tesla pursuathisdSection (but not if Seller is
prohibited by Law from selling such Goods), Seliéli be deemed to be in Default and Tesla may dgerits termination and other
rights and remedie

Confidentiality . Tesla’s mutual non-disclosure agreement as oEffective Date or, if applicable, the signed raiselosure agreeme
then in effect between the Parties (* NDysets forth the Parties’ respective confidentyadibligations hereunder. The NDA is hereby
incorporated by reference in these General TerdgtanContract, and the terms and conditions ofNbé will continue in force
throughout the Term and thereafter during the Clemfiiality Period (as defined in the ND/

Property.

Property The tooling, jigs, dies, gauges, fixtures, mofusterns, other equipment (collectively, the “ Tiiog ), as well as the supplie
materials, and other tangible property that areittbe used by Seller to manufacture, store, aaddport Goods, or used to develop or
make Goods for Tesla (such Tooling, supplies, nmateand other tangible property shall collectivied/referred to as the * Propef)y
will be owned by Tesla if Tesla has [***] (* TesRroperty”); provided, however, that Property will not beedeed to be Tesla Property
if Tesla has [***]. “ Sellets Property’ means all Property which (a) is owned and/or usg&eller in connection with these General
Terms and/or the Contract(s) and (b) is not Test@&tty. Seller will not purchase on the accoummtharge Tesla for any Tesla
Property except as authorized in a Purchase OFitkr to Tesla Property shall transfer to Teslaupesla’s payment in full for such
Property.

€) Seller will assign to Tesla contract rightl@ims in which Seller has an interest with respedesla Property and execute bills
of sale, financing statements, or other documegaested by Tesla or required to evidence ’s ownership of Tesla Proper

(b) Seller will have no interest in Tesla Propgréyd for by Tesla except as an at-will bailee. fi® éxtent permitted by law, Seller
waives any lien or similar right it may have wittspect to Tesla Property. Tesla is responsiblpdsonal property taxes
assessed against Tesla Prope

Operations and Maintenanc8eller will: (a) subject to Section 1.1(b) abof##*] procure, transport, install and configure thte Factor
the Seller's Property by the Parties’ agreed tadgét (e.g., as required for [***]); (b) subject$ection 1.1(b) above and [***], procure,
transport, install and configure at the Factoryitiattlal Seller's Property as reasonably requireddtiver Goods in accordance with the
Contract and the Production Plan; (c) [***] maintaill Seller’s Property used by Seller in good dthad and repair, normal wear and
tear excepted; (d) furnish, maintain in good cdoditreplace and improve &
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9.3

9.4

10.
10.1

10.2

10.3

11.
111

Seller's Property reasonably required to deliveo@win accordance with the Contract and the Pramtu€tlan; (e) use Tesla
Property only for the manufacture, storage, anasrart of Goods for Tesla unless Tesla otherwigeaes in writing; and (f) at
Tesla’s request and expense, mark Tesla Property asdgdedpto Tesla. Further, (g) Seller will not remose|l, or dispose of ar
Seller's Property from the Factory without Teslargr written consent if and to the extent thattsBcoperty is reasonably
required to manufacture and deliver Goods in aamed with the Contract and/or Production Plan aeslalshall not
unreasonably withhold, condition or delay such eoms and to the extent that such Property israasonably required for such
purposes; (h) all replacement parts, additionsravgments, and accessories to Tesla Tooling wilblvee part of Tesla Tooling;
and (i) Tesla will, at its expense, be responditmigorocuring, maintaining in good condition, regitag and improving all Tesla
Property which Tesla is expressly required to meviereunder as a Tesla Responsibility, if angrder to enable Seller to
perform its obligations under the Contract andRheduction Plan

Teslas Rights of Possession, Equitable Reli€ésla has the right to the sole, unencumbereglalified, and absolute possession of
Tesla Property at any time, as elected by TeslaSatidr will immediately release to Tesla upon esjuand Tesla may retake
immediate possession of Tesla Property at anywitieor without cause and without payment of anydkunless otherwise provided in
the Contract. Tesla will be responsible for tramtgt@mn costs with respect to Tesla Prope

Waiver of Liens As a continuing condition of Seller's possessiomnise of Tesla Property, Seller shall ensurertbahird party obtains
any lien or other right in Tesla Property and hgnelives and relinquishes, and agrees to obtam oy third parties who might claim
any such lien (including without limitation mecheisiliens) or right, their written waiver and radimshment of all rights, if any, to any
lien or other right of retention whatsoever witlspect to Tesla Propert

Intellectual Property.

Covenant Not to SueSeller and its Affiliates covenant not to brimgsist others in bringing, or otherwise assertresgdiesla and/or its
Affiliates, and their respective successors anjassany claim for infringement of any of Selleasd/or any of its Affiliates’
Intellectual Property Right incorporated in the @sarising from any of the following: [***]. For thavoidance of doubt, the foregoing
covenant extends to any application of one or n@weds if, at the time of sale of one or more Gopti{(Jesla, (a) Seller knows that
Tesla and/or its Affiliates plans to use such Gepd( such application or (b) the application bylBeand/or its Affiliates is publicly
available and/or disclose

Independent Efforts and Similar GooProvided there is no infringement of the other Parntellectual Property Rights, nothing in
these General Terms or the Contract will impainesitParty’s right to develop, manufacture, purchase, sell or market, directly or
indirectly, alone or with others, products or seed competitive with those offered by the othertyP:

No Implied Right.. Except for the rights expressly transferred esthGeneral Terms or the Contract, nothing thevéioperate to
transfer any interest in Intellectual Property Righy implication, estoppel or otherwit

Factory Colocation.

Factory Least.

(@) Tesla shall, at its cost and expense and as a Resjaonsibility, procure the land and construcldings thereon to be used as
Factory. Upon completion of construction of the tBag, the Parties shall negotiate in good faithafize and sign a lease setting
forth the terms and conditions of Seller’s leag@ts at the Factory (the * Factory LedseThe Factory Lease shall: (i) provide
that Tesla will provide Seller with the sufficiesppace and utilities for Seller to enable to perfaswbligations under these
General Terms and the Contract(s); (ii) specify*Tfiursuant to the Pricing Agreement; (iii) [***}iv) specify that [***], unless
otherwise provided in this General Terms; and @g9adibe the area(s) leased to Seller to be useskdter's manufacturing of
Goods at the Factory; (vi) define each F's financial and other responsibilities for utilgiée.g. gas, electric, water a
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(b)

(c)

(d)

()

(f)

treatment of waste water); (vii) specify that trectery Lease will be subject to any restrictionsagally applicable to the Factc
and/or Tesla’s real property; and (viii) allocatsponsibility between the Parties for environmeasglects of the Utilities
(defined below); and (ix) include terms and cormdii consistent with those set forth in this Sectibrand in the Pricing
Agreement. The Parties shall negotiate the Fadteage in good faith and, should no Factory Leasenered into between the
Parties by [***] (the “ Lease Target Date Seller may terminate these General Terms aaddmaining portion(s) of any
Contract without any liability whatsoever to Teslae Parties may extend the Lease Target Date lyatwritten agreement.
The Factory Lease shall, upon execution by theédatte incorporated into these General Termsmanekediately supersede and
replace this Section 11.1 in its entirety withooy &urther action of the Partie

Tesla will, at its cost and expense and as a Tatponsibility, install, configure, maintain in gbaorking order, and furnish t
utilities required for Seller to perform its obligens under these General Terms and the Contragitas agreed between the
Parties (collectively, th* Utilities "), including gas, electric, water, and treatment o$teavater

The Parties shall discuss in good faith and signutually-agreed matrix to describe each Pargsponsibility for various
construction and/or operational activities at tlaetbry. The Parties shall also discuss in gooti thié general configuration of
Seller's leased area(s) at the Factory to enableeitformance under the Contract and Productiom Flesla must approve
permanent fixtures and improvements in advancdaTeasl Sanyo will work together to obtain necesganynits relating to
Seller's leased area(s) at the Fact

Tesla will provide to Seller Personnel assigteediork at the Factory the reasonable use thegmifer will use the Factory for
the sole purpose of performing its obligations urtiese General Terms or the Contract. Sellerbeilfesponsible for any
damage to the Factory caused by Seller Personnmlah@vear and tear excepte

Seller will permit Tesla and its agents and@spntatives to enter the area(s) leased to Hfelsonably required for: (A) an
emergency at any time; (B) a law enforcement oegawent inspection at any time; (C) Tesla personpeh an agreed amount
of notice, if and to the extent related to emplolealth & safety (EHS), security, audit (e.g., PPAPas separately approved by
Seller in good faith; or (D) maintenance or rediT esla Property used by or for Sell

