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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, 2010

OR

00 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 chaetr)

Delaware 91-219772¢
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organization) Identification No.)

3500 Deer Creek Roac
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 ¢ 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 tegi$ was required to file such reports),
and (2) has been subject to such filing requireméntthe past 90 days. Yeil No

Indicate by check mark whether the registrant liésnstted electronically and posted on its corpo¥atb site, if any, every Interactive
Data File required to be submitted and posted untsto Rule 405 of Regulation Seuring the preceding 12 months (or for such srgrerioc
that the registrant was required to submit and posh files). Yes[O No O

Indicate by check mark whether the registrantlarge accelerated filer, an accelerated filer, @-accelerated filer or a smaller reporting

company. See the definitions of “large acceleréited” “accelerated filer,” and “smaller reportirgpmpany” in Rule 12b-2 of the Exchange
Act:

Large accelerated file [ Accelerated filel O

Non-accelerated file (Do not check if a smaller reporting compa Smaller reporting compar [
Indicate by check mark whether the registrantsbell company (as defined in Rule 12b-2 of the Exgje Act). Yes[O No
As of October 31, 2010, there were 93,270,701 shafrthe registrant’s Common Stock outstanding.




Table of Contents

TESLA MOTORS, INC.
FORM 10-Q FOR THE QUARTER ENDED SEPTEMBER 30, 2010

INDEX

Page

PART I. FINANCIAL INFORMATION 1
Item 1. Condensed Consolidated Financial Statem 1
Condensed Consolidated Balance Sheets as of Sept@Mp2010 and December 31, 2( 1
Condensed Consolidated Statements of Operatiortedofhree and Nine Months Ended September 30, 20d@200¢ 2
Condensed Consolidated Statements of Cash Flowkdddine Months Ended September 30, 2010 and 3

Notes to Condensed Consolidated Financial Stater 4

ltem 2.  Managemer's Discussion and Analysis of Financial Conditiod &esults of Operatior 33
ltem 3.  Quantitative and Qualitative Disclosures About MzrRisk 60
Iltem 4.  Controls and Procedur 61
PART Il. OTHER INFORMATION 62
ltem 1. Legal Proceeding 62
Item 1A Risk Factor: 62
Item 2.  Unregistered Sales of Equity Securities and Uderoteed: 10¢€
ltem 3.  Defaults Upon Senior Securiti 10¢
Item 4. Removed and Reserwv 10¢
Item 5.  Other Informatior 10¢
Item 6.  Exhibits 10¢

SIGNATURES 11C



Table of Contents

PART I. FINANCIAL INFORMATION
ITEM1. CONDENSED CONSOLIDATED 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 cas
Accounts receivabl
Inventory
Prepaid expenses and other current a
Total current asse
Operating lease vehicles, t
Property and equipment, r
Restricted cas
Other asset

Total asset

Liabilities, Convertible Preferred Stock and Stocklolders’ Equity (Deficit)
Current liabilities
Accounts payabl
Accrued liabilities
Deferred development compensat
Deferred revenu
Capital lease obligations, current port
Reservation paymen
Total current liabilities
Common stock warrant liabilit
Convertible preferred stock warrant liabil
Capital lease obligations, less current por
Deferred revenue, less current port
Long-term debt
Other lon¢-term liabilities
Total liabilities
Commitments (Note 1:
Convertible preferred stock; $0.001 par value; 223,982 shares authoriz
Series A convertible preferred stock; 0 and 7,203 ghares issued and outstanding ¢
September 30, 2010 and December 31, 2009, resplcthiquidation value: $3,55¢
Series B convertible preferred stock; 0 and 17 4B®shares issued and outstanding as of
September 30, 2010 and December 31, 2009, respehcthiquidation value: $12,92(
Series C convertible preferred stock; 0 and 35281 shares issued and outstanding as of
September 30, 2010 and December 31, 2009, resplycthiquidation value: $40,00(
Series D convertible preferred stock; 0 and 18 44®shares issued and outstanding ¢
September 30, 2010 and December 31, 2009, resehcthiquidation value: $45,00(
Series E convertible preferred stock; 0 and 1027778shares issued and outstanding ¢
September 30, 2010 and December 31, 2009, resphycthiquidation value: $258,17!
Series F convertible preferred stock; 0 and 27 Z&5shares issued and outstanding as of
September 30, 2010 and December 31, 2009, resplycthiquidation value: $82,50(
Total convertible preferred sto
Stockholder equity (deficit)
Common stock; $0.001 par value; 2,000,000,000 shauthorized; 93,253,398 and 7,284,200 sharesdssue
and outstanding as of September 30, 2010 and Dexe®ibh 2009, respective
Additional paic-in capital
Accumulated defici
Total stockholder equity (deficit)

September 3¢ December 31
2010 2009
$ 96,56 $ 69,62
88,13( —
8,062 3,48¢
39,50¢ 23,22:
8,87( 4,222
241,13¢ 100,55¢
5,74: —
37,15 23,53t
57,49: 3,58(
20,10( 2,75(
$ 361,62 $ 130,42:
$ 26,99 $ 15,08¢
10,70! 14,53:
— 15€
3,471 1,37

291 29C
27,86¢ 26,04¢
69,32¢ 57,48¢
6,67¢ —
— 1,73¢
56€ 80C
2,514 1,24(
56,55’ —
6,05¢ 3,45¢
141,69¢ 64,72:
— 3,54¢
— 12,89¢
— 39,78¢
— 44,94
— 135,66
— 82,37¢
— 319,22!
93 7
583,45 7,12¢
(363,629 (260,65
219,92 (253,529




Total liabilities, convertible preferred stock astdckholder equity (deficit) $ 361,62 $ 130,42:

The accompanying notes are an integral part oktoeadensed consolidated financial statements.
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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,
2010 2009 2010 2009
Revenues
Automotive sale: $ 23,35( $ 45,52] $ 67,90¢ $ 93,35¢
Development service 7,891 — 12,55: —
Total revenue 31,24: 45,52" 80,45¢ 93,35¢
Cost of revenues
Automotive sale: 19,457 37,82¢ 56,58: 85,60¢
Development service 2,48¢ — 4,467 —
Total cost of revenue 21,94t 37,82¢ 61,04¢ 85,60¢
Gross profil 9,29¢ 7,69¢ 19,41( 7,754
Operating expense:
Research and development (net of development casafien of $8,66:
and $17,170 for the three and nine months endet:®é&er 30,
2009, respectively) (Note . 26,69¢ 1,257 55,37¢ 11,13¢
Selling, general and administrati 20,43: 10,73 59,224 25,58
Total operating expens 47,13( 11,99( 114,60: 36,72¢
Loss from operation (37,839 (4,297 (95,199 (28,972)
Interest incom 10C 52 19t 97
Interest expens (29¢) (18) (992 (2,506
Other income (expense), r 3,18( (577) (6,770) (320)
Loss before income tax (34,857 (4,839 (102,76() (31,70)
Provision for (benefit from) income tax 83 (219) 21C (203)
Net loss $  (34,93Y) $ (4,619 $ (102,970 $ (31,499
Net loss per share of common stock, basic andedi $ (0.3¢) $ (0.6€) $ (2.8¢6) $ (4.5))
Shares used in computing net loss per share of comstock, basic an
diluted 92,270,72 7,014,05! 36,051,61 6,983,63

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

Condensed Consolidated Statements of Cash Flows
(in thousands)

(Unaudited)
Nine Months Ended
September 30,
2010 2009
Cash flows from operating activities
Net loss $(102,97()  $(31,49%)
Adjustments to reconcile net loss to net cash usegerating activities
Depreciation and amortizatic 7,73:¢ 5,00¢
Change in fair value of warrant liabilitir 5,61( 404
Gain on extinguishment of convertible notes andrares — (1,469
Stocl-based compensatic 13,31 44¢
Inventory writedowns 652 1,02¢
Interest on convertible not — 2,68¢
Changes in operating assets and liabili
Accounts receivabl (4,575 1,93¢
Inventory (16,939 (4,032
Prepaid expenses and other current a (3,109 (2,189
Operating lease ass¢ (5,937 —
Other asset (81¢) (654)
Accounts payabl 7,99: 3,17:
Accrued liabilities (2,132 (79
Deferred development compensat (15€) (6,029
Deferred revenu 3,374 32¢
Reservation paymen 1,821 (23,207
Other lon¢-term liabilities 2,59¢ 2,321
Net cash used in operating activit (93,539 (51,819
Cash flows from investing activities
Payments related to acquisition of Fremont manufagy facility and related asse (58,710 —
Purchases of property and equipment excluding aldpise: (23,059 (5,685
Increase in restricted cash in our dedicated Deyart of Energy accoul (88,130 —
Increase in other restricted ce (1,857) (2,360)
Net cash used in investing activiti (171,74) (8,045
Cash flows from financing activities
Proceeds from issuance of common stock in initiddlis offering 188,84: —
Proceeds from issuance of common stock in priviaesmen 50,00( —
Proceeds from issuance of Series F convertiblemext stock, net of issuance costs of $ — 82,37¢
Proceeds from issuance of Series E convertiblemed stock, net of issuance costs of $ — 49,44
Principal payments on capital leases and other (233) (27%)
Proceeds from lor-term debt 56,557 —
Proceeds from issuance of convertible notes andawes — 25,46¢
Proceeds from exercise of stock optis 741 11¢€
Common stock and loan facility issuance ci (3,697 —
Net cash provided by financing activiti 292,21t 157,13:
Net increase in cash and cash equival 26,93¢ 97,27(
Cash and cash equivalents at beginning of p¢ 69,621 9,27
Cash and cash equivalents at end of pe $ 96,56 $106,54°
Supplemental Disclosure:
Interest paic $ 84: % 46
Income taxes paid (refunde (19 112
Supplemental noncash investing and financing actities
Conversion of preferred stock to common st 319,22! —
Issuance of common stock upon net exercise of wex 6,96: —
Issuance of convertible preferred stock war 6,29: —
Issuance of common stock warra 1,70( —
Conversion of notes payable to Series E convertitééerred stoc — 86,22¢
Exchange of convertible notes paya — 19,07:
Exchange of accrued interest for convertible nptasable — 1,791

The accompanying notes are an integral part oktbeadensed consolidated financial statem:
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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”) s incorporated in the state of Delaware on JuR0D3. We design, develop,
manufacture and sell high-performance fully eleciehicles and advanced electric vehicle powertamponents.

Since inception, we have incurred significant Issaed have used approximately $296.3 million ohéaperations through
September 30, 2010. As of September 30, 2010, depproximately $96.6 million in cash and cash eajeints. We are currently selling the
Tesla Roadster automobile and are developing theéeM® sedan. To the extent we do not meet our ptheales volumes or future product
releases or our existing cash and cash equivabatdaaces are insufficient to fund our future atig, we will need to raise additional funds.
We cannot be certain that additional financingrfl when needed, will be available at terms satisfg to us, or at all. These consolidated
financial statements do not include any adjustmentsflect the possible future effects on the vecability and classification of assets or the
amounts and classification of liabilities that nragult from the outcome of this uncertainty.

On January 20, 2010, we entered into a loan agmeewith the United States Federal Financing Bardk dnited States Department of
Energy (“DOE"), pursuant to the Advanced Technoldphicles Manufacturing Incentive Program (“ATVM3uthorizing the commitment
from the DOE to arrange loans for up to $465.0iomll See Note 7 for additional details.

In May 2010, we effected a 1-for-3 reverse stodk spour outstanding common stock, and a propow adjustment to the existing
conversion ratios for each series of preferredkstees made at the time of the effectiveness ofélerse stock split. Accordingly, all share |
per share amounts for all periods presented irethesdensed consolidated financial statements ated thereto, have been adjusted
retroactively, where applicable, to reflect thigerse stock split and adjustment of the prefertedksconversion ratio.

Initial Public Offering and Toyota Concurrent Privee Placement

On June 28, 2010, our registration statement omF®x1 relating to our initial public offering (“IPPwas declared effective by the
Securities and Exchange Commission (“SEC”) andlB@r closed on July 2, 2010, at which time we resgigash proceeds of $188.8 million
from this transaction, net of underwriting discaiahd commissions. Additionally, we have incurréfdrang costs of $4.4 million related to t
IPO (see Note 8).

Concurrent with the closing of our IPO in July 20%@ closed a private placement transaction fostte of our common stock to Toy«
Motor Corporation (“Toyota”) pursuant to which weceived proceeds of $50.0 million from Toyota (Sete 8).

As a result of the IPO, our convertible preferramtk was automatically converted into common sta# our outstanding warrants,
excluding the DOE warrant, were net exercised.
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Tesla Motors, Inc.

Notes to Condensed Consolidated Financial Statement-(Continued)
(Unaudited)

Unadjusted Error in 2009

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

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

To correct this error, we recorded additional stbaked compensation of $2.4 million in the threenth® ended June 30, 2010. We
considered the impact of the error on reportedatpey expenses and trends in operating resultslatetmined that the impact of the error was
not material to previously reported financial inf@tion as well as those related to the three maritied June 30, 2010.

2. Summary of Significant Accounting Policies
Basis of Consolidation

The condensed consolidated financial statemenksdache accounts of Tesla and its wholly ownedsgliéries. All significant inter-
company transactions and balances have been elediiraconsolidation.

Use of Estimates

The preparation of financial statements in confoymiith accounting principles generally acceptethie United States of America
requires management to make estimates and assasihiat affect the reported amounts of assetsiabitities and disclosure of contingent
liabilities at the date of the financial statemeatsd reported amounts of expenses during thetiergqreriod. Actual results could differ from
those estimates.

Unaudited Interim Financial Statements

The accompanying interim condensed consolidatexhiiial statements and related disclosures are itadubdave been prepared on the
same basis as the annual consolidated financtehsémts and, in the opinion of management, refiedjustments, which include only norr
recurring adjustments, necessary for a fair statemfthe results of operations for the periodsprtéed. The condensed consolidated results of
operations for any interim period are not necebsanilicative of the results to be expected for fiéyear or for any other future year or
interim period.