If Tesla sells, transfers, assigns or otherwispatiss of the land and buildings covered by thedrattease and/or the Utilities
its Affiliates or a third party, any such salenséer, assignment or disposal shall be subjeabycaad all of Seller’s rights under
the Factory Lease. Tesla shall not, during the @frFactory Lease, lease the Seller space coverduebFactory Lease to Tesda’
Affiliates or any other third party without Sel's prior written consen

11.2 Seller Personne

(@)

(b)

Responsibility for Seller Personnéeller will manage, supervise and provide dicectd Seller Personnel and cause them to
comply with the obligations and restrictions apalite to Seller under these General Terms and/otr&tnEach Party is
responsible for the acts and omissions of its oarsgnnel under or relating to these General Terd®athe Contract. Seller is
responsible for validating the identity of and emsy that Seller Personnel assigned to perform viereunder (i) have the legal
right to work in the country(ies) in which they assigned to work, and (ii) conform to all reasdeamnd applicable Tesla
Policies disclosed to Seller and approved by Sé&llech approval not to be unreasonably withheldditmned or delayed) with
respect to personal and professional conduct dadbtory (including adherence to general safetlgabi®or, and security
practices). From time to time, the Parties may,atsconjunction with the Production Meeting, coltgu good faith regarding
staffing requirements for Seller Personnel at thetéry.

Backaground ChecksPrior to assigning any Seller Personnel to wotthe Factory, Seller shall perform a backgrounec&of
each person or, in the case of employees or agéatsubcontractor, Seller shall cause the subactair to conduct such a
background check. Such background che
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may have been performed as part of Seller’s stanol@-employment screening process and will inchhéefollowing, at a
minimum but only to the extent permitted by apdiieaLaw: (i) social security verification (for USnployees); and (ii) felony
and misdemeanor criminal checks. To the extent painby applicable Law, Tesla may require Selbepttovide written
evidence of the background checks on Seller Pess@trmny time. Unless prohibited by Law, neithartf? may assign any
person to perform work at the Factory who was otted of any criminal offense involving dishonestyhreach of trust, money
laundering, or who has been convicted of a felomme within the last seven years without the ofParty' s prior written conser

11.3 Extension of Leas. Following expiration or termination of these Geiderms, Seller shall be entitled to extend theation of the
Factory Lease as follow

(@)
(b)

(©)

(d)

If Tesla terminates for Sell's Default, Seller may continue its lease rightgfot]. Seller shall [***] and Seller shall [***].

If these General Terms expire or in the evémt ®rmination for force majeure by either Pantyesmination for a Change of
Control Event affecting the other Party, Seller roagtinue its lease rights for [***]. Seller shftt*] and the Parties shall
negotiate in good faith a potential extension efHactory Lease. In case of termination for foregemre or Change of Control
by either Party, Tesla shall be responsible forf*provided, however, that Tesla will have soledncial responsibility with
respect to any Tesla-Supplied Items and/or Utilitidnich were installed by Tesla (including the ¢andion activities for which
Tesla is solely responsible pursuant to the muttedreed matrix described in Section 11.1(c)). Pheies shall also, in
connection with any such expiration or terminatidiscuss in good faith [***]. In the case of exgicm (but not termination for
force majeure or for Change of Control), Tesla askiedges that it will be responsible for [***] praled that (i) Seller has used
best efforts to [***], (ii) the [***] are mutuallyagreed in writing and in advance; provided, howgtheat such Tesla’s approval
shall not be unreasonably withheld, delayed or itammbd, and (iii) Tesla shall not be responsildedny such [***]. Tesla will
provide an estimated cost or profit for [***], ai®kller will determine whether to [***]. Seller shdlave financial responsibility
for [***] if it chooses to [***]; provided, howeverthat Tesla shall pay Seller [***]. If Seller chses to [***], Seller shall not be
obligated to [***]. If Seller chooses to [***], Tda shall bear [***], and if [***], Tesla will [***] . If Seller fails to [***], Seller
will be deemed to have [***] and Tesla will [***]ni its sole discretion and at Tesla’s sole expengeddit. For avoidance of
doubt, Seller shall have no liability for Tesla&lfire to [***] in connection with any such [***]In no event shall Tesla sell,
lease, assign or otherwise transfer such Selledpd?ty to any third party other than for [***]. Egpt as set forth in this
paragraph, each Party shall be responsible famits costs and expenses related to such expiratitBrmination.

If Seller terminates for Tesla’s Default, Selteay: (i) elect to continue its lease rights fo¥] without [***] and Seller may
[***] and, if applicable, [***]; and (ii) [***] the following [***], which will be considered [***] for purposes of Section 12.1(f)
to these General Terms: [***

If Seller terminates these General Terms aadXbntract(s) due to a Change of Control Event vafipect to Tesla, Seller may,
in its sole discretion and in addition to the remedontemplated in Section 11.3(b), choose toicoatits lease rights for [***]
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12.  Liability.
12.1 Limitations of Liability and Exclusior.

(@)

(b)

(©)

(d)

()

(f)

Except as provided in Section 12.1(e), Tediatslity to Seller under these General Terms alh€antracts (including
termination, expiration or cancellation) shall eateed the followinc

0] with respect to each investment by or for SaleSeller's Property as contemplated in Sectidrfld) above and in the
then-current Pricing Agreement, the agreed amoudt(@ and payable therefor pursuant to these Giehenas and the
ther-current Pricing Agreemen

(ii) with respect to Goods or other items delivebgdSeller pursuant to a Contragt*] in accordance with the applicable
Contract;

(iii) with respect to amounts for which Tesla igpeassly responsible pursuant to these General Telimduding Sections
2.4 (Tesla Responsibilities), 11.3 (Extension chde), and 13.4 (Obligations Upon Termination) il &amthe extent
applicable — and/or other relevant agreements legtwlee Parties in connection with these Generah$€e.g., Factory
Lease) if and to the extent applicable, the amoduésand payable thereft

(iv) with respect to Claims which a[***] , [***] ; and

(v) for other damages which are recoverable putsieathese General Terms and/or a Contract dueeamo more events
giving rise to liability in a rolling period ([***] , [***] .

Except as provided in Section 12.1(e), Sell&tal liability to Tesla under these General Teand/or any Contract shall not
exceed the following: (i) for Claims which are [$*{***]; and (ii) for one or more events givingge to liability in a rolling
period of [***], [***] the following ( “ Selle's General Ca”"): (A) [***], or (B) [***].

Except as provided in Section 12.1(e) and ntbstanding anything to the contrary in Sectiond.(&#).or 12.1(b) above, each
Party shall be liable if it [***]; provided, howevethat such liability shall not exceed [***

Except as provided in Section 12.1(e) and ¢oetktent permitted by applicable law, neither Puaiitiybe liable to the other Party
for any anticipated profits, loss of revenue orisgs, loss of goodwill, depreciation cost due tueed production capacity, cost
of capital, production downtime costs, interestiglées or incidental, special, indirect, consediagrpunitive, multiple, or
exemplary damages or liabilities in connection wiitase General Terms and/or any Contract, whetlidiréach of contract, late
payment, property damage, personal injury, illnessleath or otherwise, even if such Party wassadivor was aware of the
possibility of such damages or liabilitie

The limitations and exclusions of liability $etth in Sections 12.1(a), 12.1(b), 12.1(c) andL{® will not apply with respect to
damages attributable to: (i) a Party’s intentidoats, unlawful conduct, willful misconduct, or g®negligence; or (ii) Losses
related to Claims that are [***]. Further, the exsions of liability set forth in Section 12.1(d)Iwiot apply with respect to
damages attributable to: (iii) Losses related @irG$ that are [***].

The Parties acknowledge and agree that the follpwiii be considered direct damages and that neRaety will assert that the
are types of damages that are excluded under 8€lid (d) to the extent they result from the falof a Party (or entities or
persons for whom a Party is responsible) to perfioraccordance with these General Terms and/oCtrgract:

® costs and expenses for which a Party is exfyressponsible under these General Terms or a Ganincluding costs
and expenses related to [***] and Te's obligations to pay [***] paid by Seller [***]

(ii) the actual and reasonable damages, lossets, @od expenses incurred by Tesla as a direct i@sBeller’'s Default
pursuant to Section 3.3 (Time is of the Esser

(iii) actual and reasonable damages, losses, costs eses incurred by Tesla as contemplated in SesfF**];

(iv) payments, fines, penalties or interest impdsgd governmental body or regulatory entity, t® éixtent caused by the
other Party, the other Pa’s Affiliates, or their respective agents and sul@mtors;
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(Vi)

(viii)

(ix)

)
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actual and reasonable damages, losses, cabexpanses as a direct result of Seller’s failareomply with its
obligations under [***], but only to the extent thja**];

amounts for which a Party is expressly resflmagpursuant to these General Terms (includingi®es 2.4 (Tesla
Responsibilities), 11.3 (Extension of Lease), aBdl 1Obligations Upon Termination)), the then-catr@ricing
Agreement, and/or each Contre

damages in tort attributable to the “simpt@”“ordinary” negligence of a Party, its employe@sl/or agents in a manner
related to these General Terms, a Contract anlgéoFactory

actual and reasonable costs and expensg&oto the extent caused by the other Party,@taployees and/or agents or,
if [***]using Commercially Reasonable Efforts, dages in an amount equal to [***

actual and reasonable damages for personalinjiness and/or death with respect to a Pagy'gployees or agents to
the extent caused by the other F's failure to maintain adequate health and safetgitions at the Factory; ar

actual and reasonable damages and liabilityriec! by a Party with respect to environmental @bt or issues
(including actual and reasonable costs of remexdiatf applicable), either (A) to the extent caubgdhe other Party
and/or (B) to the extent such conditions or is@aresthe legal responsibility of the other Pa

Each Party shall use Commercially Reasonallertsfto mitigate the damages incurred in connectigh any breach by the
other Party

Subject to Sections 5.4(f) and 5.9 and suligethte limitations and exclusions set forth in tBisction 12.1, all remedies provided
in these General Terms and/or the Contract are lagiveland in addition to and not in lieu of anh@t remedies available to a
Party under these General Terms and/or the Congatletw, or in equity

Force Majeure. “ Force Majeure Everitmeans an event beyond the reasonable controPafrty that delays or prevents the Party from
performing its obligations under these General Beamd/or the Contract, provided that (a) the nafiepming Party is without fault in
causing or failing to prevent the event, and (le)ekient cannot be circumvented through the userafitercially reasonable alternative
sources, workaround plans or other means. Thetatfdzarty will promptly notify the other Party afyaForce Majeure Event and of its
plans and efforts to implement a work-around, inchitase the affected Party will be excused frorthfr performance of the affected
obligations as long as the Force Majeure Eventigoes. The affected Party will continue to use Caruially Reasonable Efforts to
perform to the extent possible and will comply wathy applicable and agreed disaster recovery dldigm The affected Party will
notify the other Party promptly when the Force MageEvent has abated. If a Force Majeure Eventgmtsyperformance for more than
[***], then the unaffected Party may terminate tb&3eneral Terms and the Contract(s) as of a datdfigul by such Party in a written
notice of termination to the affected Party, in e¥htase (i) Tesla will pay Sellsrtharges for Goods delivered in accordance witt,[*
but (ii) Tesla will not be liable for any costs fening to [***] and (iii) neither Party will be &ble to the other Party for payment of
[***], except as may be expressly permitted undect®n 11.3(b). If a Force Majeure Event prevemisgrmance by Seller and results
in a backlog of unfulfilled orders for Goods, Selhall, as directed by Tesla, [***] within the [*} period.

13. Term and Termination.

13.1 Initial Term and Renew: These General Terms will be effective as of tffedfive Date and continue through the date thatioe[***]
after Seller achieves Start of Production at thetdfs (the “ TernT’). Beginning [***] after the Start of Productiomd at least [***]
during the Term, the Parties will discuss in goaithfthe possibility of extending the Term. Theta'$ of Productiori will be deemed t
occur on the first day of the morfollowing the month in which Seller delivers bagteells manufactured at the Factory [**

Tesle-Panasonic General Terms and Conditi Pagel6 of 25

[***] Information has been omitted and filed sepiig with the Securities and Exchange Commissiamfidential Treatment has been
requested with respect to the omitted portit



CONFIDENTIAL Confidential Treatment Requested by Tesla Motors,nc.

13.2 Termination, Generally These General Terms and the Contract may ontgrognated as provided in this Section 13 (Term and
Termination). Termination by a Party will be withiqarejudice to any other rights and remedies abkilto a Party. Neither Party will
obliged to pay any termination charges or demaddilin fees to the other Party in connection with tammination, except as may be
expressly set forth in these General Terms antifapplicable Contrac

13.3 Termination.Subject to Sections 2.4 (Tesla Responsibilitieshese General Terms, the Party who is not in Defaay terminate these
General Terms and/or the Contract as follows:f(dde other Party breaches a material obligatiatheuthese General Terms and/or the
Contract and fails to cure the breach within [*tys after receipt of notice of such breach exprestating the non-breaching Party’s
intent to terminate (* Notice of Terminatidhor, if the breach cannot reasonably be curetiiwisuch [***] period, [***] days after
receipt of Notice of Termination; (b) if the otHearty becomes a debtor in a bankruptcy, insolvermgivership, or similar proceeding
commenced by a third party that is not dismissediwia reasonable time after commencement; onfo)ediately upon Notice of
Termination in the event of an incurable materraldeh, including (i) a Party’s repudiation of théseneral Terms and/or the Contract,
(ii) in case of Section 6.4 (Debarment), or (ifijie other Party makes an assignment for the besfefreditors in violation of these
General Terms and/or the Contract or voluntariftitntes proceedings in bankruptcy or insolven@ctiEof the foregoing types of
breach shall be deemed to be_a “ Defdulthe Parties may also terminate: (d) as provideSection 12.2 (Force Majeure); or (e) [***]
after such Change of Control Event. The Partyidsates the Notice of Termination may approve adomrgre period in its sole
discretion.

13.4 Obligations Upon TerminationFollowing any termination pursuant to Section3l&ove and in addition to any actions or payments
expressly required by these General Terms andéoapiplicable Contrac

(@  Seller shall.

® immediately cease all work under the Contraotess and to the extent that Tesla requests gier Somplete the
manufacture of Goods using materials and compornemitsh were previously acquired by Seller withie tigpplicable
Lead Time to meet its obligations under the affé@entract(s) and which Seller cannot, using Concraly
Reasonable Effort[***] in a manner that results [***] with respect to such materials and compone

(ii) transfer title and deliver to Tesla all finistt Goods completed prior to the termination dateyigded that Seller may in
its sole but reasonable discretion change the pattaems for such Goods if Seller has terminatedresle s Default;

(iii) without limiting Selle’s right to damages for Te’s Default[***] ;

(iv) cooperate with Tesla in minimizing costs anddes related to the termination (including, witHouitation, by returning
the materials for a refund or credit or otherwising or selling to any of Sell's other customers

(v) upon termination of the Factory Lease, compithwhe obligations described in the Factory Lemase in Section 11.3
above with respect [***] ; and

(vi) in case of Tesla’s termination for Seller’'sfBalt and if requested by Tesla, but subject tdeBslactual capacity, labor
constraints and supply chain constraints, isstlsh Purchase Order for a quantity of Goods at m@s not in excess of
[***] of purchases by Tesla over fi&*] preceding termination and on tff&*] , and Seller shall not reject such
Purchase Orde

(b)  Tesla will, after exercising any setoff riglpsrmitted by Law, pay to Seller the following amtsymwithout duplication and in
accordance with the th-current payment terms between Tesla and S

0] The purchase price for all conforming Goodseireed by Tesla prior to the termination date onvaeéd following the
termination date pursuant to this Section 1
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14.

15.
151

15.2

15.3

(ii) [***] , unless Tesla has terminated for either (A) SallBrefault or (B) a Change of Control Event withpest to Seller
and

(iii) [***] paid by Seller fof***] at the Factory for whicff**] ; provided, however, that Tesla shall not have apligation
to [***] such amounts if Tesla terminates (A) for Seller&fdnilt, (B) as permitted under Section 12.2 (Fd/egeure),
or (C) for a Change of Control Event with respec8eller; anc

(iv) Any costs and/or expenses that Tesla is obligatgdy pursuant to Section 11.3 (Extension of Le:

(c) Notwithstanding any other provisions herein tod¢batrary but subject to Section 12 (Liability),dase of a Par’s termination
due to Change of Control with respect to the oRreaty, the Party exercising such termination rigjtall be entitled to recover a
termination charge equal to the following: (i) ] of the Term, [***]; (ii) in [***] of the Term, [***]; and (iii) thereafter
during the Term, [***].

Insurance. During the Term of these General Terms, Sellall glibtain and maintain at its own cost and expdasd shall cause each
subcontractor to maintain) policies for the typad amounts of insurance that are required unddicapge Law.