Fair Value of Financial Instruments

The carrying values of our cash and cash equivglanid deposits approximate their fair value dubed short-term nature. As a basis
for determining the fair value of certain of ousess and liabilities, we established a three-térfalue hierarchy which prioritizes the inputs
used in measuring fair value as follows: (Levadlbservable inputs such as quoted prices in actaskets; (Level 1) inputs other than the
guoted prices in active markets that are obsenwither directly or indirectly; and (Level I1l) ubservable inputs in which there is little or no
market data which requires us to develop our ovearagptions. This hierarchy requires us to use olbddevmarket data, when available, and to
minimize the use of unobservable inputs when déteng fair value. Our financial assets that are suwead at fair value on a recurring basis
consist only of cash equivalents. Our liabilitiattare measured at fair value on a recurring leasisist of our common stock warrant liability,
and previously, our convertible preferred stockraat liability.
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Tesla Motors, Inc.

Notes to Condensed Consolidated Financial Statement-(Continued)
(Unaudited)

All of our cash equivalents and current restriatagh, which are comprised primarily of money mafiats, are classified within Level |
of the fair value hierarchy because they are valigidg quoted market prices or market prices foilar securities. We do not have any Level
Il instruments, or instruments valued based onrathservable inputs. Our common stock warrantlitgband previously our convertible

preferred stock warrant liability, is classifiedtiin Level 11l of the fair value hierarchy.

As of September 30, 2010 and December 31, 2009athealue hierarchy for our financial assets &ndncial liabilities that are carried

at fair value was as follows (in thousands):

September 30, 2010

December 31, 2009

Fair Value Level | Level Il Level Il Fair Value Level | Level Il Level Il
Money market fund $159,20: $159,20: $ — $ — $64,42( $64,42( $ — $ —
Common stock warrant liabilit 6,67¢ — — 6,67¢ — — — —
Convertible preferred stock warrant liabil — — — — 1,73¢ — — 1,73¢

The changes in the fair value of the common stockanvertible preferred stock warrant liabilitigsre as follows (in thousands):

Nine Months Ended

September 30,
2010 2009
Fair value, beginning of peric $1,73¢ $ 2,07«
Issuance: 6,29¢ —
Settlements and extinguishme (6,962) (1,46%)
Change in fair valu 5,61( 404
Fair value, end of peria $6,67¢ $ 1,01(

The valuation of the common stock and convertibéfgrred stock warrants is discussed in Notes 67and

Revenue Recognition

We recognize revenues from sales of the Tesla Readscluding vehicle options and accessoriesiclelservice and sales of zero
emission vehicle (“ZEV”) credits, and sales of ¢liecvehicle powertrain components. We recognizeneie when: (i) persuasive evidence of
an arrangement exists; (ii) delivery has occurmdithere are no uncertainties regarding custonmmaance; (iii) fees are fixed or

determinable; and (iv) collection is reasonablyuasd.
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Tesla Motors, Inc.

Notes to Condensed Consolidated Financial Statement-(Continued)
(Unaudited)

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

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
Vehicle, options and related sa $18,22: $45,521 $55,45: $93,35¢
Powertrain component and related si 5,12¢ — 12,454 —

$23,35( $45,52] $67,90¢ $93,35¢

Automotive sales consist primarily of revenue edrfiem the sales of the Tesla Roadster, vehiclei@®arand vehicle options, accesso
and destination charges as well as sales of ZEdtsréAutomotive sales also consist of revenueeghfrom the sales of electric vehicle
powertrain components, such as battery packs aterpahargers, to other automotive manufactui®ases or other amounts collected in
advance of meeting all of the revenue recognitigierga are not recognized in the consolidatecest&ints of operations and are instead
recorded as deferred revenue on the consolidataddsasheets. Prior to February 2010, we did notige direct financing for the purchase of
the Tesla Roadster although a third-party lendsrpgnavided financing arrangements to our custonmetfse United States. Under these
arrangements, we have been paid in full by theooust at the time of purchase.

In regards to the sale of Tesla Roadsters, revisngenerally recognized upon delivery of the vehi€oncurrent with a purchase order
for a Roadster that is manufactured to specificatimistomers must remit a reservation paymentNsee 4). For vehicles purchased directly
from our showrooms, no deposit is required. Appraatiely three months prior to production of a Tédtedster manufactured to specification,
the reservation payment becomes nonrefundable tigecustomer enters into a purchase agreementirhited number of circumstances, we
may deliver a vehicle to a customer without alttef options ordered by the customer if the optamsot limit the functionality of the vehicle.
This may happen, for example, in an instance whiereustomer orders an additional hard top whictotseady at the time the vehicle is
delivered. In such cases, we will continue to d#ierrelated revenue based on the undelivered stéair' value, as evidenced by the contractual
price of the option in stand-alone transactions.

While sales of vehicle options and accessories taleg place separately from a vehicle sale, theypfiem part of one vehicle sales
agreement resulting in multiple element arrangemaffe are able to establish the fair value for ed¢he deliverables within the multiple
element arrangements because we sell each of iides vehicle accessories and options separatetgide of any multiple element
arrangements. As each of these items has stand aéde to the customer, revenue from sales oftleehiccessories and options are recogtr
when those specific items are delivered to theotust.

We record revenue for destination charges billegutocustomers. Revenue from destination chargeketb$0.3 million, $0.7 million,
$0.7 million and $1.7 million for the three and @imonths ended September 30, 2010 and the thregirmndhonths ended September 30, 2
respectively. The related costs are recorded ihafasutomotive sales.

In February 2010, we began offering a leasing @ogto qualified customers in the United StategHerTesla Roadster. Through our
wholly owned subsidiary, Tesla Motors Leasing, logialifying customers are permitted to lease tbgld Roadster for 36 months, after which
time they have the option of either returning tleiele to us or purchasing it for a pre-determirexidual value. We account for these leasing
transactions as operating leases and accordinglyewognize leasing revenues on a straight-linis loaer the term of the individual leases and
record cost of sales equal to the depreciatioh®fdased vehicles. As of September 30, 2010, welbterred revenues of $0.9 million of dc
payments which will be recognized over the ternthefindividual leases. Lease revenues are recandaatomotive sales and for the three and
nine months ended September 30, 2010, we recog#z@dmillion and $0.3 million, respectively.

7
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Tesla Motors, Inc.

Notes to Condensed Consolidated Financial Statement-(Continued)
(Unaudited)

Zero Emission Vehicle Credit Sales

California and certain other states have laws ae@lrequiring vehicle manufacturers to ensuredtmdrtion of the vehicles delivered for
sale in that state during each model year areemission vehicles. These laws provide that a matwfer of zero emission vehicles may earn
credits, referred to as ZEV credits, and may sealkss credits to other manufacturers who apply suetlits to comply with these regulatory
requirements. As a manufacturer solely of zero simisvehicles, we have earned ZEV credits on vehisbld in such states, and we expect to
continue to earn these credits in the future. Steonly commercial vehicle is electric, we do rexteive any benefit from the generation of
ZEV credits, and accordingly look to sell them they vehicle manufacturers. In order to facilitéite sale of these credits, we enter into
contractual agreements with third parties requithmem to purchase our ZEV credits at pre-determprezes. We recognize revenue on the sale
of these credits at the time legal title to theddeeis transferred to the purchasing party bygbeernmental agency issuing the credits. Revenue
from the sale of ZEV credits totaled $0.9 milli&2.0 million, $2.0 million and $7.6 million for tharee and nine months ended September 30
2010 and the three and nine months ended Septe8@b26009, respectively.

Extended Service and Battery Replacement Plans

We provide customers with the opportunity to pusghan extended warranty for the period after thiecdrour initial New Vehicle
Limited Warranty to extend coverage for an addicthree years or 36,000 miles, whichever comes. fit/e refer to this program as our
Extended Service Plan. Amounts collected on thelss sire initially recorded in deferred revenueshenconsolidated balance sheets and
recognized in automotive sales over the extendetawey period. Through September 30, 2010, we l@ferred $1.1 million related to the
Extended Service Plan and have not yet recognizgdedated revenues.

Additionally, within three months of purchasing @hicle, we provide customers with a one-time optmreplace the battery packs in
their vehicles at any time after the expiratiorihef New Vehicle Limited Warranty but before thetteanniversary of the purchase date of their
vehicles. We refer to this program as our BattegplRcement Plan. Amounts collected on these sedasitially recorded in deferred revenues
on the consolidated balance sheets and recogmzaatémotive sales as we fulfill our obligationréplace the battery packs. Through
September 30, 2010, we have deferred $0.8 milktated to the Battery Replacement Plan and havgetaecognized any related revenues.

Development Services Revenue

Revenue from development services arrangementsstafisevenue earned from the development of gteeehicle powertrain
components for other automobile manufacturersyitiog the design and development of battery pankischargers to meet a customer’s
specifications. Beginning in the quarter ended Ma&t, 2010, we started entering into such contraittsthe expectation that our developm
services would constitute a viable revenue-genegatctivity. Revenue is recognized as the perfomaaaquirements of each development
arrangement are met and collection is reasonablyrad. Where development arrangements includeamntbst at-risk milestones, revenue is
recognized based upon the achievement of the ainaidy-defined milestones. Amounts collected inatte of meeting all of the revenue
recognition criteria are not recognized in the otidated statement of operations and are insteamtded as deferred revenue on the
consolidated balance sheets. Costs of developreeritss are expensed as incurred. Costs of develojpservices incurred in periods prior to
the finalization of an agreement are recorded ssareh and development expenses; once an agremsifieatized, these costs are recorded in
cost of revenues.
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Tesla Motors, Inc.

Notes to Condensed Consolidated Financial Statement-(Continued)
(Unaudited)

Prior to 2010, compensation from the Smart fort@aedlopment arrangement with Daimler AG (“DaimlefSee Note 12), was recorded
as an offset to research and development expefisissearly arrangement was motivated primarily iy dpportunity to engage Daimler and at
the same time, jointly progress our own researchdmvelopment activities with the associated dgvalent compensation.

All amounts received under the Smart fortwo agregmesre recognized as an offset to research anelaf@went expenses, as we were
performing development activities on behalf of DiEimwere being compensated for the cost of theBeities and could not practicably
separate the efforts or costs related to thesetéesi from our own research and development.

Freestanding Stock Warrants

We accounted for freestanding warrants to purcbhaees of our convertible preferred stock as ligsl on the consolidated balance
sheets at fair value upon issuance. The convepilglferred stock warrants were recorded as ailiphiécause the underlying shares of
convertible preferred stock were contingently redakle which therefore, may have obligated us tosfiexr assets at some point in the future
(see Note 6). The warrants were subject to re-rmeasent to fair value at each balance sheet datamydhange in fair value was recognized
in other income (expense), net, on the condensesbtidated statements of operations. For our S€riasd other Series E convertible prefe
stock warrants, we adjusted the liability for chesin fair value through the completion of our 1B®July 2, 2010. At that time, the converti
preferred stock warrants were net exercised ancetheed liability was reclassified to additionalig-in capital. For the Series E convertible
preferred stock warrants issued to the DOE (see Rptwe adjust the liability for changes in faddwe until the earlier of vesting or expiration
of the warrants. Upon the completion of our IP@, EFOE warrant converted into a warrant to purclteasecommon stock and the related
liability will continue to be adjusted for changedair value until the earlier of vesting or exgion of the warrants. At that time, the warrant
liability will be reclassified to common stock additional paid-in capital, as applicable.

Cash and Cash Equivalents

All highly liquid investments with an original oemaining maturity of three months or less at thte d&purchase are considered to be
cash equivalents. We currently deposit excess gastarily in money market funds.

Restricted Cash and Deposits

We maintain certain cash amounts restricted adttalvawal or use. We maintained total restricteshoaf approximately $145.6 million
and $3.6 million as of September 30, 2010 and Déeerd1, 2009, respectively. As of September 30020drrent restricted cash was
comprised primarily of $88.1 million of net proceefdom the IPO and the concurrent Toyota private@nent that we were required to set
aside to fund a separate, dedicated account asedaqunder our DOE loan facility (see Note 7), aathcurrent restricted cash was comprised
primarily of $52.1 million of cash paid into escramvrelation to our purchase agreements with NeweddriMotor Manufacturing, Inc.
(“NUMMI”) (see Notes 3 and 14). Noncurrent resteidtcash also includes security held by a vendpa#sof the vendor’s standard credit
policies, security deposits related to lease agestsrand equipment financing, and certain refuredegdervation payments segregated in
accordance with state consumer protection reguigtio
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Accounts Receivable and Allowance for Doubtful Acous

Accounts receivable primarily include amounts edato sales of powertrain components and the pedoce of powertrain development
services as of September 30, 2010 and Decemb@089, In circumstances where we are aware of dfgpegstomer’s inability to meet its
financial obligations to us, we provide an allowamgainst amounts receivable to reduce the negnéted receivable to the amount we
reasonably believes will be collected. As of SefiienB80, 2010 and December 31, 2009, we determiratdchbd allowance for doubtful accou
was required. We typically do not carry accounteieable related to our vehicle and related sadesuatomer payments are due prior to ve
delivery.

Concentration of Risk

Financial instruments that potentially subjectaia toncentration of credit risk consist of castshcequivalents and accounts receivable.
Our cash and cash equivalents are primarily indeistenoney market funds with high credit qualitgencial institutions in the United States.
At times, these deposits and securities may b&dass of insured limits. To date, we have not depeed any losses on our deposits of cash
and cash equivalents. During the nine months eSagdember 30, 2010, our accounts receivable weieedeprimarily from sales of
powertrain components and the performance of poaiartievelopment services to Daimler (see Note TR¢se accounts receivable balances
represented 89% and 82% of total accounts receiahbf September 30, 2010 and December 31, 28§%ctively. We perform credit
evaluations of our customers’ financial conditiadagenerally, require no collateral.

A number of components that meet our manufactuéagirements are available only from single sosigepliers. For example, Lotus is
the only manufacturer for certain components, fagthe chassis of our Tesla Roadster. In otheanuss, although there may be multiple
suppliers available, many of the components usediirvehicles are purchased by us from a singlecsolf these single source suppliers fa
satisfy our requirements on a timely basis at cditipe prices, we could suffer manufacturing delayossible loss of revenues, or incur
higher cost of sales, any of which could adversé#figct our operating results.