Dispute Resolution.

Governing Law These General Terms and each Contract will leepréted and construed in accordance with the antdgt Laws of
California and the United States generally appliedberein, without regard to any provisions ofdtice of law rules that would result
in a different outcome. The UN Convention on Cortsdor the International Sale of Goods will nophpto the Contract

Informal Dispute Resolutio. In the event any disputes, differences or comirsies arise between the Parties, out of or itiogldo or ir
connection with the provisions of these Generahieand/or the Contract, the Parties shall thorgugkplore all possibilities for an
amicable settlemen

Arbitration. Any dispute arising out of or relating to these &ahTerms and/or a Contract that is not resolteaugh negotiation shall
be settled exclusively by final and binding arkityta conducted in accordance with the tleemrent Commercial Arbitration Rules of t
Judicial Arbitration and Mediation Services/Endigp(i JAMS”). The existence, content and result of the aatiitn shall be held in
confidence by the Parties, their representativeg ogher participants, and the arbitrator. Theteation will be conducted by a single
arbitrator selected by agreement of the Partiefading such agreement, appointed in accordantie the JAMS rules. The arbitrator
shall be experienced in agreements for capitalpggent. Any demand for arbitration and any coungnciwill specify in reasonable
detail the facts and legal grounds forming the dfmi the claimant’s request for relief and wiltinde a statement of the total amount o
damages claimed, if any, and any other remedy sdagtihe claimant. The arbitration will be condutta the English language in San
Francisco, California. Each Party will bear its ogupenses in the arbitration and will share equakycosts of the arbitration; providi
however, that the arbitrator may, in their disaetiaward reasonable costs and fees to the prey&lrty. The arbitrator will have full
power and authority to determine issues of arhilitpland to interpret or construe the applicabtevisions of the Contract and/or these
General Terms and to fashion appropriate remedigsréaches of the Contract and/or these GeneralsT@ncluding interim or
permanent injunctive relief); provided that theiaetor will not have any right or authority: (i) iexcess of the authority of a court
having jurisdiction over the Parties and the dispmbuld have absent this arbitration agreementiqiaward damages in excess of the
types and limitation of damages found in the Cantemd/or these General Terms; or (iii) to modifg terms of either the Contract or
these General Terms. The award of the arbitratthbeiissued within thirty (30) days of the compdetof the hearing, shall be in
writing, and shall state the reasoning on whichaward is based. Judgment upon the award rendetbé arbitration may be enterec
any court of competent jurisdiction. Each Partyl Wilve the right to apply at any time to a judi@athority for appropriate injunctive
relief (or other interim or conservatory measuragy by doing so will not be deemed to have brehdseagreement to arbitrate or to
have
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15.4

16.
16.1

16.2

16.3

impaired the powers reserved to the arbitrator. Fasies further consent to the jurisdiction of atgte or federal court with subject
matter jurisdiction located within a district trericompasses assets of a Party against whom a jatd¢mne@ward) has been rendered for
the enforcement of the judgment (or award) agahestissets of such Par

Continued PerformanceEach Party agrees to continue performing itsgalibns under these General Terms and each Conthdeta
dispute is being resolved unless and until suclyatibns are terminated by the termination or eagn thereof

Miscellaneous.

Notices. All formal notices, requests, demands, approaats communications under these General Terms att@/@ontract (other
than routine operational communications) (collesty “ Notices”) will be in writing and may be served either {@)person or (b) by
registered or certified mail with proof of delivegddressed to the Party at the addresses sebfedd. Notices given as described in
the preceding sentence will be considered receiveithe day of actual delivery. A Party may charngeddress or designee for
notification purposes by giving the other Partyopsvritten notice of the new address or designgbeérmanner provided above. The
Parties may mutually agree that certain types ofime approvals and notices of a -legal nature may be given by electronic

In the case of Tesli With a copy to:

Tesla Motors, Inc Tesla Motors, Inc
3500 Deer Creek Road, Palo Alto, CA 94: 3500 Deer Creek Road, Palo Alto, CA 94!
Attn: Director, Battery Technolog Attn: Legal Departmer

In the case of Selle With a copy to:

SANYO Electric Co., Ltd Panasonic Corporatic

Portable Rechargeable Battery Business Divi Automotive & Industrial Systems Compa
222-1, Kaminaizen, Sumoto City, Hyo( 1006 Kadoma, Kadoma City, Osa
65€-8555, Japal 571-8506, Japa

Attn: Associate Director, Global Sales & Marketi Attn: Legal Center, Business Promotion Grt

Audit and Inspectio. Tesla and its authorized representatives sha# Hze right with reasonable prior written noticenfi time to time
to access Seller’s leased areas approved by $alieln approval will not be unreasonably withheld3gfler) and, subject to the NDA,
verify Seller’'s compliance with the terms of thé&eneral Terms and the Contract. Seller will mamtacords as reasonably necessary
to demonstrate Seller'‘compliance with the terms of these General TetinesProduction Pricing Agreement, and the Contiactudinc
showing that amounts charged to Tesla are trueamdct. Such audit will be made at the agreed aatkthe normal business hour of
Seller at the Factory. Tesla and its representativay audit Seller’s records made within [***] prito the audit date, to the extent
needed to verify compliance with these General Bethe Production Pricing Agreement, and the Cohteand Seller will make such
records available to Tesla and its auditors fom@ration and copying upon their reasonable requestided that Seller is not obliged
to make available any technical or engineering idemtial records, data and/or information ownedantrolled by Seller without the
prior written agreement between the Parties. Ardjtawill be conducted at Tesla’s expense. Notwihsling the foregoing and unless
approved otherwise by Seller, any audit of Sellegmpliance with [***] shall be conducted solely by authorized third-party
representative of Tesla which is bound not to dselto Tesla the specific [***

Entire AgreemenThese General Terms and each Contract constitateritire agreement between the Parties with respéstsubject
matter, and supersedes all prior oral or writtgoresentations or agreements by the Parties wigfect$o the subject matter of these
General Terms and the Contract. Except as authibiiz8ection 2.2, no subsequent terms, conditionderstandings, or agreements
purporting to modify the terms of these Generahisor the Contract will be binding unless in wigtiand signed by Tesla and Sel
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16.4 Assignment and Subcontracti.

16.5

16.6

16.7

(a) Without prior written consent of the other Rarteither Party may assign these General TermsyiContract or subcontract or
delegate the performance of its duties thereurathet any attempt to do so shall be void; providedvdver, that (i) each Party
may, without requiring the other Party’s consentna@eting any other condition, add an Affiliate whimperates in the Factory as
a coparty to these General Terms and/or any Contradt(i§ Tesla may, upon the written notice to Seléssign any or all of i
rights, benefits or remedies under any Contraaentéffiliate which assumes all of Tesla’s obligatsounder the Contract,
provided that Tesla remains responsible for (Lnpayt if the Affiliate fails to pay in accordancetivihe Contract,

(2) performance of Tesla Responsibilities applieablthe Contract, if any, if the Affiliate fails perform such Tesla
Responsibilities and (3) Te’s indemnification obligations provided in Sectia@.

(b) If Seller intends that all or part of the mametiire of Goods will be subcontracted to a thirdypsubcontractor, Seller will: (i) be
solely responsible for payments to the subcontragtpinclude in its purchase order or any othentract with the subcontractor
a waiver of subcontractor liens to the maximum eipermitted by applicable law; (iii) before pertinig any subcontractor to
use Tesla Property and/or access the FacilityjroBsla’s prior written consent; (iv) provide regito Tesla at each Production
Meeting of [***]; and (v) [***] in connection withthese General Terms and/or a Contract as reasoreplgsted by Tesla witt
a reasonable time after receipt of Tesla’s notrmfallowing a good faith discussion. Tesla hashbigation with respect to
Seller's subcontractor other than payment to Seli¢he agreed price of the conforming Goods dedisle¢o Authorized
Purchasers pursuant to their Purchase Order(spi@etby Seller except as provided in [**

(c) Any subcontracting, assignment or delegatioisélfer does not relieve Seller of any respongybilnder the Contract, and Seller
remains responsible to the same extent as if theositracted, assigned or delegated responsibiitexe retained by Selle

(d) In the event of a Change of Control Event affeca Party, the person or entity which acquirest@l of the Party shall be
subject to the terms and conditions of, and slsasllime all of the acquired Party’s obligations untterse General Terms and the
affected Contract(s

(e) These General Terms and all Contract(s) shall beitg upon the respective successors and pernaisgns of the Partie

Relationship of PartiesThe Parties are independent contractors under theseral Terms and the Contract and no other oelsttip is
intended, including, without limitation, a partnieis, franchise, joint venture, agency, employer/kyge, fiduciary, master/servant
relationship, or other special relationship. NeitRarty shall act in a manner that expresses diiésp relationship other than that of
independent contractor, nor bind the other Pi

No Waiver The failure of either Party to enforce on a palticeccasion any right or remedy provided in thés@eral Terms and/or tl
Contract or by law or in equity will not be deensdaiver of that right or remedy on a subsequecasion or a waiver of any other
right or remedy

Rules of Interpretatiol. Section references are to sections of the doctimevhich the reference is contained and will leemied to

refer to and include all subsections of the refeeeinsection. The section headings in these Gemerals are for reference purposes ¢
and may not be construed to modify or restrict aihe terms of these General Terms and/or ther@onfThese General Terms and
each Contract will be deemed to have been writiebdth Tesla and Seller. Unless the context regquitherwise, (a) “including” (and
any of its derivative forms) means including but lmited to, (b) “may” means has the right, but tiee obligation to do something and
“may not” means does not have the right to do sbmgt (c) the words “will” and “shall” are shall mderstood to apply to a
mandatory obligation, not a permissive statemend,(d) terms defined in the singular include ther@l and vice versa. These General
Terms and the Contract Documents are written irEtiglish language, and the English text of thesee@d Terms and of each Contr
shall prevail over any translation here
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16.8 Conflicts.In the event of a conflict between or among theudoents comprising these General Terms and/or ar&@zinthe following
order of precedence will apply (documents listedescending order of priority): (a) any written egment signed by authorized
representatives of the Parties expressly amentaggtGeneral Terms and/or a Contract Documenthé¢gpplicable Purchase Order
accepted by Seller; (c) the Production Plan; (Bjieing Agreement signed by the Parties; (e) amg®ct-specific exhibits or
attachments to these General Terms; (f) these @eferms and any exhibits, attachments, schedulgéslacuments included or
referenced in these General Terms that are noueregpecific attachments or schedules; and (g)dimgr Contract Document. These
General Terms shall supersede any standard teminsosdlitions that are automatically attached tepase orders issued by Te:

16.9 Severabilitylf for any reason a court of competent jurisdictiimus any provision of these General Terms antiferContract to be
unenforceable, that provision of these General Taand/or the Contract will be enforced to the maximextent permissible so as to
implement the intent of the Parties, and the redeinf these General Terms and/or the Contractowiitinue in full force and effec

16.10 Survival.Any provision of these General Terms and/or of at@wt that contemplates or governs performanadservance subsequt
to termination or expiration thereof will survivieet expiration or termination thereof for any reasoaluding without limitation Seller’s
obligations, representations and warranties anth’s rights under the Contract with respect to Goadivered or ordered thereund

16.11 No Third Party Beneficiarie. These General Terms and each Contract are entgoesblely between Tesla and Seller and, exaapt f
the Parties’ indemnification obligations under &t (Indemnification) and the Authorized Purchaswill not be deemed to create
any rights in any third parties or to create anlygalions of either Tesla or Seller to any thirdtjess.

16.12 CounterpartsThese General Terms may be executed in counterpaxh of which shall be an original and togethieictv shall
constitute one and the same instrum

16.13 Nor-Solicitation. During the term of these General Terms, neittaetyPshall knowingly solicit for employment or inckito resign from
the other Party any of the other Pastihien current employees, directors or officers aeodirectly involved in the performance of th
General Terms and/or the Contract without the prigtten consent of the other Party. The foregaihgll not apply to advertisements
general solicitations that do not specifically &rthe other Par's employees

16.14 Covenant of Good FaithExcept where an obligation is specifically idéat as being in a party’s sole discretion, eactyRa its
respective dealings with the other Party unden@oinnection with these General Terms and eachr@zinshall act in good faith and
with fair dealing.

16.15 Electronic CommunicatiorSubject to Section 2.4(c), Seller will comply witte method of electronic communication reasonable
specified by Tesla from time to time, including u@ements for electronic funds transfer, purchaskemotransmission, electronic
signature, and communicatic

16.16 Environmentally Friendly Practiceln addition to complying with all environmental asdfety requirements, to the maximum extent
practicable, each Party will use environmentallgszmous materials and practices in the developnmesaufacturing, packaging and
delivery of all Goods and/or in connection with tectory.

16.17 Defined Term:. Terms used in these General Terms with initigitedization have the meanings specified where used this
Section 16.17

(a) “ Affiliate " means with respect to an entity, any other entigazson Controlling, Controlled by, or under conm@@ontrol with
such entity

(b)  “ Anti-Bribery Laws” means the United States Foreign Corrupt Prackatof 1977, the United Kingdom Bribery Act of 201
the OECD Convention on Combating Bribery of Fordiyblic Officials in International Business Trans$as (in each case, as
amended from time to time) and all other applicatagonal, regional, provincial, state, municipalacal laws and regulations
that prohibit the bribery of, or the providing aflawful gratuities, facilitation payments or othmmefits to, any government
official or any other persol
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()

(d)
()
(f)

(9)

(h)

(i)

()

(k)
()

(m)

(n)

“ Authorized Purchasérmeans Tesla or any Affiliate of Tesla that istartzed by Tesla to purchase Goods on behalf d&Tes
and that Tesla natifies in writing to Sell

[***] .
[***] X

“ Change of Control Everitmeans a transaction or event involving a Partgmehy (i) any other entity, person or “group” (as
such term is used in Section 13(d) of the SecsrErchange Act of 1934, as amended) has acquirattdCof all or
substantially all of the assets, of such Partyafor parent company of such Party), whether diremtiyndirectly, in a single
transaction or series of related transactionsij)osuch Party (or any parent company of such Bédrég consolidated with, or
merged with or into, another entity, or sold, asseij conveyed, transferred, leased or otherwigmsdéel of all or substantially
of its assets to another person(s) or entity(

“ Claim” means any demand, or any civil, criminal, adnthaisve or investigative claim, action or proceeag{imcluding
arbitration) asserted, commenced or threatenedstgan entity or person by an unaffiliated thirdtpaFor the purposes of this
definition, an employee of either Party is consédean unaffiliated third part

“ Commercially Reasonable Effortsneans taking all such steps and performing imsumanner as a well-managed company
would undertake where it was acting in a determipedgdent and reasonable manner to achieve a plartidesired result for its
own benefit,

“ Contract Documents means the Purchase Order accepted by Seller, gieae Pricing Agreement (if any), the provisiasf
these General Terms relevant to the obligationgutiee accepted Purchase Order (e.g., productidni@livery of Goods),
documents and attachments which are both referanaaty of the foregoing (including Specificatiomgjevant to the
obligations under the accepted Purchase Order feaguction and delivery of Goods), and any otdaitional written
agreements which are signed by authorized reprabesg of the Parties and pertain to the obligationder the accepted
Purchase Order (e.g., production and delivery afd3d.

“ Control ” means possessing, directly or indirectly, the pote direct or cause the direction of the managenpelicies or
operations of an entity, whether through ownersffipoting securities, by contract or otherwi

“ Effective Date” has the meaning set forth in introducti

“ Goods” means all products specifically identified intatement of work or product specific attachmeramendment to these
General Terms, and all products that are not satifitd, but which are made by or on behalf of &edit the Factory and offered
or sold by Seller to Tesla or any of its Authorizagrchasers. Goods shall include goods made by bebalf of Seller at the
Factory and sold by Seller to any Authorized Pusehadirectly or indirectly including through reses, distributors, valuaddec
distributors and subassembly manufacturers. “Goadstides prototype and development parts, pretptioh versions of
Goods. To the extent that the Goods are Softwaferances to “sale” or words of similar meaninglige deemed to refer to a
“licens¢’ of such Goods consistent with the terms in the o

“ Intellectual Property Rightsmeans all intellectual and industrial properiyhts recognized in any jurisdiction, including
copyrights, mask work rights, moral rights, tradersts, patent rights, rights in inventions, tradeks, trade names, and service
marks (including applications for, and registraipextensions, renewals, an-issuances of, the foregoiny

“ Law(s)” means any statute, regulation, ordinance, ruidem decree or governmental requirement enactedjydgated or
imposed by any governmental authority at any Iéea]., municipal, county
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(0)

(p)

(a)

(r)

(s)

(t)
(u)

(v)

(W)

)

v)

(2)

(aa)

province, state or national). For the avoidancdanfbt, the term “Laws” includes any and all apdieaAnti-Bribery Laws and
any and all applicable Laws with respect to: (igugzational safety and health; (ii) protection ofgm®s and property from death,
injury or damage; (iii) the environment and the,usndling, storage, labeling and disposal of taxibazardous materials;
and/or (iv) labor and employmel

“ Lead Time” means the time expressly agreed upon in a wraggneement signed by the Parties that an ordeidbewlaced
so that the supplier of the good or service maiveeby the desired delivery date, or if not soesmgt, the reasonable amount of
time required by a typical supplier in the relevatlustry, to manufacture the goods or completes#reices that are the subject
of the order

“ Module” means smallest replaceable unit in a Tesla haftack. In the case of the Tesla Roadster, the Mochnsists of 621
battery cells connected in a series/parallel aearent.