Inventories and Inventory Valuation

Inventories are stated at the lower of cost or mtaiRost is computed using standard cost, whichoxipates actual cost on a first-in,
first-out basis. We record inventory write-downsée on reviews for excess and obsolescence detstmimmarily by future demand
forecasts. We also adjust the carrying value ofimugntories when we believe that the net realizalue is less than the carrying value. Tt
write-downs are measured as the difference betweeoost of the inventory, including estimated sastcomplete, and estimated selling
prices. Once inventory is written down, a new, lowest basis for that inventory is established, sugsequent changes in facts and
circumstances do not result in the restoratiomorgase in that newly established cost basis.

Adverse Purchase Commitments

To the extent future inventory purchases under carcellable purchase orders are for excess oretegoédirts or the related inventory is
deemed to be in excess of its net realizable valeaecord a provision for adverse purchase comeritea Charges are recorded as a
component of cost of sales. We did not record §iganit charges during the three and nine months@iseptember 30, 2010. During the three
and nine months ended September 30, 2009, we extatthrges of $0 and $0.4 million, to cost of rexn respectively.
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Property and Equipment

Property and equipment are recognized at costlgasmulated depreciation. Depreciation is compuggag the straighline method ove
the estimated useful lives of the related assefsliasvs:

Computer equipment and softws 3 year
Office furniture and equipme! 3to 7 year
Tooling 3to 5 year

Leasehold improvements are amortized on a strdilghtasis over the shorter of their estimateduldefes or the term of the related
lease. Upon retirement or sale, the cost and telteumulated depreciation are removed from thanloal sheet and the resulting gain or loss is
reflected in operations. Maintenance and repaiergjtures are expensed as incurred, while majordwgments that increase functionality of
the asset are capitalized and depreciated ratal@ygense over the identified useful life.

Operating Lease Vehicles

Vehicles that are leased as part of our leasingrpr, are classified as operating lease vehiclpsr&ing lease vehicles are recorded at
cost less accumulated depreciation. Depreciatioorisputed using the straight-line method over énmtof operating leases of three years. The
total cost of operating lease vehicles recordatiéencondensed consolidated balance sheet as arSlegt 30, 2010 was $5.9 million.
Accumulated depreciation related to leased vehigkes $0.2 million as of September 30, 2010.

Long-lived Assets

We evaluate our long-lived assets for indicatorpaxfsible impairment when events or changes imgistances indicate the carrying
amount of an asset may not be recoverable. Impairmasts if the carrying amounts of such assetged the estimates of future net
undiscounted cash flows expected to be generatsddiyassets. Should impairment exist, the impaitrioss would be measured based on the
excess carrying value of the asset over the assstiteated fair value. As of September 30, 2010haxe not recorded any impairment losses
on our long-lived assets.

Research and Development Costs

Research and development costs are expensed aethdResearch and development expenses consisrgyi of payroll, benefits and
stock-based compensation of those employees engageskarch, design and development activitiestsaelated to design tools, license
expenses related to intellectual property, supgliebservices, depreciation and other occupandg.calso included in research and
development are development services costs ingufrady, prior to the finalization of agreementghwour development services customers as
reaching a final agreement and revenue recogrigiont assured. Development services costs incafted the finalization of an agreement are
recorded in cost of revenues.

Income Taxes

Income taxes are computed using the asset antitiiabethod, under which deferred tax assets aatuilities are determined based on the
difference between the financial statement andteses of assets and liabilities using enactedates in effect for the year in which the
differences are expected to affect taxable incoraduation allowances are established when necessaeduce deferred tax assets to the
amount expected to be realized.
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Stock-based Compensation

Effective January 1, 2006, we adopted the faireahethod of accounting for stock options granteeniployees which requires the
recognition of compensation expense for costseeéltd all share-based payments, including stocikegt The fair value method requires
companies to estimate the fair value of share-bpagthent awards on the grant date using an optioing model. We adopted the fair value
method using the prospective method which requicegpublic entities that used the minimum value métfor either pro forma or financial
statement recognition purposes to apply the fdiurerenethod to option grants issued on and afted#te of adoption. For options that have not
yet vested but were granted prior to the adoptich®fair value method, we continue to recognioek-based compensation expense unde
intrinsic value method. In addition, we continueataortize any stock-based compensation from optioasted prior to January 1, 2006
utilizing an accelerated amortization schedule Jevaimortizing the stock-based compensation froroaptgranted or modified after January 1,
2006 on a straight-line basis over the serviceopleri

We have elected to use the “with and without” appgtoin determining the order in which tax attritsuséee utilized. As a result, we will
only recognize a tax benefit from stock-based awarddditional paid-in capital if an incrementak benefit is realized after all other tax
attributes currently available to us have beeiizetil. In addition, we have elected to accountHerindirect effects of stock-based awards on
other tax attributes, such as the research taxtctiebugh our statement of operations.

We account for equity instruments issued to nonleyges based on the fair value of the awards. ainevélue of the awards granted to
non-employees is re-measured as the awards veshamesulting change in fair value, if any, isageized in the consolidated statements of
operations during the period the related servicesendered.

For performance-based awards, stock-based compmnsapense is recognized over the expected pediocsachievement period of
individual performance milestones when the achiesnof each individual performance milestone becoprebable.

Foreign Currency Remeasurement and Transactions

For each of our foreign subsidiaries, the functiamarency is the U.S. Dollar. For these foreighsidiaries, monetary assets and
liabilities denominated in non U.S. currenciesrareneasured to U.S. Dollars using current exchaatgs in effect at the balance sheet date.
Non-monetary assets and liabilities denominated indd® currencies are maintained at historical D&lar exchange rates. Revenues and
expenses are re-measured at average U.S. Dollahinoates.

Foreign currency transaction gains and losses egsudt of the effect of exchange rate changesamsactions denominated in currencies
other than the functional currency. Transactiomgaind losses are recognized in other income (sgpemet in the condensed consolidated
statements of operations and have not been signiffor any periods presented.
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Comprehensive Loss

Comprehensive loss includes all changes in eqniy dssets) during a period from non-owner sou@®ugh September 30, 2010,
there are no components of comprehensive loss venghot included in net loss; therefore, a sepast@tement of comprehensive loss has not
been presented. We do not have any foreign currganglation adjustments as a component of othpeehensive loss through
September 30, 2010, as the functional currencyl oa foreign subsidiaries is the U.S. Dollar.

Warranties

We began recording warranty reserves with the coneeraent of Tesla Roadster sales in 2008. Initidlisla Roadsters were sold wit
warranty of four years or 50,000 miles. More reberfesla Roadsters have been sold with a warrahtiyree years or 36,000 miles. Accrued
warranty activity consisted of the following foretiperiods presented (in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
Accrued warrant—beginning of periol $4,34¢ $ 3,02¢ $ 3,751 $ 85¢
Warranty costs incurre (49€) (499 (1,399 (873)
Provision for warrant 1,342 1,69¢ 2,83t 4,24¢
Accrued warrant—end of perioc $5,19/ $4,23( $ 5,194 $4,23(

We provide a warranty on all vehicle sales, ancasaue warranty reserves at the time a vehicleligeted to a customer. Warranty
reserves include management’s best estimate girtjected costs to repair or to replace any itemgenwarranty, based on actual warranty
experience as it becomes available and other krdagtors that may impact our evaluation of histdridzta. We review our reserves at least
quarterly to ensure that our accruals are adedoateeting expected future warranty obligations] ee will adjust our estimates as needed.
Warranty expense is recorded as a component obfosvenues in the consolidated statements ofatjpers. The portion of the warranty
provision which is expected to be incurred withthrionths from the balance sheet date is classaecurrent, while the remaining amount is
classified as long-term liabilities.

Net Loss per Share of Common Stock

Our basic net loss per share of common stock @utzked by dividing the net loss by the weightedrage number of shares of common
stock outstanding for the period. The weighted-agemumber of shares of common stock used to edédcalr basic net loss per share of
common stock excludes those shares subject toalepss related to stock options that were exergisedto vesting as these shares are not
deemed to be issued for accounting purposes bhefil test. The diluted net loss per share of comstock is computed by dividing the net I
using the weightedverage number of common shares, excluding comtock subject to repurchase, and, if dilutive, ptitdrcommon share
outstanding during the period. Potential commomreshaonsist of common stock subject to repurchadestock options to purchase common
stock and warrants to purchase convertible predesteck (using the treasury stock method) and éimeersion of our convertible preferred
stock and convertible notes payable (using theifverted method).
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The following table presents the potential commiogrss outstanding that were excluded from the ceatipa of diluted net loss per
share of common stock for the periods presentedusecincluding them would have been antidilutive:

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
Convertible preferred stoc — 70,226,84 — 70,226,84
Stock options to purchase common st 13,207,36 3,542,221  13,207,36 3,542,21!
Common stock subject to repurchi 7,27¢ 59,65¢ 7,27¢ 59,65¢
Convertible preferred stock warral — 516,50¢ — 516,50¢

Recent Accounting Pronouncements

In October 2009, the FASB issued an accountingdst@hupdate which requires companies to allocatenee in multiple-element
arrangements based on an element’s estimatedgsptiite if vendor-specific or other third-party @égnce of value is not available. The
guidance is effective beginning January 1, 201h wérly application permitted. We do not expectatieption of the guidance to have a
material impact on our consolidated financial stedats.

In January 2010, the FASB issued updated guidariaed to fair value measurements and disclosunéshwequires a reporting entity
disclose separately the amounts of significantstiens in and out of Level | and Level Il fair valomeasurements and to describe the reasons fc
the transfers. In addition, in the reconciliatidrfair value measurements using Level Il inputseporting entity will be required to disclose
information about purchases, sales, issuancesetielnsents on a gross rather than on a net basésupdated guidance will also require fair
value disclosures for each class of assets anilitleand disclosures about the valuation techegjand inputs used to measure fair value for
both recurring and non-recurring Level Il and LeNEfair value measurements. The updated guidasmedfective for interim or annual
reporting periods beginning after December 15, 2@88ept for the disclosures regarding the reciiich of Level Il fair value
measurements, which are effective for fiscal ybaginning after December 15, 2010 and for interariquis within those fiscal years. The
adoption of this updated guidance did not have @ impact on our consolidated financial statatae

In April 2010, the FASB issued an accounting staddgodate which provides guidance on the criteribg followed in recognizing
revenue under the milestone method. The milestagtbad of recognition allows a vendor who is invalweith the provision of deliverables to
recognize the full amount of a milestone paymemtruachievement, if, at the inception of the revearangement, the milestone is determined
to be substantive as defined in the standard. Tidagce is effective on a prospective basis foestdnes achieved in fiscal years and interim
periods within those fiscal years, beginning omfter June 15, 2010. Early adoption is permitted. d not expect the adoption of the
guidance to have a material impact on our consi@difinancial statements.
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3. Balance Sheet Components
As of September 30, 2010 and December 31, 2009nwentory consisted of the following componentstfiousands):

September 3C December 31
2010 2009
Inventory
Raw materia $ 15,51¢ $ 10,00
Work in proces! 3,281 3,40z
Finished good 16,52( 7,03¢
Service 4,18¢ 2,78(
$ 39,50¢ $ 23,22

We write down inventory as a result of excess dmsbtete inventories and when we believe that theeadizable value of inventories is
less than the carrying value. During the threermind months ended September 30, 2010 and theahceaine months ended September 30,
2009, we recorded write-downs of $0.3 million, $thiflion, $0.3 million and $1.0 million, respectiyein cost of automotive sales.

As of September 30, 2010 and December 31, 200Qroperty and equipment consisted of the followdngponents (in thousands):

September 3C December 31
2010 2009
Property and Equipment, net
Computer equipment and softw: $ 8,14t $ 5,37¢
Office furniture, machinery and equipme 11,18 7,93¢
Tooling 15,98¢ 15,01(
Leasehold improvemen 12,01¢ 5,32t
Construction in progres 9,11¢ 2,61¢
56,44: 36,26¢
Less: Accumulated depreciation and amortiza (19,289 (12,730
$ 37,150 $ 23,53t

Depreciation and amortization expense during theetland nine months ended September 30, 2010 arldrde and nine months ended
September 30, 2009, was $2.7 million, $7.3 milli$h,9 million and $5.0 million, respectively. Totaboperty and equipment assets under
capital lease at September 30, 2010 and Decemb@089, were $0.4 million and $0.6 million, respesly. Accumulated depreciation related
to assets under capital lease as of these datesd@elr million and $0.1 million, respectively.

As of September 30, 2010 and December 31, 2009tber assets consisted of the following (in thowsy:

September 3C December 31
2010 2009
Other Assets
Loan facility issuance costs, r $ 7,21¢ $ 70¢
Common stock issuance co — 1,333
Deposits on property, plant and equipment purch 11,36: —
Others 1,521 704
$_ 20,10( $ 275
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In May 2010, we entered into an agreement to pwelaa existing automobile production facility laghin Fremont, California from
NUMMI, which is a joint venture between Toyota, dvdtors Liquidation Company, the owner of selecedets of General Motors.
October 2010, we completed the purchase and ratétieto the facility and land. The aggregateghase price was $42.0 million. The
purchase totals 210 acres, or approximately 55%efand at the site, and includes all of the maciwfring facilities located thereon.

In October 2010, we and NUMMI amended the facjtitychase agreement to include the transfer to asrtdin operating permits for
additional consideration of $6.5 million. We contplé the transfer of these permits in October 2010.

In August 2010, we entered into an additional pasehagreement with NUMMI for the purchase of cartaanufacturing equipment and
spare parts located at the Fremont facility abd¥és purchase agreement was subsequently amendezutde additional manufacturing
equipment and spare parts. In October 2010, we kteththis purchase concurrent with the completibthe facility purchase. The aggregate
purchase price for these assets was approximaté&lyrillion.

As of September 30, 2010, prior to the completibthe facility, land and manufacturing asset pusgs we made aggregate non-
refundable payments of $8.0 million to NUMMI whiahe recorded in other assets. Additionally, asegit®&mber 30, 2010, we made aggregate
payments into escrow of $52.1 million which areoreied in noncurrent restricted cash. We intendswthe facility and manufacturing assets
for the production of our planned Model S vehiabel 4o build our future vehicles. Amounts paid toMMI have been recorded in other ass

Also included in other assets as of September @D) 2vas a deposit paid towards the purchase of faetowing equipment of $3.4
million.

As of September 30, 2010 and December 31, 200%aarued liabilities consisted of the following {ousands):

September 3C December 31
2010 2009

Accrued Liabilities
Payroll and related cos $ 3,98¢ $ 2,19
Accrued purchase 2,632 9,92(
Taxes payabl 2,32( 452
Accrued warrant 1,76( 1,44¢
Adverse purchase commitmel — 523

$ 10,70 $ 14,53:

As of September 30, 2010 and December 31, 2009tber long-term liabilities consisted of the fallimg (in thousands):

September 3C December 31
2010 2009
Other Long-Term Liabilities
Accrued warranty, lor-term $ 3,43 $ 2,312
Deferred rent liability 2,43¢ 1,147
Other 18¢ —
$ 6,05¢ $  3,45¢

16



Table of Contents

Tesla Motors, Inc.

Notes to Condensed Consolidated Financial Statement-(Continued)
(Unaudited)

4. Reservation Payments

Reservation payments consist of reservation andbeeship payments that allow potential customefsold a reservation for the future
purchase of a Tesla Roadster or Model S. These risave recorded as current liabilities until tiedicle is delivered. For our 2010 model
year Tesla Roadsters manufactured to specificadioncurrent purchase agreement requires the payshan initial $9,900€11,500 or
£10,000 deposit, depending on the location of tte¢amer. For the Model S, we require an initialrefable reservation payment of at least
$5,000. For vehicles purchased directly from owvatooms, no deposit is required. Prior to the thmeaths ended June 30, 2010, our
reservation policy was to accept refundable resiemvgpayments from all customers who wished to pase a Tesla Roadster and require full
payment of the purchase price of the vehicle atithe the customer selected their vehicle speditioa. During the three months ended
June 30, 2010, we changed our policy to requiregefandable deposits for Tesla Roadsters manufattorspecification at the time a custor
enters into a purchase agreement. However, weoalssionally accept refundable reservation paynfenthie Tesla Roadster if a customer is
interested in purchasing a vehicle but not yet @reg to select the vehicle specifications. Forausts who have placed a refundable
reservation payment with us, the reservation payrinecomes a nonrefundable deposit once the custoaseselected the vehicle specificati
and enters into a purchase agreement. We now esfyllipayment of the purchase price of the vehasily upon delivery of the vehicle to the
customer. Amounts received by us as reservatiompais are generally not restricted as to theitbysas. Upon delivery of the vehicle, the
related reservation payments are applied agaiastiubtomer’s total purchase price for the vehiol @cognized in automotive sales as part of
the respective vehicle sale.

As of September 30, 2010 and December 31, 200&v&ison payments in the amount of $27.9 milliod 26.0 million, respectively,
were recorded as current liabilities on the conddrednsolidated balance sheets. As of Septemb&030, we held reservation payments for
undelivered Tesla Roadsters in an aggregate anod$2t4 million and reservation payments for MoBededans in an aggregate amount of
$25.5 million. As of December 31, 2009, we helcergation payments for undelivered Tesla Roadsteamiaggregate amount of $8.2 million
and reservation payments for Model S sedans irggregate amount of $17.9 million. In order to camtiee reservation payments into
revenue, we will need to sell vehicles to theseéausrs. All reservation payments for the Model &fatly refundable until such time that a
customer enters into a purchase agreement.

5. Convertible Preferred Stock

On June 28, 2010, our registration statement omF®11 for our IPO was declared effective by the SBE on July 2, 2010, we closed
our IPO. As a result of the IPO, our convertiblefprred stock was automatically converted into camstock

The following table summarizes information relateaur convertible preferred stock prior to coni@msnto common stock:

Share Price Liquidation
Issued and
Par Value at issuance Authorized Outstanding Preference Proceeds, Ne
(In thousands except share and per share amounts)
Series A $0.001 $ 0.4¢ 7,213,001 7,213,000 $ 355¢ $ 3,54¢
Series E 0.001 0.74 17,459,45 17,459,45 12,92( 12,89¢
Series C 0.001 1.14 35,893,17 35,242,29 40,00( 39,78¢
Series C 0.001 2.44 18,440,44 18,440,44 45,00( 44,941
Series E 0.001 2.51 112,897,90 102,776,77 258,17! 135,66¢
Series F 0.001 2.97 30,000,00 27,785,26 82,50( 82,37¢
Total 221,903,98 208,917,23 $442,15. $ 319,22!

* Net of $3.9 million conversion of Series A convieldi preferred stock to common sto
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Each of our Series A, B, D, E and F convertibl€fgmred stock converted on a 1:0.33 basis into comstock while the Series C
convertible preferred stock converted on a 1:0 8%

Dividends

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

6. Convertible Preferred Stock Warrants

In March 2006, we issued warrants to purchase 820s8ares of Series C convertible preferred stodonjunction with the conversion
of previously issued convertible notes payable 8goes C convertible preferred stock. The warrhatsan exercise price of $1.14 per share
and expired on the earlier of March 30, 2011 oindial public offering. As a result of our IPO wdhi closed on July 2, 2010, these warrants
were net exercised for 184,359 shares of commark side fair value of these warrants as of Julg®,0 in the amount of $3.6 million was
recorded in equity on the condensed consolidatithba sheet. In conjunction with the settlemerawofliability to issue such warrants, we
recognized income of $1.1 million during the threenths ended September 30, 2010, through othemiegexpense), net, on the condensed
consolidated statement of operations as a restiteoéhange in fair value of such warrants.

As of December 31, 2009, the fair value of warraatsurchase shares of the Series C convertibfenpeel stock in the amount of
$1.0 million was included within the convertiblesferred stock warrant liability on the condensedsodidated balance sheet. Upon the net
exercise of the Series C convertible preferredistearrants in July 2010, we recognized charges fitmerchange in the fair value of these
warrants in the amounts of $2.6 million, $0.1 roitliand $0.2 million during nine months ended Sept™80, 2010 and the three and nine
months ended September 30, 2009, respectivelyyghrother income (expense), net, on the condermesbtidated statements of operations.

In February 2008, we issued warrants with our Fatyr@008 convertible notes payable. The warratdsval for the purchase of shares
of either Series D convertible preferred stock ptiee of $2.44 per share, which amounted to wasrampurchase 8,246,914 shares of Series D
convertible preferred stock, or the securitiesasdel in a subsequent round of financing at theshare price of such securities.

On December 24, 2008, warrants to purchase 3,43@8the shares of Series D convertible prefertedkswere extinguished as a result
of the election of certain holders of the Febru2®98 convertible notes to exchange their notesnaardants for December 2008 convertible
notes. On the date of the exchange, we recognigadhan the amount of $1.3 million through othecome (expense), net, in connection with
the extinguishment of these warrants.

During the year ended December 31, 2009, warransitchase an additional 3,967,152 shares of SBrezmvertible preferred stock
were extinguished as a result of the election db@eremaining holders of the February 2008 cotilviernotes as part of an exchange of their
notes and warrants for December 2008 convertiblesn®n the date of the exchange, we recognizedhamgthe amount of $1.5 million
through other income (expense), net, in conneatitim the extinguishment of these warrants.
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In May 2009, we completed our Series E financing/mich $50.0 million of proceeds was received far purchase of 19,901,290 shares
of Series E convertible preferred stock at a poic$2.51 per share. In connection with this finaggcithe remaining holders of the February
2008 notes and warrants converted their notessimioes of Series E convertible preferred stockcangerted their warrants into warrants to
purchase 866,091 shares of Series E convertibferped stock.

As a result of our IPO which closed on July 2, 2ah@se warrants which exclude the DOE warrant Ksgte 7), were net exercised for
160,688 shares of common stock. The fair valude$e warrants as of July 2, 2010 in the amoun8gf fillion was recorded in equity on the
condensed consolidated balance sheet. Upon thensetit of our liability to issue such warrants, meognized income of $1.3 million during
the three months ended September 30, 2010, thrathgi income (expense), net, on the condensed lidaitsal statement of operations as a
result of the change in fair value of such warrants

As of December 31, 2009, excluding the DOE warrtdng fair value of warrants to purchase 866,091eshaf the Series E convertible
preferred stock in the amount of $0.7 million wasliided within the convertible preferred stock waatrliability on the condensed consolida
balance sheet. We recognized charges from the eharibe fair value of these Series E warrantténamounts of $2.7 million, $0.2 million
and $0.2 million, during the nine months ended &mpier 30, 2010, and the three and nine months edelgi@mber 30, 2009, respectively,
through other income (expense), net, on the cordeosnsolidated statements of operations.

As of December 31, 2009, excluding the DOE warrtngre were total outstanding warrants to purclaasaggregate of 1,516,973 shares
of Series C and E convertible preferred stock liaat a weighted average exercise price of $1.92mme.

7. Department of Energy Loan Facility

On January 20, 2010, we entered into a loan faailith the Federal Financing Bank (“FFB”), and D@E, pursuant to the ATVM
Incentive Program (the “DOE Loan Facility”). Undde DOE Loan Facility, the FFB has made availables two multi-draw term loan
facilities in an aggregate principal amount of aB#65.0 million. Up to an aggregate principal amtaaf $101.2 million will be made availak
under the first term loan facility to finance up80% of the costs eligible for funding for the potv@n engineering and the build out of a
facility to design and manufacture lithium-ion leajt packs, electric motors and electric compongttie Powertrain Facility”). Up to an
aggregate principal amount of $363.9 million wi#l made available under the second term loan fatdlifinance up to 91.5% of the costs
eligible for funding for the development of, andataild out the manufacturing facility for, our Mddg sedan (“the Model S Facility”). Under
the DOE Loan Facility, we are responsible for taaining 20% of the costs eligible for funding untee ATVM Program for the projects as
well as any cost overruns for each project. Théscpaid by us to date for the Powertrain Facilitgd ghe Model S Facility will be applied
towards our obligation to contribute 20% of thegillie project costs, and the DOE’s funding of fetetigible costs will be adjusted to take this
into account. Our obligations for the developmentad the build-out of our manufacturing facilfyr, the Model S is budgeted to be an
aggregate of $33 million or approximately 8.5%td bngoing budgeted cost, plus any cost overrunthéoprojects. We have paid for the full
20% of the budgeted costs related to our PowerEadility and therefore expect to receive 100% krimement from the DOE Loan Facility
for ongoing budgeted costs, but will continue tadgponsible for cost overruns. On the closing,dagepaid a facility fee to the DOE in the
amount of $0.5 million. From February through Segier 2010, we received loans under the DOE Loailitydor an aggregate of
$56.6 million at interest rates ranging from 1.49/81t4%.
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Our ability to draw down funds under the DOE Loatility is conditioned upon several draw conditionge are currently in compliance
with these draw conditions. For the Powertrain iRgicthe draw conditions include our achievemehpmgress milestones relating to the
development of the powertrain manufacturing fac#ind the successful development of commerciahgements with third parties for the
supply of powertrain components. For the Model 8ilfg, the draw conditions include our achievemehprogress milestones relating to the
design and development of the Model S and the pldiodel S manufacturing facility, including an @owmental assessment of such facility
approved by the DOE and the completion of the mses under the National Environmental Policy Act tiie California Environmental
Quality Act. Certain advances will be subject taitidnal conditions to draw-down related to the sin which the applicable project is located.
We are currently progressing towards our milestoAdslitionally, the DOE Loan Facility provides ftire ability to update milestones should a
reasonable need arise.

Advances under the DOE Loan Facility accrue intemea per annum rate determined by the Secrefahedlreasury as of the date of
advance and will be based on the Treasury yieldecand the scheduled principal installments fohsamvance. Interest on advances under the
DOE Loan Facility is payable quarterly in arreakdvances under the Powertrain Facility are repayabP8 equal quarterly installments
commencing on December 15, 2012 (or for advanceteratier such date, in 26 equal quarterly instalisieommencing on June 15, 2013).
All outstanding amounts under the Powertrain Figoiliill be due and payable on the maturity dat&eptember 15, 2019. Advances under the
Model S Facility are repayable in 40 equal quaytarstallments commencing on December 15, 2012ofoadvances made after such date, in
38 equal quarterly installments commencing on IifHe€013). All outstanding amounts under the M@&i&lacility will be due and payable on
the maturity date of September 15, 2022. Advanceguthe loan facilities may be voluntarily prepatdany time at a price determined based
on interest rates at the time of prepayment fondaaade from the Secretary of the Treasury to EFBIbligations with an identical payment
schedule to the advance being prepaid, which caddlt in the advance being prepaid at a discaimtar or at a premium. The loan facilities
are subject to mandatory prepayment with net castegds received from certain dispositions, lognhts/with respect to property and other
extraordinary receipts. All obligations under th@B Loan Facility are secured by substantially &lhar property.