“ Persori’ means an individual, corporation, partnership, timhipartnership, joint venture, association, jeslotk company, trus
trustee, estate, limited liability company, uninmmtated organization, real estate investment tgesternment or any agency or
political subdivision thereof, or any other formenftity.

“ Purchase Ordeérmeans a purchase order for Goods issued by Beslaother Authorized Purchaser (e.g., a Produ&iater
or a Discrete Orde..

“ Seller Personnélmeans any personnel furnished by Seller or anisdiffiliates and working at the Factory in connentwith
the Contract, including employees and independeamitractors of Seller, its Affiliates and subconteas.

“ Selle’'s Property’ has the meaning given in Section 9.1 of these Génierms.

“ Specifications means the most current version of all applicapecifications and requirements that are: (i) ptediby Tesla
(including other documents or requirements speadifiancorporated or referenced in these GeneransgPurchase Orders, bi
of materials, statements of work, project schedueswvings, and CAD data) and approved in writiggSeller; and/or

(i) provided by Seller (including any samples,wlirag, CAD data, spec sheets, or other descriptiwrspecifications or
representations) and either (a) approved of byaTieshriting or (b) relied upon by Tesla. Notwithsting anything to the
contrary in these General Terms, the Parties intermi@scribe all aspects of the design of the Gaotise applicable
Specifications to the extent feasit

“ Tesla” means Tesla Motors, Inc. and/or an Affiliate(s)letla.

“ Tesla Motors Supplier Handbodkmeans the most current version of the writtenadegfuidelines, standards and requirements
provided by Tesla regarding development and pradictf Goods under these General Terms. The Testangl Supplier
Handbook may be provided by Tesla electronicallyiara wel-based portal

“ Tesla Product means any product that is manufactured by or oalbehTesla (excluding Goods). Tesla Products imajude
vehicles, chargers, subassemblies, systems andocemis.

“ TeslaSupplied Item$ means, collectively, the raw materials, compogeestipplies, and/or services to be provided byaTies|
connection with these General Terms (e.g. Utiljtaasd/or the Contract as a Tesla Responsib

“ US Persori means a United States citizen, entity organizeacutite Laws of the United States or its territonegntity having
its principal place of business within the Unitedt®8s or any of its territorie

Warranty Perio(’ has the meaning given in Section 5.1
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IN WITNESS WHEREOF , the Parties have executed these General Termperbgns duly authorized below:

Tesla Motors, Inc. Panasonic Corporation
By: /s/ JB Straubel By: /s/ Yoshio Ito
Printed: JB Straubel Printed: Yoshio Ito
Title: Chief Technology Officer Title: Senior Managing Director, Member of the Bibar
Date: October 1, 2014 President, Automotive & Industrial Systems Company

Panasonic Corporation
Date: September 30, 20
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Exhibit 1 — Quality Requirements

1. Quality RequirementsAll Goods sold to Tesla under the Contract shalmanufactured and provided in accordance witheafjiTesla’s
quality control procedures and requirements, inaggdwithout limitation, all Tesla quality standar(tollectively, the “ Quality Requirements
"). The Parties shall determine upon the mutuakaotiation whether the Goods meet the Quality Reguénts. Seller shall, in accordance with
the Quality Requirements, provide, maintain anaderrd all measures necessary to secure the qual@gpads and the manufacturing processe
thereof, including without limitation, quality cownt standards, inspection standards and specifitsiti

2. PPAP. All cells shall go through a formal ProductiorrtPapproval Process (“ PPAR process prior to use in a Tesla product. The PPA
process requires a review of product and procesgrdents (FMEA, Control Plans, Inspection StanddtBE, etc.) and a process audit (as
deemed necessary by Tesla Quality Personnel).rSaldl inform Tesla of any process and produchglea that occur after completion of the
PPAP process.

3. Evidence of Sellés Quality Assurance; TestingJpon Teslas request and within the scope that the Partiesea@eller shall deliver to Te:
[***] as will validate compliance with all QualitiRequirements. If quality problems based upon thali@uRequirements arise from the Goc
Tesla may, upon prior notice and during normal thess hours: [***].

4. Predelivery Inspection Seller shall be responsible for the quality cointf the Goods it supplies to Tesla pursuant eéoQontract,
including, without limitation, adequate inspectiamd testing of Goods prior to delivery.

5. Tesla Testing If quality problems based upon the Quality Regmients arise from the Goods, upon receipt of aredde request by Tesla,
Seller shall promptly conduct required engineedang quality control tests of Goods manufacturegpamt to the Contract, and shall provide
Tesla with the results of those tests.

6. This_Exhibit 1does not limit the Parties’ respective rights ahligations under the Contract.
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Production Pricing Agreement

This Production Pricing Agreement_(* Pricing Agresmti’) is entered into effective as of the date laghsd below (* PA Effective Dat§ by
and between Tesla Motors, Inc., a Delaware corfmrdébcated at 3500 Deer Creek Road, Palo Altoif@ala, 94304 (“ Tesld) and
Panasonic Corporation, a Japanese corporatiorelbeatl 006 Kadoma, Kadoma City, Osaka, 571-85@&nJé Seller’). Tesla and Seller are
each referred to herein as a “ Pdrgnd collectively as the * PartiesThe Parties enter into this Pricing Agreementamnection with, and
subject to, the General Terms and Conditions dattdber 1, 2014 (the_* General Terfi)isTerms used herein with initial capitalizatioave
the meanings specified where used or in the Geferats.

1. Production Planning.

a.

d.

This contract is for the supply of cylindricélhium-ion battery cells made by or on behalf ofi&eat the Factory (the “
Goods"). The Parties shall meet and confer in good ftaitfinalize an agreed, written Specification fachk type of Goods.
The Parties intend that the initial Good will beidon Cylindrical Battery Cell with an agreed wditour (Wh) capacity and
size to be established based on good faith dismus:

As contemplated in Section 1 of the General Beriresla will issue one or more Purchase Ordersthas¢he agreed
Production Plan, which will be set in accordancthwiesla’s forecast of its anticipated requirememts the periodic
Production Meeting. Tesla intends to issue a Pribalu©rder for an agreed period of time after thetiés finalize the initial
Production Plan. The binding quantities of Goodsdaupplied by Seller and the applicable delidates will be specified
in Tesla’s Purchase Orders accepted by Sellerdardance with Section 1.3 (Acceptance) of the Garleerms. The Parties
shall also discuss in good faith and agree on #ellTime for each Good on an on-going basis a@Ptbduction Meeting
[***], and any changes to the Lead Time will belezted in writing.

The Parties intend for Seller to produce GoddeeaFactory at an annual run rate that equattsrty-five gigawatt-hours
(35 GWh) of aggregate energy (the “ Target Productiolume”) subject to Section 1.1(b) of the General Terma a
Section 2.d below. Subject to the forecast andymrtion planning process described in Section lr@édiction Planning) of
the General Terms, Seller shall [**

For each Good sold to a third party by Seller, [

2. Capital and Other Investments.

a.

Production LinesThe Parties intend to undertake capital investsenbuild discrete production lines at the Facfor the
manufacture of Goods (each such line is a * Pradndtine”). The Parties currently anticipate that Sellell aperate [***]
Production Lines when Sel’s production rate is at or near the Target Prodadtiolume.