Under the DOE Loan Facility, we have committed &y pll costs and expenses incurred to completpribjects being financed in excess
of amounts funded under the loan facility. We Wil required to maintain, at all times, availablshcand cash equivalents of at least 105% of
the amounts required to fund this excess overinanting commitment, after taking into account eantrcash flows and cash on hand, and
reasonable projections of future generation ofcash from operations, losses and expenditures.duoay be requested under the facilities
until January 22, 2013, and we have committed topiete the projects being financed prior to sudie. da

The DOE Loan Facility documents contain customamenants that include, among others, a requirethebthe projects be conducted
in accordance with the business plan for such ptog@mpliance with all requirements of the ATVNMbBram, and limitations on our and our
subsidiaries’ ability to incur indebtedness, intiens, make investments or loans, enter into mergeacquisitions, dispose of assets, pay
dividends or make distributions on capital stocky pndebtedness, pay management, advisory or sifaéa to affiliates, enter into certain
affiliate transactions, enter into new lines ofibass, and enter into certain restrictive agreemémteach case subject to customary exceptions
The DOE Loan Facility documents also contain custignfinancial covenants requiring us to maintaimiaimum ratio of current assets to
current liabilities, and (i) through December 1812, a minimum cash balance, and (ii) after Deceribe2012, a maximum leverage ratio, a
minimum interest coverage ratio, a minimum fixeargje coverage ratio, a limit on capital expendgwed, after March 31, 2014, a maximum
ratio of total liabilities to shareholder equity e/dre currently in compliance with these covenants.
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The DOE Loan Facility documents also contain custgnevents of default, subject in some cases tmary cure periods for certain
defaults. In addition, events of default includiture of Elon Musk, our Chief Executive Officdroduct Architect and Chairman, and certain
of his affiliates, at any time prior to one yeaeafve complete the project relating to the Mod&leSility, to own at least 65% of capital stock
held by Mr. Musk and such affiliates as of the dz#ftthe DOE Loan Facility.

Under the DOE Loan Facility, we are required todfandebt service reserve account on or before Dieee81, 2012, in an amount equal
to all principal and interest that will come duetbe advances on the next two payment dates. Oadeawe deposited such two payments, we
will not be required to further fund such debt segweserve account. We have also agreed thadninection with the sale of our common st
in an initial public offering, at least 75% of thet offering proceeds will be received by us and;annection with the sale of our stock in any
other follow-on equity offering, at least 50% oéthet offering proceeds will be received by use@iffy proceeds may not be used to pay
bonuses or other compensation to officers, dirscEmployees or consultants in excess of the arm@amtemplated by our business plan
approved by the DOE.

In addition to our obligation to fund a portiontbe project costs as described above, we havedtpexet aside 50% of the net proceeds
from an initial public offering and any subsequefierings of stock occurring before the completadrihe projects, up to an aggregate of $100
million, to fund a separate, dedicated account unde DOE Loan Facility. This dedicated account barused by us to fund any cost overruns
for our powertrain and Model S manufacturing fagifirojects and will also be used as a mechanisdeter advances under the DOE Loan
Facility. This will not affect our ability to drawown the full amount of the DOE loans, but will vég us to use the dedicated account to fund
certain project costs up front, which costs maythe reimbursed by loans under the DOE Loan Faditice the dedicated account is depleted,
or as part of the final advance for the applicabitgect. We will be required to deposit a portidriteese reimbursements into the dedicated
account, in an amount equal to up to 30% of theareimg project costs for the applicable project] #rese amounts may similarly be used by
us to fund project costs and cost overruns andsivililarly be eligible for reimbursement by thewrdown of additional loans under the DOE
Loan Facility once used in full, or as part of firal advance for the applicable project. Uponcbenpletion of our IPO and concurrent Toyota
private placement in July 2010, we set aside $160l®n to fund the dedicated account. During theee months ended September 30, 2010,
we transferred $11.9 million from the dedicatedoart to our operating cash accounts in accordaritetie provisions of the DOE Loan
Facility. As of September 30, 2010, $88.1 milli@mained in the dedicated account. As we expecatsfer the remainder of this balance
within one year, we have classified such cash e®iurestricted cash on the condensed consolidetieahce sheet.

DOE Warrant

In connection with the closing of the DOE Loan Figiwe have also issued a warrant to the DOEupase up to 9,255,035 shares of
our Series E convertible preferred stock at anaseprice of $2.51 per share. Upon the completiosur IPO which occurred on July 2, 2010,
this preferred stock warrant became a warrant tolfase up to 3,090,111 shares of common stock exexcise price of $7.54 per share.
Beginning on December 15, 2018 and until DecemBeR022, the shares subject to purchase underahmant will vest and become
exercisable in quarterly amounts depending on teeage outstanding balance of the loan during the guarter. The warrant may be
exercised until December 15, 2023. If we prepayfddE Loan Facility in part or in full, the total @mnt of shares exercisable under the
warrant will be reduced.
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Since the number of shares ultimately issuable wtihdewarrants will vary depending on the averaggstanding balance of the loan
during the contractual vesting period, and decsitonprepay would be influenced by our future stpke as well as the interest rates on our
loans in relation to market interest rates, we messthe fair value of the warrant using a Monteld@Csimulation approach. The Monte Carlo
approach simulates and captures the optimal desismbe made between prepaying the DOE loan andathcellation of the DOE warrant.
For the purposes of the simulation, the optimalgiec represents the scenario with the lowest emincost to us. The total warrant value
would then be calculated as the average warramfpagross all simulated paths discounted to oluatéon date.

The prepayment feature which allows us to prepeyDX@E Loan Facility and consequently, affect thembar of shares ultimately
issuable under the DOE warrant, was determinedpresent an embedded derivative. This embeddedhties is inherently valued and
accounted for as part of the warrant liability am oondensed consolidated balance sheets. Chamgfesfair value of the embedded derivative
are reflected as part of the warrant liability reasurement to fair value at each balance sheattirgpdate.

The warrant is recorded at its estimated fair valith changes in its fair value reflected in otirerome (expense), net, until its expiration
or vesting. The fair value of the warrant at issigawas $6.3 million, and along with the DOE Loagilig fee of $0.5 million and other debt
issuance costs of $0.9 million, represents a dodbsing the loan facility and is being amortizednterest expense over the expected term of
the DOE Loan Facility of approximately 13 yearsring the three and nine months ended Septemb&03@, we amortized $0.2 million and
$0.4 million to interest expense, respectively.

Prior to completion of our IPO, the fair value b&tDOE warrant was included within the convertiimeferred stock warrant liability on
the condensed consolidated balance sheet. Upaothpletion of our IPO on July 2, 2010, this warnamas reclassified on our consolidated
balance sheet from convertible preferred stock avadiability to common stock warrant liability. ®EDOE warrant will continue to be recor
at its estimated fair value with changes in thealue reflected in other income (expense), reetha number of common stock ultimately
issuable under the warrant is variable until itpietion or vesting. As of September 30, 2010,fghevalue of the DOE warrant was $6.7
million. During the three months ended Septembe28Q0, we recognized income for the change irfahevalue of the DOE warrant in the
amount of $0.7 million and during the nine monthded September 30, 2010, we recognized a chargbdahange in the fair value of $0.4
million through other income (expense), net, inédbadensed consolidated statements of operations.

8. Common Stock

As of December 31, 2009, we were authorized toei§8,006,077 shares of capital stock with a plhrevaf $0.001 per share. The
authorized shares consisted of 100,000,000 sh&msromon stock and 213,006,077 shares of convertit#ferred stock. In January 2010, we
increased the number of authorized shares of auntmn stock from 100,000,000 to 106,666,667 shardsle number of authorized share:
our authorized preferred stock from 213,006,07229,903,982 shares.

On June 28, 2010, our registration statement omF1 for our IPO was declared effective by the SE€a result, the number of
authorized shares of our common stock increaseu 106,666,667 to 2,000,000,000 shares.

Initial Public Offering and Toyota Concurrent Privee Placement

On June 28, 2010, our registration statement omF1 for our IPO was declared effective by the SH@ IPO closed on July 2, 2010,
at which time we sold 11,880,600 shares of our comstock and received cash proceeds of $188.8miliom this transaction, net of
underwriting discounts and commissions. Additionalve incurred offering costs of $4.4 million redtto the IPO. An additional 3,414,400
shares of common stock were sold by existing stolckdrs from which we did not receive any proce@issts associated with the sale of
common stock by existing stockholders were notiirezliby us.
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Concurrent with the closing of our IPO, we sold42,9476 shares of our common stock to Toyota aice jper share equal to the IPO
price, in a private placement transaction purst@mthich we received proceeds of $50.0 million.

The net proceeds from our IPO as well as the Togotate placement, have been recorded in stocknsléquity. Offering costs of $4.4
million have been reclassified from other noncurissets and offset against additional paid-intahipi stockholders’ equity.

Early Exercise of Employee Options

Stock options granted under our stock option plawmoprior to October 29, 2008 provide employedarpholders the right to exercise
unvested options in exchange for shares of restticommon stock. Unvested shares, in the amoum2a8 and 46,421 as of September 30,
2010 and December 31, 2009, respectively, weresstity) a repurchase right held by us at the origésaance price in the event the optionees
employment is terminated either voluntarily or ihwdarily. For exercises of employee options, tieisurchase right generally lapses as to :
of the shares subject to the option on the firsivarsary of the vesting start date and as to bh/é48the shares monthly thereafter. Due to the
administrative burden and cost, we abandoned thetipe of granting options with a right to earlyeesise. To date, we have always exercised
our right to repurchase unvested restricted shgpes the termination of an employee.

These repurchase terms are considered to be #&deefprovision and do not result in variable aatting. The restricted shares issued
upon early exercise of stock options are legabyésl and outstanding. However, these restrictegstase only deemed outstanding for basic
earnings per share computation purposes upon spectve repurchase rights lapsing. We treat ocastived from employees for the exercise
of unvested options as a refundable deposit shavenliability in our condensed consolidated balasteeets. As of September 30, 2010 and
December 31, 2009, we included cash received fly e&ercise of options of $9,000 and $39,000, eetipely, in accrued liabilities. Amounts
from accrued liabilities are transferred into conmstock and additional paid-in capital as the shasst.

Stockholder Settlement

During the three months ended March 31, 2010, thfeair stockholders who are affiliated with oneoaf Board members asserted a
claim regarding the conversion of such stockholdmsvertible promissory notes into shares of oeiriés E convertible preferred stock at the
time of our Series E preferred stock financing iayM2009. In May 2010, we entered into a settleragntement with these stockholders and
pursuant to the terms of the settlement agreemenissued warrants to such stockholders which, tiperclosing of our IPO in July 2010,
were automatically net exercised for an aggregbi®0,000 shares of our common stock. During tiheehmonths ended June 30, 2010, the
value of these warrants in the amount of $1.7 amillivas recorded in equity on the condensed corsetichalance sheet based on a Black-
Scholes valuation. In conjunction with the settleima our liability to issue such warrants, we rgeized an additional charge of $0.7 million
during the three months ended June 30, 2010, throtlger income (expense), net, on the condensesbtidated statement of operations.
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In July 2003, we adopted the 2003 Equity Incenilen. Concurrent with the effectiveness of oursegtion statement on Form S-1 on

June 28, 2010 (see Note 8), we adopted the 201ilyHgoentive Plan (“the Plan”) and all remainingnemon shares reserved for future grant

or issuance under the 2003 Equity Incentive Plarevadded to the 2010 Equity Incentive Plan. Tha Btavides for the granting of stock
options and stock purchase rights to employeescidirs and consultants of Tesla. Options granteéthe Plan may be either incentive
options or nonqualified stock options. Incentivecgtoptions may be granted only to our employeekiding officers and directors.

Nonqualified stock options and stock purchase sighay be granted to our employees and consultastst September 30, 2010, there w
10,241,764 shares of common stock reserved foaigsiunder the Plan.

The following table summarizes option activity unttee Plan:

Balance, December 31, 20
Additional options reserve
Repurchased restricted stc
Granted

Exercisec

Cancelec

Balance, September 30, 20

Outstanding Options

Weighted
Shares Average
Available for Number of Exercise
Grant Options Price
1,014,68 11,574,03 $ 5.44
11,269,29 — —
9,17( — 0.9C
(2,379,52) 2,379,52. 14.97
— (484,72() 1.4¢
328,13 (328,13) 5.5¢
10,241,76 13,140,70 7.31

Additional information regarding our stock optiomststanding and exercisable as of September 3@ B&ummarized below:

Range of Exercise Price

$0.15- $20.72

Options Outstanding at
September 30, 2010

Options Exercisable at
September 30, 2010

Additional information regarding our stock optiomststanding and exercisable as of December 31, B0d¢mmarized below:

Range of Exercise Price

$0.15- $6.63

Weighted Weighted
Average Average
Remaining Weighted Remaining Weighted
Contractual Contractual
Average Average
Life (in Exercise Life (in Exercise
Number years) Price Number years) Price
13,140,70 6.1z $ 7.31 3,097,70! 54z $ 4.7¢
Options Outstanding at Options Exercisable at
December 31, 2009 December 31, 2009
Weighted Weighted
Average Average
Remaining Weighted Remaining Weighted
Contractual Contractual
Average Average
Life (in Exercise Life (in Exercise
Number years) Price Number years) Price
11,574,03 6.41 $ 5.44 2,141,140 554 $ 3.7¢

24



Table of Contents

Tesla Motors, Inc.

Notes to Condensed Consolidated Financial Statement-(Continued)
(Unaudited)

The aggregate intrinsic value represents the potdbx intrinsic value (i.e., the difference betwear common stock price and the
exercise price, multiplied by the number of in-theney options) that would have been received byfhi®n holders had all option holders
exercised their options. The aggregate intrinsioevaf options outstanding as of September 30, 20itDDecember 31, 2009 was
$172.3 million and $13.8 million, respectively. Tin¢rinsic value of options exercisable was $48ibian and $6.1 million, and the intrinsic
value of options vested and expected to vest wa8.8Imillion and $12.3 million as of September 3010 and December 31, 2009,
respectively. The total intrinsic value of optiaercised was $4.5 million for the nine months en8eptember 30, 2010, respectively.

Fair Value Adoption

We adopted the fair value method on January 1, 2#08&cognizing stock-based compensation expensdetthe fair value method, we
estimated the fair value of each option award engttant date using the Black-Scholes option priciegiel and the weighted average
assumptions noted in the following table.