Seller InvestmentsSubject to Section 1.1(b) of the General TerntsSaction 2.d below, Seller shall make all capital
investments required for production of Goods fosl&én accordance with the Production Plan (the¢ fmyseach such
investment is “ Seller Investment C8stSuch capital investments shall be “ Propettgs that term is defined in Section 9.1
of the General Terms. Seller shall use best efforfs*]. Tesla will disclose the relevant markitformation (including the
concept and strategy with respect to correspontiesla Products), production ramp plans and investipleans prior to each
Seller Investment Cost pursuant to the NDA, if émthe extent reasonably related to such investif@ndetermined in
Tesla’s sole but reasonable discretion). The Paréeognize that the current estimated Seller Invexst Cost to achieve the
Target Production Volume is [***]
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C. The Seller Investment Costs will include alltscand expenses incurred by Seller for the equipneguired to meet Seller’s
obligations under the Production Plan, which wiltlude (but is not limited to
i_ [***];
i [
i, [
iv.  [**];
V. [***];

vi. [***]in accordance with a mutual-agreed matrix set forth in Section 11.1(c) of then€&al Terms
vii. Other utilities as agreed by the Parties;
viii. Other equipment and systems as agreed in writinfpdyarties

d. Tesla InvestmentsTesla may be financially responsible for certapital investments at the Factory for some postioithe
equipment required to meet Seller’s obligationsauriie Production Plan, if and to the extent agreediting by the
Parties. Such capital investments shall be “Tesipétty” as that term is defined in Section 9.1h&f General Terms. Each
such investment by Tesla i Tesla Capital Investme.” [***].

e. [***] Seller Investment Co.

i. Tesla commits that Seller will [***] Seller Ingment Cost [***] after [***] through the sale of @ds [***]; provided,
however, that a Seller Investment Cost [***] by Teem the following circumstances: [***] Seller l@stment Cost
[***]. (The [***] is the [***]).

ii. Ifand to the extent that Seller does not [***] Bellnvestment Cost in the manner set forth inapplicable investmel
letter agreement [***] (as agreed by the Partieseobon a good faith discussion) [***], Tesla shather (A) [***], or
(B) resolve the matter in another manner as agreediting by the Parties, upon the earlier of[{f}*], or (ii) the
expiration or termination of the General Terms ankkss expressly provided otherwise in the Genegahs. If and to
the extent, however, Seller does not [***] Sellawvéstment Cost in the manner set forth in the apple investment
letter agreement [***] (as agreed by the Partiesdobon a good faith discussion), Tesla will havéunther obligation
to [***] and [***]_

ii. For [***] production lines only, the Partieshall also evaluate in good faith progress towattf§ at a meeting that
takes place [***]. If and to the extent Seller hast yet [***] Seller Investment Cost in the manrsat forth in the
applicable investment letter agreement [***] (asesyl by the Parties based on a good faith disaussibhin [***],
Tesla will promptly either (A) [***] (B) resolve tb matter in another manner as agreed in writinghbyParties. If and
to the extent, however, Seller has not yet [***]I8elnvestment Cost in the manner set forth indpgplicable
investment letter agreement within [***] (as agrd®dthe Parties based on a good faith discussi@sja will have no
further obligation to [***] and [***]. For exampleif Seller has [***] of a Seller Investment Costef [***] but the
Parties had projected that Seller would [***] ofcéucost at that point in tim

1. If[**]is due to [***] or implement another solliibn agreed by the Parties [***];

2. Ifand to the extent [***] is due [***], Tesla wilhave no obligation to [***].

3. Pricing .
a. Unit Prices.
i. The Parties agree to set unit pricing for the@obased on [***] (the price per Good is the “ URrice”). The [***]
Unit Prices for Goods manufactured on [***] are “Quotation
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Prices” set forth in Exhibit A The Parties shall negotiate in good faith andhgss efforts to [***]. Such discussions
shall include the topics listed below. The Unitderis subject to adjustment pursuant to Sectioht3tow. The Parties
shall amenExhibit A hereto to reflect agreed changes to the Unit P

° [***].

ii.  The Quotation Prices in Exhibit Are based on the following assumptions, and anectuio change if and to the ext
that one or more assumptions char
° [***].

iii. As ageneralillustration, the Unit Price cists of the following items and adjustments to th@t Price will be
implemented with reference to the followir

[***]

° [***] .

b. Unit Price Adjustment. The Unit Price is a firm, fixed price which isbect to adjustment only as follow

i. The Parties shall meet and confer in good faittan on-going basis, and at least [***], [***]. {¥], the corresponding
[***]the Unit Price will be adjusted by the correspding amount

i

iii. [,
iv. [,
V. [-k**] .
vi. [

vii. If the aggregate orders for Goods by AuthadiBurchasers in any rolling period of [***] are [ the Parties shall
immediately review and discuss the t-current Unit Prices

C. Currency. Invoices and payments shall be reflected in Wn8&ates dollars ($

d. Responsibility for Certain Cos. Tesla shall pay for the costs for [***

4. Miscellaneous.

a. [***]'
b. [***]'
C. Tesla may audit Seller’s compliance with [**fhcluding [***], in accordance with Section 16.2 @4t and Inspection) of

the General Term:

d. Seller and Tesla agree that the supply of thedSshall be pursuant to the General Terms. ThisnBrAgreement,
together with such provisions of the General Ternsstitutes the entire agreement between theeBawith respect to
its subject matter and supersedes all prior agretnaad understandings, both oral and written, betwthe Parties
with respect thereto. No subsequent terms, comditionderstandings, or agreements purporting tafyntiae terms of
this Pricing Agreement will be binding unless intwg and signed by the Parties. This Pricing Agreat may be
executed in counterparts, each of which when sowt&d and delivered will be deemed an original, @hdf which
taken together will constitute one a
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the same instrument. This Pricing Agreement shadire upon the later of (i) expiration or termiratiof the General
Terms unless otherwise specifically provided in@eneral Terms, or (ii) the date that the Partapletes
performance of their respective obligations unter Pricing Agreemen

IN WITNESS WHEREOF , the Parties have executed this Pricing Agreergmpiersons duly authorized below:

Panasonic Corporation Tesla Motors, Inc.
Signed: /sl Yoshio Ito Signed: /s/ JB Straubel
Print Name: Yoshio Ito Print Name: JB Straube
Print Title:  Senior Managing Director, Member of the Bo Print Title: Chief Technology Officer
President, Automotive & Industrial Systems )
Company Panasonic Corporati Date: October 1, 2014

Date: September 30, 20
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Exhibit A
Pricing

1. Quotation PricesThe attached file titled “[***],” which is incorprated herein by reference, sets forth the cufté&tjtprice for Goods
based on Sell’s quotation

[***]
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[***]

* Quotation Price is based on the [***] set forth Exhibit B.
* Quotation Price shown are [***].

[***] .
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Exhibit B
[***]
[***]
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Exhibit 10.4

Panasonic Confidential Treatment Requested by Tesla Motors, ric.

October 1, 201

To: Mr. JB Straube
Chief Technology Office
Tesla Motors, Inc
3500 Deer Creek Roz
Palo Alto, CA 9430:

RE: Investment letter agreement for Panasonic’s [**] Production Line [***] at Giga-Factory
Dear JB-san,

This letter agreement (“[***] Investment Letter Aegment) is entered into by and between Tesla Motors,, ladelaware corporation Tesle

"), and Panasonic Corporation, a Japanese corpor@étPanasonit), effective as of the date last signed below wéhpect to Panasonic’s
investment in the [***] Production Line [***] (defied below), as contemplated in the General TermsCamditions dated October 1, 2014,
including Section 1.1(b) thereof (the * Generalrisf), and the Production Pricing Agreement dated Oetdl, 2014 (* Pricing Agreemefjt

by and between the Parties. Tesla and Panasonéaehereferred to herein as a * Pdrand collectively as the " Partie5This [***]

Investment Letter Agreement is entered into in emtion with, and subject to, the General TermstaedPricing Agreement. Capitalized terms
used in this [***] Investment Letter Agreement hae meanings given herein, in the General Terndgoain the Pricing Agreement.

In consideration of the mutual premises and mutagénants set forth below and other good and viduainsideration, the receipt and
sufficiency of which are hereby acknowledged, Tesld Panasonic hereby agree as follows.

1. Investment CommitmentPanasonic shall, at its cost and expense, s@tiptpmponents (including but not limited to [***hut excluding
[***] Tesla-Supplied Iltems), all engineering, maagfuring and other processes, all designs, andsghrch and development necessary
to complete design, development, manufacture, dsgemstallation of the Seller's Property required [***] for the manufacture of
Goods which meet the requirements of the applic@pkifications (collectively, the “[***] ProductioLine [***]") subject to (i) the
Parties’ entering into the Factory Lease as conlatiegh in Section 11.1(a) of the General Terms lyltbase Target Date and (i) that the
General Terms remain effective at the time of dnghstment by Panasonic. The [***] Production Lif&"] is described in more detalil
in Exhibit A hereto. Panasonic will make its investment

[***] Production Letter Agreemen Pagel of 6
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the [***] Production Line [***] over [***], with in stallation at the Factory beginning on an agredd dfier [***]; provided, however,

that the schedule for such installation is sukie¢tmely completion of the Tesla ResponsibilitiEscribed in Sections 2.4(a), 11.1(a) anc
11.1(b) of the General Terms. It is currently aptted by the Parties that the [***] Production Eift**] shall be capable of achieving a
monthly production capacity of [***] Goods (i.e.pproximately [***]). Panasonic shall take title &3l equipment, tooling, components
and similar tangible items included in the [***]®&tuction Line [***] at the Factory.