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
Risk-free interest rat 1.¢% 2.5% 2.C% 2.2%
Expected term (in year 6.C 4.€ 5.C 4.6
Expected volatility 70% 64% 71% 64%
Dividend yield 0% 0% 0% 0%

The weighted-average grant-date fair value foravpéiwards granted during the three and nine manttised September 30, 2010 and the
three and nine months ended September 30, 200%18a%1, $8.96, $1.57 and $1.27 per share, respdcti

The fair value of the shares of common stock uryitegithe stock options has historically been deteeh by the Board of Directors as
there was no public market for our common stocle Bbard of Directors has determined fair valuehef¢common stock at the time of each
grant of options by considering a number of objectind subjective factors including valuation ofnp@rable companies, sales of convertible
preferred stock to unrelated third parties, opegatind financial performance, the lack of liquidifycapital stock, and trends in the broader
automobile industry. We have not granted stockamstiwith an exercise price that is less than thesédue of the underlying common stock as
determined at the time of grant by our Board okbiors, with input from management. The fair maxkadtie of the underlying common stock
was determined by the Board of Directors until¢benpletion of our IPO when our common stock wagdion an established stock exchange.
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Information regarding our stock option grants dgr2®08, 2009 and the six months prior to the cotigieof our IPO, including the gra
date; the number of stock options issued with emaht; and the exercise price, which equals thetgtate fair value of the underlying comn
stock for each grant of stock options, is summadri follows:

Exercise

Price and

Fair Value
Number of per Share o

Options Common

Grant Date Granted Stock

June 4, 200:i 762,137 $ 2.7C
July 8, 200¢ 278,30¢ 2.7C
September 3, 20C 200,15¢ 2.7C
October 29, 200 205,15¢ 2.7C
March 2, 200¢ 214,81 2.7C
April 13, 2009 1,005,83 2.7C
April 22, 2009 105,18 2.7C
August 4, 200¢ 323,06 2.94
October 21,200 590,63 6.1t
December 4, 200 7,977,44. 6.6
December 16, 200 58,99t 6.63
March 3, 201( 402,66( 9.9¢
April 28, 2010 256,32( 13.2:
June 12, 201 1,135,71l 14.17

Included in our December 4, 2009 stock option gravere 6,711,972 stock options granted to our GExefcutive Officer in two separate
grants. In recognition of his and our company’si@aements and to create incentives for future sss;aeur Board of Directors approved an
option grant to our Chief Executive Officer repnetseg 4% of our fully-diluted share base prior th grant as of December 4, 2009, or
3,355,986 stock options, with 1/4th of the shamesting immediately, and 1/36th of the remainingebacheduled to vest each month over
three years, assuming continued employment threagh vesting date. In addition, to create inceatfee the attainment of clear performance
objectives around a key element of our currentriass plan— the successful launch and commercializaf the Model S—the Board of
Directors approved an additional option grant to ©hief Executive Officer totaling an additional 4%four fully-diluted shares prior to such
grant as of December 4, 2009, or 3,355,986 stotikrog with a vesting schedule based entirely eratitainment of performance objectives as
follows, assuming Mr. Musk’s continued employmend @ervice to us through each vesting date:

» 1/4th of the shares subject to the option are adkeddo vest upon the successful completion oMbeel S Engineering Prototyp
» 1/4th of the shares subject to the option are adeddo vest upon the successful completion oMbeel S Validation Prototype

» 1/4th of the shares subject to the option are adkeddo vest upon the completion of the first Mo8dProduction Vehicle; ar

» 1/4th of the shares subject to the option are adeddo vest upon the completion of the 10,000thldM@& Production Vehicle
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If he does not meet one or more of the above noiteest prior to the fourth anniversary of the datéhefgrant, he will forfeit his right to
the unvested portion of the grant.

Due to the significant number of stock options ¢edrto our Chief Executive Officer, we valued th&szember 2009 grants by using
following grant-specific Black-Scholes assumptionsk-free interest rate of 1.7%, expected term.afyears, expected volatility of 70% and
dividend yield of 0%. Stock-based compensation egpeaelated to Mr. Musk’s grants was $1.6 milliow 8.7 million for the three and nine
months ended September 30, 2010.

Included in our June 2010 and September 2010 stptiin grants were 666,300 and 20,000, respectioélytock options granted to
various members of our senior management with ingeschedule based entirely on the attainment@same performance objectives as t
outlined for Mr. Musk above.

The following table summarizes the consolidatedlsttased compensation expense by line item in theest®dl consolidated stateme
of operations (in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
Cost of sale! $ 72 $ 18 $ 15C $ 54
Research and developm 1,25¢ 67 2,08¢ 19¢
Selling, general and administrati 2,48: 121 11,07¢ 202
Total $ 3,811 $ 20€ $ 13,31 $44¢

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

As of September 30, 2010, we had $32.3 milliorotdltunrecognized compensation expense, net ohatd forfeitures, that will be
recognized over a weighted-average period of 2a6sye

Employee Stock Purchase Plan

Concurrent with the effectiveness of our registratatement on Form S-1 on June 28, 2010 (see8Yotee established the 2010
Employee Stock Purchase Plan (“the ESPP”) whightéded to qualify under Section 423 of the Iné¢RRevenue Code of 1986. Under the
ESPP, employees are eligible to purchase commak #toough payroll deductions of up to 15% of thedigible compensation, subject to any
plan limitations. The purchase price of the sharesach purchase date is equal to 85% of the lofwde fair market value of our common
stock on the first and last trading days of eagmsdbnth offering period. Through September 30, 20t0shares have yet been issued under the
ESPP. A total of 1,666,666 shares of common staele lbeen reserved for issuance under the ESPPSeptdmber 30, 2010.

10. Income Taxes

No provision for U.S. income taxes has been magtephthe valuation allowance, due to cumulativests since the commencement of
operations. A provision for income taxes of $0.2ion has been recognized for the nine months ei8tember 30, 2010, related primaril
our subsidiaries located outside of the UnitedeStat
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Uncertain Tax Positions

Effective January 1, 2007, we adopted new accogmfiridance related to the recognition, measurer@hipresentation of uncertain tax
positions. As a result, we recorded net unrecoghiar benefits of $11.5 million with an offset teetdeferred tax assets with a full valuation
allowance. As of September 30, 2010, we had unrézed tax benefits of $15.8 million.

As of September 30, 2010, accrued interest andlijesieelated to unrecognized tax benefits aresifiasl as income tax expense and was
zero. As of September 30, 2010, unrecognized tarfite of $15.8 million, if recognized, would ndfext our effective tax rate as the tax
benefits would increase a deferred tax asset whichrrently fully offset with a full valuation alvance. We do not anticipate that the amount
of existing unrecognized tax benefits will signifitly increase or decrease within the next 12 moie file income tax returns in the United
States, California, various other states, the dritingdom and other foreign jurisdictions. Tax y@a006 to 2009 remain subject to
examination for federal purposes, and tax year$ 20@2009 remain subject to examination for Catifampurposes. All net operating losses
tax credits generated to date are subject to ad@rdtfor U.S. federal and California purposes. Je@ars 2005 to 2009 remain open for
examination in other U.S. state and foreign judgdns.

11. Information about Geographic Areas
We have determined that we operate in one repostggnent which is the design, development, manufacgt and sales of electric
vehicles and electric vehicle powertrain components

The following tables set forth revenues and longdi assets by geographic area (in thousands). Reumngeography is based on the
billing address of the customer.

Revenues
Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
North America $ 8,58¢ $32,64¢ $28,10¢ $80,477
Europe 21,31} 12,88: 49,93¢ 12,88
Asia 1,33¢ — 2,417 —

$31,24: $45,521 $80,45¢ $93,35¢

Long-lived Assets

September 3C December 31

2010 2009
United State! $ 41,267 $ 22,661
International 1,62¢ 86¢
Total $ 42,89¢ $ 23,53¢

12. Strategic Partnerships
Daimler AG

In May 2009, we sold 19,901,290 shares of Seriegrivertible preferred stock to Blackstar Investtdl an affiliate of Daimler, for
aggregate proceeds of $50.0 million. As we haveigenl and are providing development services foaféihate of a significant stockholder,
these transactions are considered related partyacsions.
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Daimler Smart Fortwo Program

In May 2009, we and Daimler formalized a developtragrangement related to Daimler’s Smart fortwatile vehicle program under
which we were performing powertrain developmenivé@s since 2008. In May 2009, we entered intaagreement with Daimler related to
development of a battery pack and charger for DaisiSmart fortwo electric drive. We began develeptrefforts in the year ended
December 31, 2008 and began receiving paymentmpensate us for the cost of our development gievprior to entering into the formal
agreement in May 2009. We received aggregate pagnmethe amount of $10.2 million during 2008 farr services; however, we deferred
recognition for these payments received in advafitee execution of the final agreement becausanaber of significant contractual terms
were not in place prior to that time. Upon enteiiimty the final agreement in May 2009, we had nesgtiand deferred an aggregate of
$14.5 million under the agreement. Under the tesfrtie final agreement, Daimler was to pay us aiteshal $8.7 million subject to
successful completion and acceptance of certaialdpment milestones.

We recognized the $14.5 million paid in advancéhefexecution of the final agreement as deferregldpment compensation on a
straight-line basis. This amount was recognized thee expected life of the agreement, beginninglay 2009 and continuing through
November 2009. Payments received upon the achievesheevelopment milestones subsequent to theugiwecof the final agreement in M
2009 were recognized upon achievement and acceptdribe respective milestones. All amounts reakiveder this agreement were
recognized as an offset to research and developaxpenses, as we were performing development tesvin behalf of Daimler, were being
compensated for the cost of these activities amttawot practicably separate the efforts or coslated to these activities from our own
research and development. During the three andmorghs ended September 30, 2009, we recogniz&dhdiBion and $17.2 million in
development compensation, respectively, as antdfisesearch and development expenses. As of Oeeredd, 2009, all development work
related to the development agreement had been etedpland we had recognized the full $23.2 millioder the development agreement.
During the nine months ended September 30, 2009ewvaved total payments from Daimler in the amafr#11.1 million. As of
September 30, 2010 and December 31, 2009, themameounts receivable of $0 and $2.9 million, respely, from Daimler.

Upon completion of the development activities, vegdmn selling powertrain components to Daimler fier 8mart fortwo program.
Powertrain component sales are recorded in autemetiles revenue.

Daimler A-Class Program

During the three months ended March 31, 2010, Daimlso engaged us to assist with the developmrmehpeoduction of a battery pack
and charger for a pilot fleet of its A-Class electrehicles to be introduced in Europe during 204/&. began providing development services
for this program during the three months ended W&, 2010 and had received an aggregate of $3libmin payments; however, as we had
not executed a final agreement related to thisnamgs of March 31, 2010, we deferred the $5.5anilbf payments that had been received
from Daimler to that point. In May 2010, we exealgefinal agreement under which Daimler would maétditional payments to us for the
successful completion of certain development noless and the delivery of prototype samples, of vie invoiced $14.1 million through
September 30, 2010 and recognized $11.4 millich@total payments received to date in developrsemntices revenue. As of September 30,
2010, there was $2.7 million of deferred revenhes will be recognized during the remaining terntha$ program.
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Development services revenue for the nine montbde@®september 30, 2010 was comprised primarilgwémues from the A-
Class development program. During the nine montlde@ September 30, 2010, we received total paynfiemtsDaimler in the
amount of $12.1 million. As of September 30, 2Gh@re were amounts receivable of $1.9 million fioaimler.

Costs of development services incurred prior tdfithedization of the A-Class agreement were recdrdg research and development
expenses. During the three months ended March@10), 2ve recorded $0.5 million of such costs in aede and development.

Toyota Motor Corporation

In July 2010, concurrent with the closing of ou®lRve sold 2,941,176 shares of our common stodloymta at a price per share eque
the IPO price, in a private placement transactiarspant to which we received proceeds of $50.0anill

Toyota RAV4 Program

In July 2010, we and Toyota entered into a Phaagr@ement to initiate development of an electriwgrtrain for the Toyota RAV4.
Under this early phase development agreement, tgpee would be made by us by combining the Toydt®®Rmodel with a Tesla electric
powertrain. We began producing and delivering fyqes to Toyota during the three months ended &dépe 30, 2010. Total potential
revenue under the agreement is approximately $#8miénd during the three months ended Septemhe2@®, we recognized $0.5 million in
development services revenue and recorded $0.@mifi deferred revenues. During the three montiied September 30, 2010, we received
total payments from Toyota of $0.5 million. As affBember 30, 2010, there were amounts receival$6.8fmillion from Toyota. In October
2010, we entered into a Phase 1 contract servgregiment with Toyota (see Note 14).

13. Commitments
Operating Leases

We lease office space under non-cancelable opgrigtases with various expiration dates through danp020. Rent expense for the
three and nine months ended September 30, 201thartdree and nine months ended September 30, 8@3%1.9 million, $4.7 million, $0.9
million, and $1.9 million, respectively.

Capital Leases

We have entered into various agreements to leaspragnt under capital leases over terms betweeam860 months. The equipment
under the leases are collateral for the lease atidigs and are included within property and equiptneet, on the condensed consolidated
balance sheets under the categories of computgrequot and software and office furniture and equepm
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Future minimum commitments for leases as of Sepeerd®, 2010 are as follows (in thousands):

Operating Capital
Leases Leases
2010 $ 1,14 $ 87
2011 5,52: 31¢
2012 5,26¢ 28¢€
2013 5,26t 21¢
2014 5,10¢ —
2015 and thereafte 16,01¢ —
Total minimum lease paymer $38,31¢ 91C
Less: Amounts representing interest not yet incl 53
Present value of capital lease obligati 857
Less: Current portio 291
Long-term portion of capital lease obligatic $ 56€

Pursuant to a supply agreement with Lotus Carsteithiwe are required to purchase a minimum of 2ptd@ally assembled vehicles or
gliders over the term of the agreement regardlEasether we are able to market and distributeTidgla Roadster. Based on the foreign
exchange rate for the British pound as of SepterBbe2010 and the most recent price per vehiceeettimated obligation for the remaining
purchase is approximately $20 million which willooe through 2011.