2. Investment CostThe total amount of the Seller Investment Coguired for the [***] Production Line [***] is refered to as the “[***]
Production***]". Panasonic represents that its [***] of thg**] Production [***] as of the date of this [***] Investment Letter
Agreement, including all costs to connect the [*Pfloduction Line [***] to the Utilities at the Famty (the “_Utility Infrastructure Costs
"), is [***]. Panasonic will use its [***] of the f**] Production [***]. Panasonic will notify Teslgoromptly in writing of any and all
changes to the [***] Production [***]. If the [***]Production [***] exceeds the foregoing [***] by mme than [***], but only to the extet
such increase is not due to a reasonable incredake Utility Infrastructure Costs, Tesla shall dano liability for such [***] unless Tesla
has given prior written consent to be liable focks{F**] (which Tesla shall not unreasonably withHtpcondition or delay following a
good faith discussion with Panason

3.  [**]. For purposes of and subject to SectioeR2([***] Seller Investment Cost) of the Pricing Agement, (a) Seller will be deemed to
[***] Production [***] through the sale of an agréequantity of Goods, which will be reasonably adgrbased on a good faith discussion
by the Parties, over a period of [***] beginning tre [***] (as defined in the Pricing Agreementhda(b) Seller will be deemed to [***]
of the [***] Production [***] through the sale ofrmaagreed quantity of Goods, which will be reasopalgireed based on a good faith
discussion by the Parties, over the [***] of thé*{period. Further, the [***] Production [***] shdl [***], and Panasonic will be deemed
to [***], by an amount equal to [***]. It is curretty anticipated that [***] for the [***] ProductionLine [***] will begin on or around
[***], and the actual [***] therefor will be sepataly agreed in writing between the Parties in adance with Section 2(e)(i) of the
Pricing Agreement

4.  Goods Pricing The Unit Price of Goods shall be establishectmoedance with Pricing Agreement. The Parties ativaethe supply of
the Goods shall be pursuant to the General Te

5. Target Purchase Quantitfhe quarterly target quantity of Goods to be pased by Tesla from Panasonic’s operating entitiyeat
Factory (the “ Target Purchase Quantjtgets forth in Exhibit B, and the Parties wilfeeence such quantities at the Production Meetinc
If the first date tha

[***] Production Letter Agreemen Page2 of 6
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Panasonic’s operating entity at the Factory dediverTesla Goods with use of the [***] Productiomé& [***] is delayed from the
schedule set forth in Exhibit B for any reason*[*Tesla will use Commercially Reasonable Effadgpurchase Goods in accordance
with the Target Purchase Quantities, subject t¢i@ed.6 of the General Terms and Section 3(b)6fithe Pricing Agreement.

6. Miscellaneous To the extent applicable to the subject mattehisf[***] Investment Letter Agreement, the Genleferms and Pricing
Agreement are each incorporated herein and formtagral part hereof. This [***] Investment Lett&greement, together with such
provisions of the General Terms and Pricing Agresimepnstitutes the entire agreement between thePavith respect to its subject
matter and supersedes all prior agreements andsiaddings, both oral and written, between thei€awith respect thereto. If a conflict
between the provisions of this [***] Investment ket Agreement and those of the General Terms amicing Agreement, the conflict
shall be resolved pursuant to Section 16.8 (Cdsjliaf the General Terms. No subsequent terms,itoms, understandings, or
agreements purporting to modify the terms of thi§] Investment Letter Agreement will be binding l@ss in writing and signed by both
Parties. This [***] Investment Letter Agreement mag executed in counterparts, each of which whesxeouted and delivered will be
deemed an original, and all of which taken togethiéirconstitute one and the same instrument. THi§ Investment Letter Agreement
shall expire upon [***] in accordance with the Rnig Agreement and the terms here

Sincerely yours,

/s Shinji Sakamoto

Shinji Sakamoto

Executive Officer

Senior Vice President

Automotive & Industrial Systems Company
Panasonic Corporation

[***] Production Letter Agreemen Page3 of 6
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Agreed to by Tesla Motors, Inc.

By: /s/ JB Straubel
Name: JB Straubs
Title: Chief Technology Officer, Tesla Motors, Inc.

[***] Production Letter Agreemen Page4 of 6

[***] Information has been omitted and filed sepiig with the Securities and Exchange Commissiamfidential Treatment has been
requested with respect to the omitted portic



Panasonic Confidential Treatment Requested by Tesla Motors,Hc.

Exhibit A —[***] Production Line [***]

[***]
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Exhibit B — Target Purchase Quantity

Unit: Million Cells

[***]
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EXHIBIT 31.1
RULE 13a-14(a)/15d-14(a) CERTIFICATION
I, Elon Musk, certify that:

1. I have reviewed this Quarterly Report on Forr-Q of Tesla Motors, Inc
2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or donditate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this repor
3. Based on my knowledge, the financial statemeamd,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, amgdtfe periods presented in this rep
4.  The registrant’s other certifying officer andre 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 procedorecaused such disclosure controls and procedoge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgbsidiaries, is made known to
by others within those entities, particularly dgrie 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 accordancegeitlerally accepted accounting princip
(c) Evaluated the effectiveness of the registradigslosure controls and procedures and presenttdsi report our conclusions about
the effectiveness of the disclosure controls adguiures, as of the end of the period coveredibyeport based on such
evaluation; ant
(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#) tlas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; a
5.  The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatimternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s Board of Direct@os persons performing the equivalent
functions):
(8 All significant deficiencies and material weakses in the design or operation of internal cootrer 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 simifiole in the registrant’s
internal control over financial reportin
Date: November 7, 2014 /s/ Elon Musk

Elon Musk
Chief Executive Office
(Principal Executive Officer



EXHIBIT 31.2
RULE 13a-14(a)/15d-14(a) CERTIFICATION
I, Deepak Ahuja, certify that:

1. I have reviewed this Quarterly Report on Forr-Q of Tesla Motors, Inc
2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or donditate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this repor
3. Based on my knowledge, the financial statemeamd,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, amgdtfe periods presented in this rep
4.  The registrant’s other certifying officer andre 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 procedorecaused such disclosure controls and procedoge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgbsidiaries, is made known to
by others within those entities, particularly dgrie 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 accordancegeitlerally accepted accounting princip
(c) Evaluated the effectiveness of the registradigslosure controls and procedures and presenttdsi report our conclusions about
the effectiveness of the disclosure controls adguiures, as of the end of the period coveredibyeport 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#) tlas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; a
5.  The registrant’s other certifying officer anlldve disclosed, based on our most recent evaluatiorernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s Board of Direct@os persons performing the equivalent
functions):
(8 All significant deficiencies and material weakses in the design or operation of internal cootrer 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 simifiole in the registrant’s
internal control over financial reportin
Date: November 7, 2014 /s/ Deepak Ahuiji

Deepak Ahuje
Chief Financial Office
(Principal Financial Officer



EXHIBIT 32.1
SECTION 1350 CERTIFICATIONS

I, Elon Musk, certify, pursuant to 18 U.S.C. SewtiB850, that, to my knowledge, the Quarterly Repbitesla Motors, Inc. on Form 10-Q for
the quarterly period ended September 30, 2014yl(y) complies with the requirements of Sectiond)3¢r 15(d) of the Securities Exchange
of 1934 and (ii) that the information containedsirch Form 10-Q fairly presents, in all materiapexgs, the financial condition and results of
operations of Tesla Motors, Inc.

Date: November 7, 2014 /s/ Elon Musk
Elon Musk
Chief Executive Office
(Principal Executive Officer

I, Deepak Ahuja, certify, pursuant to 18 U.S.C.t®ec1350, that, to my knowledge, the Quarterly &epf Tesla Motors, Inc. on Form 10-Q
for the quarterly period ended September 30, 201L&lly complies with the requirements of Sectib®(a) or 15(d) of the Securities Exchange
Act of 1934 and (ii) that the information contairiedsuch Form 10-Q fairly presents, in all materédpects, the financial condition and results
of operations of Tesla Motors, Inc.

Date: November 7, 2014 /s/ Deepak Ahuiji
Deepak Ahuje
Chief Financial Office
(Principal Financial Officer