Purchase Transactions with NUMMI

In May 2010, we entered into an agreement to pwelaa existing automobile production facility laghin Fremont, California from
NUMMI (see Notes 3 and 14). NUMMI has previouslemdified environmental conditions at the Fremotg sihich affect soil an
groundwater, and is currently undertaking effoptaddress these conditions. Although we have beeised by NUMMI that it has
documented and managed the environmental issudsaweenot yet performed an in-depth environmergs¢ssment on this facility, and we
cannot determine the potential costs to remediatgee-existing contamination with any certaintyhis time. We have reached an agreement
with NUMMI under which, over a ten year period, wi#l pay the first $15.0 million of any costs ofyagovernmentally-required remediation
activities for contamination that existed priotthe completion of the facility and land purchasedoy known or unknown environmental
conditions, and NUMMI has agreed to pay the nex@illion for such remediation activities. Ouragment provides, in part, that NUMMI
will pay up to the first $15.0 million on our behdlsuch expenses are incurred in the first foeang of our agreement, subject to our
reimbursement of such costs on the fourth annivgdate of the closing.

On the ten-year anniversary of the closing or wkien&30.0 million has been spent on the remediatadivities, whichever comes first,
NUMMI’s liability to us with respect to remediation atdties ceases, and we are responsible for any lheddaronmental conditions at the
Fremont site. At that point in time, we have agreemhdemnify, defend, and hold harmless NUMMI frathliability and we have released
NUMMI for any known or unknown claims except for NI 's obligations for representations and warrantiegen the agreement. As our
purchase agreements with NUMMI did not close ubtitober 2010, no amounts are reflected in the aweteconsolidated financial
statements as of September 30, 2010.

14. Subsequent Events
Purchase Transactions with NUMMI

In October 2010, we completed the purchase of aceived title to the existing automobile productiacility and land located in
Fremont, California from NUMMI pursuant to a pureheagreement entered into in May 2010 (see Notea &)ctober 2010, we and NUMMI
amended this agreement to include the transfes tf uertain operating permits for additional cdesation of $6.5 million. We completed the
transfer of these permits in October 2010.

Concurrently, we also completed the purchase dgatemanufacturing equipment and spare parts ldcait¢he Fremont facility from
NUMMI pursuant to a separate asset purchase agreéemtered into in August 2010 (see Note
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Toyota RAV4 Phase 1 Agreement

In October 2010, we entered into a Phase 1 corgegwices agreement with Toyota for the developroéatvalidated powertrain system,
including a battery, power electronics module, magearbox and associated software, which willitegrated into an electric vehicle version
of the Toyota RAV4. Pursuant to the agreement,dasepreliminary specifications, Toyota will pay aigproximately $60 million for the
development services to be provided by us ovetethe of the agreement. We and Toyota will mutuatiyee to the final specifications,
deliverables and payment amounts and schedulens8thidays of the execution of the agreement. Tinisient will be paid in various
installments during the term of the agreement thho2012.

Panasonic Common Stock Investment

In November 2010, we entered into a common stockhase agreement with an entity affiliated with &omic Corporation
(“Panasonic”) pursuant to which we issued and aoldggregate of 1,418,573 shares of our commok atag price of $21.15 per share, which
was the average of the trading highs and lows otommon stock from October 25 to October 29, 2QiEbn completion of the private
placement transaction on November 2, we receivgdegate proceeds of $30.0 million. Concurrentlyhvite sale and issuance of the shares tc
Panasonic, we amended our investors’ rights agnetaseof November 2, 2010 to grant Panasonic rmagish rights on a pari passu basis with
certain other holders of registration rights wiglspect to the shares of common stock purchasé iprivate placement.

DOE Loan Facility Draw-Down
In October 2010, we received additional loans utleDOE Loan Facility for $6.5 million at interestes ranging from 1.7% to 2.2%.
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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 belieaconjunction with our condensed consolidatedriicial statements and the related
notes that appear elsewhere in this Form 10-Q. &ltscussions contain forward-looking statemenfigcéng our current expectations that
involve risks and uncertainties. These forward-logkstatements include, but are not limited totesteents concerning our strategy, future
operations, future financial position, future reues, projected costs, expectations regarding demaaddacceptance for our technologies,
growth opportunities and trends in the market inchhwe operate, prospects and plans and objectit@sanagement. The wor
“anticipates”, “believes”, “estimates”, “expects”,“intends”, “may”, “plans”, “projects”, “will”, “wou 1d” and similar expressions are
intended to identify forward-looking statementshaiigh not all forward-looking statements contdiage identifying words. We may not
actually achieve the plans, intentions or expeotatidisclosed in our forward-looking statements wod should not place undue reliance on
our forward-looking statements. Actual results wverts could differ materially from the plans, irtiens and expectations disclosed in the
forward-looking statements that we make. These forwarkigostatements involve risks and uncertainties$ toalld cause our actual results
to differ materially from those in the forward-ldol statements, including, without limitation, thigks set forth in Part Il, Item 1A, “Risk
Factor<” in this Quarterly Report on Form 10-Q and in oather filings with the Securities and Exchange Cassion. We do not assume any
obligation to update any forward-looking statements

Overview

We design, develop, manufacture and sell high-perdace fully electric vehicles and advanced elecstehicle powertrain components.
In addition to designing and manufacturing our ¢kdd, we sell and service them through our ownssahel service network.

We were incorporated in Delaware in 2003 and intoedl our first vehicle, the Tesla Roadster, inye2@08. In July 2009, we introduced
a new Roadster model, the Tesla Roadster 2, ahibter performance option package Roadster Sportluly 1, 2010, we introduced the
Roadster 2.5, with new styling and an upgradedioteAs of September 30, 2010, we had sold TesladRters to customers in 31 countries,
primarily in the United States, Europe and Can&da.are developing our planned Model S sedan whilcwrently expect to introduce
commercially in 2012.

We market and sell our vehicles directly to constsnvéa the phone and internet, in-person at oys@ate events and through our
network of Tesla stores. We opened our first sitoleos Angeles, California, in May 2008 and as ep&mber 30, 2010, we operated a total of
14 Tesla stores in North America and Europe.

We have entered, and intend to enter, into devedmpmnd commercial agreements with other manufexgdor the development and s
of electric powertrain components. From inceptimmotigh December 31, 2009, these powertrain devedapactivities were exclusively
pursuant to a development arrangement, which wasdiized in an agreement in May 2009 with Daiml&s,Ar Daimler, for the development
of a battery pack and charger for Daimler’'s Smatifo electric drive. Additionally, we have beemes¢ed by Daimler to supply it with up to
1,500 battery packs and chargers to support adfrile Smart fortwo electric drive in at leastdiZuropean cities. We began shipping the first
of these battery packs and chargers in Novembe® 204 started to recognize revenue for these sathe quarter ended December 31, 2009.
During the quarter ended March 31, 2010, Daimlgfaged us to assist with the development and pragtuof a battery pack and charger for a
pilot fleet of its AClass electric vehicles to be introduced in Eurdpeng 2011. A formal agreement for this arrangemeas entered into wil
Daimler in May 2010. In the quarter ended MarchZ11,0, we completed the development and sale ofitaptattery packs for electric
delivery vans for Freightliner Custom Chassis Coafion, or Freightliner, an affiliate of Daimlerdwrecognized revenue related to these
development services. Freightliner plans to ussdleectric vans in a limited number of customietdr
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In May 2010, we and Toyota Motor Corporation (“Ttg/) announced our intention to cooperate on thesldpment of electric vehicles,
and for us to receive Toyota’s support with souggdarts and production and engineering expertisthioModel S. In July 2010, the two
companies entered into an early phase agreemeetvtdop an electric powertrain for the Toyota RAWith an aim by Toyota to market the
electric vehicle in the United States in 2012, ptyppes will be made by combining the Toyota RAV4dalowith a Tesla electric powertrain.
We began developing and delivering prototypes tgotafor evaluation during the three months endegpt&nber 30, 2010.

In connection with the Toyota RAV4 program, in Gmto 2010, we entered into a Phase 1 contract sreigreement with Toyota for the
development of a validated powertrain system, iticlg a battery, power electronics module, motoarbex and associated software, which
will be integrated into an electric vehicle versmithe Toyota RAV4. Pursuant to the agreementedas preliminary specifications, Toyota
will pay us approximately $60 million for the degpment services to be provided by us over the t#rthe agreement. We and Toyota will
mutually agree to the final specifications, delafdes and payment amounts and schedule within g afahe execution of the agreement.
amount will be paid in various installments durthg term of the agreement.

In May 2010, we also entered into an agreementitohase an existing automobile production facititfFremont, California from New
United Motor Manufacturing, Inc. (“NUMMI”), whichsi a joint venture between Toyota and Motors LigtiaCompany, the owner of
selected assets of General Motors. In October 20&@ompleted the purchase and received titleddability and land. The aggregate
purchase price was $42.0 million. The purchasdst@%#0 acres, or approximately 55% of the landhatsite, and includes all of the
manufacturing facilities located thereon. In Octob@10, we and NUMMI also amended the facility pnase agreement to include the transfer
to us of certain operating permits for additionahsideration of $6.5 million. We completed the sfemn of these permits in October 2010.

In August 2010, we entered into an additional pasehagreement with NUMMI for the purchase of cantaanufacturing equipment and
spare parts located at the Fremont facility ab@tés purchase agreement was subsequently amendsdude additional manufacturing
equipment and spare parts. In October 2010, we kateththis purchase concurrent with the completibthe facility purchase. The aggregate
purchase price for these assets was approximat&lyriillion. We intend to use the facility and maaxtiiring assets for the production of our
planned Model S and future vehicles. We are inaaly stage of planning for this facility.

Since inception through September 30, 2010, werdeagnized $207.2 million in revenue. As of Septen80, 2010, we had an
accumulated deficit of $363.6 million.

Initial Public Offering and Toyota Concurrent Privee Placement

On June 28, 2010, our registration statement omF®l relating to our initial public offering (“IPPwas declared effective by the
Securities and Exchange Commission (“SEC”). The tR8ed on July 2, 2010, at which time we sold 8Q2,800 shares of our common stock
and received cash proceeds of $188.8 million frioi:i transaction, net of underwriting discounts aathmissions. Additionally, we have
incurred offering costs of $4.4 million relatedthe IPO which we have reclassified from other norent assets and offset against additional
paid-in capital in stockholders’ equity. Concurraiith the closing of our IPO in July 2010, we raesl proceeds of $50.0 million from the
issuance of 2,941,176 shares of our common sto€kyota in a private placement transaction.
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Following the completion of our IPO and concurrpnivate placement on July 2, 2010, we transferfs@D$ million of the net proceeds
from the IPO and the concurrent private placemefiind the dedicated account, as required undebepeartment of Energy (“DOE”) Loan
Facility. During the three months ended SeptemBefB10, we transferred $11.9 million from the datikd account to our operating cash
accounts in accordance with the provisions of tl¥ED_oan Facility. As of September 30, 2010, $88illian remained in the dedicated
account. As we expect to transfer the remaindéhnisfbalance within one year, we have recorded sash as current restricted cash.

Panasonic Common Stock Investment

In November 2010, we entered into a common stockh@mse agreement with an entity affiliated with &samic Corporation
(“Panasonic”) pursuant to which we issued and aoldggregate of 1,418,573 shares of our commok atag price of $21.15 per share, which
was the average of the trading highs and lows ptommon stock from October 25 to October 29, 2@i@bon completion of the private
placement transaction on November 2, we receivgdegate proceeds of $30.0 million. Concurrentlyhvwite sale and issuance of the shares tc
Panasonic, we amended our investors’ rights agnetaseof November 2, 2010 to grant Panasonic rmagish rights on a pari passu basis with
certain other holders of registration rights wiglspect to the shares of common stock purchasée iprivate placement.

Management Discussion Regarding Opportunities, Clealges and Risks

To date we have derived our revenue principallynfgales of the Tesla Roadster and related salesrefemission vehicle credits, and to
a lesser extent on products and development seriéta&ted to electric powertrain activities. Weeird in the longer term to derive substantial
revenues from the sales of our planned Model Srselgtric vehicle which is at an early stage ofad@oment and which we currently expect
to introduce commercially in 2012, as well as froor powertrain products and development services.

We currently design, manufacture and sell the TRsladster, our first production vehicle that weaduced in 2008. From inception to-
date, Tesla Roadster sales have been mainly torness in North America; however, with the starsafes in Europe in the second half of 2
and recent sales in Asia and Canada, we believe tha significant opportunity for sales outsidle United States and we continue to
experience sales growth in Europe, Asia and CarlduaTesla Roadster has only been produced in @unme quantities and is currently
partially assembled by Lotus in its facilities iretUnited Kingdom. During the first three quartef2009, we fulfilled a significant number of
reservations for the Tesla Roadster placed pri@0@9. Beginning with the quarter ended Decembef8@9, sales of the Tesla Roadster b
more closely approximating the level of orders pthduring the quarter.

We have a supply agreement with Lotus, which werataé in March 2010, pursuant to which we are oldigido purchase a minimum
2,400 Tesla Roadster vehicles or gliders overdhma bf the agreement, which will expire in Decemd@t1. We currently intend to
manufacture gliders with Lotus for our current gatien Tesla Roadster until December 2011. We thteruse these gliders in the
manufacturing of the Tesla Roadster to both futfiiers placed in 2011 as well as new orders plac2812 until our supply of gliders is
exhausted. Accordingly, we intend to offer a numdfeFesla Roadsters for sale in 2012. To the extentvish to sell additional Tesla Roads
with the Lotus gliders beyond the 2,400 we haveaaly contracted for, we will need to negotiate \a noeamended supply agreement with
Lotus but may be unable to do so on terms and tondifavorable to us, if at all. We do not curhgmian to begin selling our next generation
Tesla Roadster until at least one year after theda of the Model S which is expected to be in potin in 2012. We intend to manufacture
our next generation Tesla Roadster entirely inawum facilities. The Tesla Roadster is a high-endity automobile with a current effective
base price of $101,500 in the United States, asgyand after giving effect to the currently avaiéabnited States federal tax credit of $7,500
for the purchase of alternative fuel vehicles. Guared difficult economic conditions, competitiomin third parties and the availability of the
Model S could result in depressed sales of thealRRehdster.
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We are designing our second vehicle, the Modelr & fignificantly broader customer base than thedal@oadster and plan to
manufacture the Model S in higher volumes thancomrent volumes for the Tesla Roadster in our mactufing facility in Fremont,
California. We completed the purchase of the Frammanufacturing facility in October 2010 and araimearly stage of planning for this
facility. We have secured a $363.9 million loan @ndur DOE Loan Facility for the continued develarof the Model S and the build out of
our planned Model S manufacturing facility, whishsubject to certain draw conditions. However,odel S production model will require
significant investments of cash and managementiress and we may experience unexpected delay$fioullies that could postpone our
ability to launch the Model S on our planned timelor result in cost overruns. In addition, theraé guarantee that a market for the Model S
will develop.

We are continuing to develop our electric powenti@@mponents and systems sales and services aadbewred a $101.2 million loan
under our DOE Loan Facility for the expansion of engineering and production capability for thesgvéties in our Palo Alto facility, which
is subject to certain draw conditions. Until Juild @, Daimler and its affiliates were the sole costes of our powertrain activities and there is
no guarantee that we will be able to secure fubureness with Daimler as it has indicated its interproduce all of its lithium-ion batteries by
2012 as part of a joint venture with Evonik IndietrAG and has announced it has entered into a mewiom of understanding with BYD
Auto to collaborate on the development of an elecir under a jointly owned new brand for the @simmarket. Recently, Daimler has
indicated that there may be an opportunity forausantinue supplying electric powertrain compongimsluding battery packs, in 2012 and
beyond, but we have not entered into any agreemsétitdDaimler for these arrangements. In July amtb®er 2010, Tesla and Toyota entered
into Phase 0 and Phase 1 agreements, respectigfalied to the development of an electric versiothe Toyota RAV4. With an aim to market
the electric vehicle in the United States in 2Qddtotypes will be made combining the Toyota RAVddal with a Tesla electric powertrain.
We plan to produce and deliver a fleet of protos/fzeToyota for evaluation in 2010. We may havédifty attracting and retaining powertr:
customers in the future.

Unadjusted Error in 2009

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

In the fourth quarter of 2009, we granted cert&ils options for which a portion of the grant wasriediately vested. We erroneously
accounted for the expense on a straight-line ma&sthe term of the award, while expense recagmihould always be at least commensurate
with the number of awards vesting during the perfasla result, selling, general and administraéixpenses and net loss for the year ended
December 31, 2009 were understated by $2.7 millitwe. error did not have an effect on the valuatibthe stock options. As stock-based
compensation expense is a non-cash item, ther@mevaspact on net cash used in operating activibeshe year ended December 31, 2009.
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To correct this error, we recorded additional stbeked compensation of $2.4 million during theeéhrenths ended June 30, 2010. We
considered the impact of the error on reportedatpey expenses and trends in operating resultslatetmined that the impact of the error was
not material to previously reported financial infation as well as those related to the three martesd June 30, 2010. We also evaluatec
control deficiency in the context of our internahtrol over financial reporting and based on thgnitade, nature and extent of the error,
determined that such deficiency would be considarsigjnificant deficiency. A significant deficienig/a deficiency or a combination of
deficiencies, in internal control over financiapogting, that is less severe than a material wesknget important enough to merit attention by
those responsible for the oversight of the compafigancial reporting.

Critical Accounting Policies and Estimates

Our condensed consolidated financial statementpragared in accordance with accounting princigeserally accepted in the United
States. The preparation of these condensed coataldifinancial 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 assumptionsabdielieve to be reasonable under the circumsta@temnges in the accounting estimates are
reasonably likely to occur from period to perioctcardingly, actual results could differ significgnfrom 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 finargtetement presentation, financial condition, resoftoperations and cash flows will be affected.
We believe that the following critical accountingligies involve a greater degree of judgment andmexity than our other accounting
policies. Accordingly, these are the policies whdwe are the most critical to understanding aral@ating our consolidated financial condition
and results of operations.

Revenue Recognition
Automotive Sales

We recognize automotive sales revenue from saldéseofesla Roadster, including vehicle optionseasories and destination charges,
vehicle service and sales of zero emission vehieclZEV, credits. We also recognize automotive sadwenue from the sales of electric vel
powertrain components, such as battery packs aterpahargers, to other manufacturers. We recegrizenue when (i) persuasive evidence
of an arrangement exists; (ii) delivery has ocaliard there are no uncertainties regarding custaceaptance; (iii) fees are fixed or
determinable; and (iv) collection is reasonablyuesd.

Automotive sales consist primarily of revenue edrftem the sale of vehicles. Sales or other amocwitected in advance of meeting all
of the revenue recognition criteria are not recpgdiin the consolidated statements of operatiodsaeminstead recorded as deferred revenue
on our consolidated balance sheets. Prior to Fep2@10, we did not provide direct financing foethurchase of the Tesla Roadster althou
third-party lender has provided financing arranget®i¢o our customers in the United States. Undesdtarrangements we have been paid in
full by the customer at the time of purchase. 8tgiin February 2010, we began offering a leasirgymam to qualified customers in the Uni
States.
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Automotive sales also consist of revenue earned free sales of vehicle options, accessories arihdden charges. While these sales
may take place separately from a vehicle sale, #ineyften part of one vehicle sale agreementtieguh multiple element arrangements.
Contract interpretation is sometimes required tembeine the appropriate accounting for recognittbour revenue, including whether the
deliverables specified in the multiple element agement should be treated as separate units ofiaiieg, and, if so, how the price should be
allocated among the elements, when to recognizntefor each element, and the period over whichmee should be recognized. We are
also required to evaluate whether a delivered heamvalue on a stand-alone basis prior to deligétiie remaining items by determining
whether we have made separate sales of such itewisether the undelivered items are essentialéduhctionality of the delivered items.
Further, we assess whether we know the fair valtleeoundelivered items, determined by referencgtdad-alone sales of such items.

To date, we have been able to establish the faieviar each of the deliverables within the mukiplement arrangements because we
each of the vehicles, vehicle accessories andrpteparately, outside of any multiple elementgeaents. As each of these items has stand
alone value to the customer, revenue from salegluitle accessories and options are recognized thiose specific items are delivered to the
customer. Increased complexity to our sales agretsme changes in our judgments and estimatesdegpapplication of these revenue
recognition guidelines could result in a changthmtiming or amount of revenue recognized in feiperiods.

Development Services

Revenue from development services arrangementsstofisevenue earned from the development of gteeehicle powertrain
components for other automobile manufacturersutioly the design and development of battery pankischargers to meet a customer’s
specifications. Beginning in the quarter ended Ma&t, 2010, we started entering into such contraittsthe expectation that our developm
services would constitute a viable revenue-genegatttivity. Revenue is recognized as a developmeanhgement is finalized, the
performance requirements of each development agraagt are met and collection is reasonably asswédre development arrangements
include substantive at-risk milestones, revenuedsgnized based upon the achievement of the ainéléy-defined milestones. Amounts
collected in advance of meeting all of the reveragmgnition criteria are not recognized in the adidsaited statement of operations and are
instead recorded as deferred revenue on the cdasadi balance sheet. As of September 30, 2010ad/edferred $2.9 million in revenue
related to development services. Increased contplexibur development agreements or changes ijudgments and estimates regarding
application of these revenue recognition guidelic@gd result in a change in the timing or amounesenue recognized in future periods.

Costs of development services are expensed aga@gcuosts of development services incurred ingplerprior to the finalization of an
agreement are recorded as research and developrparises; once an agreement is finalized, these a@srecorded in cost of revenues.

Prior to 2010, compensation from the Smart fortwaedlopment arrangement with Daimler, which is désed below under
“Development Compensation”, was recorded as arbffsresearch and development expenses. Thisaaalyggement was motivated
primarily by the opportunity to engage Daimler atdhe same time, jointly progress our own reseanthdevelopment activities with the
associated development compensation.

Development Compensation

We began receiving payments under the Smart fodewelopment arrangement with Daimler in the yealedrDecember 31, 2008 to
compensate us for the cost of our developmentidesvWe deferred recognition for these paymeateived in advance of the execution of
final agreement because a number of significantraotual terms were not in place prior to that titdpon entering into the final agreement in
May 2009, we began recognizing the deferred devedop compensation as an offset to our researcllevelopment expenses on a straight-
line basis. This amount was recognized over theebepl life of the agreement, beginning in May 2866 continuing through November 20
Payments that we received upon the achievemergw#ldpment milestones subsequent to contract eéredantMay 2009 were recognized
upon achievement and acceptance of the respeciiestomes. All amounts received under this develapinagreement have been recognize
an offset to our research and development expémsls consolidated statement of operations. Alleligoment activities under this agreement
were completed as of December 31, 2009.
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Inventory Valuation

We value our inventories at the lower of cost orkets Cost is computed using standard cost, whighiaximates actual cost on a fiist-
first-out basis. We record inventory write-downs éstimated obsolescence or unmarketable investbased upon assumptions about future
demand forecasts. If our inventory on hand is icess of our future demand forecast, the excessate written off.

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

Once inventory is written-down, a new, lower-coasis for that inventory is established and subssqeleanges in facts and
circumstances do not result in the restoratiomorgase in that newly established cost basis. Dukia three and nine months ended
September 30, 2010 and the three and nine montleslé®eptember 30, 2009, we recorded write-dow&€ & million, $0.7 million, $0.3
million and $1.0 million to cost of automotive saleespectively.

The inventory amounts are based on our currenhatgs of demand, selling prices and productiorsc@&tould our estimates of future
selling prices or production costs change, matetiahges to these reserves may be required. Fuatkarall change in our estimates may re
in a material charge to our reported financial kssu

Warranties

We accrue warranty reserves at the time a velsdelivered to a customer. Warranty reserves imctoenagement’s best estimate of the
projected costs to repair or to replace any itenteuwarranty, based on actual warranty experiasgebecomes available and other known
factors that may impact our evaluation of histdridzta. We review our reserves at least quarternisure that our accruals are adequate in
meeting expected future warranty obligations, aeduil adjust our estimates as needed. Initial ety data can be limited early in the launch
of a new vehicle and accordingly, the adjustmems we record may be material. As of SeptembePB00 and December 31, 2009, we had
$5.2 million and $3.8 million in warranty reservesspectively. Adjustments to warranty reservesecerded in cost of sales.

It is likely that as we sell additional Tesla Ro@as we will acquire additional information on thejected costs to repair or to replace
items under warranty and may need to make addltejastments. Further, a small change in our wayrastimates may result in a material
charge to our reported financial results.

We began selling powertrain components and recogn&ich sales during the quarter ended Decemh&(8B. As a result, we began
accruing warranty reserves for these products. fs @ur warranty reserves for vehicle sales, weridtto review our powertrain warranty
reserves at least quarterly to ensure that ounatsare adequate in meeting expected future wigrcdotigations, and will adjust our estimates
as needed.
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Valuation of Stock-Based Awards, Common Stock aamdaits
Stock-Based Compensation

Prior to January 1, 2006, we accounted for ourkstgtions granted to employees using the intrimaloe method. The intrinsic value
method requires a company to recognize compensaxjpanse for stock options granted to employeesdoas any differences between the
exercise price of the stock options granted andainezalue of the underlying common stock. Under intrinsic value method, any
compensation cost relating to stock options wagrdem on the date of the grant in stockholdersitggs deferred compensation and was
thereafter amortized to expense over the vestinigghef the grant. We generally did not recognitteek-based compensation for stock options
granted to our employees prior to January 1, 2@08eagranted stock options with an exercise prigpeakto the fair value of the underlying
common stock.

Effective January 1, 2006, we adopted the faireahethod of accounting for our stock options gramnteemployees which requires us to
measure the cost of employee services receivextcimamge for the stock options, based on the gratet fair value of the award. The fair value
of the awards is estimated using the Black-Schaii®n-pricing model. The resulting cost is recagai over the period during which an
employee is required to provide service in exchdongéhe award, usually the vesting period whicheserally four years.

We adopted the fair value method using the prospettnsition method as we used the minimum vale¢hod for the previously
required pro forma disclosures. The prospectivasition method requires us to continue to applyintrnsic value method in future periods to
equity awards outstanding as of January 1, 2006eUthe prospective transition method, any comp@rsaosts that will be recognized from
January 1, 2006 will include only: (a) compensatiost for all stocksased awards granted prior to, but not yet vesterf Becember 31, 200
based on the intrinsic value method; and (b) corsgigon cost for all stock-based awards grantedaitified subsequent to December 31,
2005, net of estimated forfeitures, based on faiue. We amortize the fair value of our stock-basstpensation for the equity awards granted
after January 1, 2006 on a straight-line basisclviie believe better reflects the level of servicbe provided by our employees over the
vesting period of the awards. In accordance wighpfospective transition method, results for pperiods were not restated. Beginning on
January 1, 2006, the fair value of each new emgaysion awarded was estimated on the grant datbdgeriods below using the Black-
Scholes option-pricing model with the following whted-average assumptions.

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
Risk-free interest rat 1.¢% 2.5% 2.C% 2.2%
Expected term (in year 6.C 4.€ 5.C 4.6
Expected volatility 70% 64% 71% 64%
Dividend yield 0% 0% 0% 0%

If in the future we determine that another methmrdclculating the fair value of our stock optiassnore reasonable, or if another
method for calculating the above input assumptisqsescribed by authoritative guidance, the falue calculated for our employee stock
options could change significantly.
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The Black-Scholes option-pricing model requiresiitspsuch as the risk-free interest rate, expeeted &nd expected volatility. Further,
the forfeiture rate also affects the amount of aggte compensation. These inputs are subjectivgemetally require significant judgment.

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

Our expected volatility is derived from the histai volatilities of several unrelated public comiggnwithin industries related to our
business, including the automotive OEM, automotetail, automotive parts and battery technologywsides, because we have no trading
history on our common stock. When making the selestof our peer companies within industries relateour business to be used in the
volatility calculation, we also considered the staf development, size and financial leverage oémital comparable companies. Our histor
volatility is weighted based on certain qualitatféetors and combined to produce a single volgptiictor. We estimate our forfeiture rate be
on an analysis of our actual forfeitures and wolhtinue to evaluate the appropriateness of theitore rate based on actual forfeiture
experience, analysis of employee turnover behandrother factors. Quarterly changes in the estichfdrfeiture rate can have a significant
effect on reported stock-based compensation expasdhe cumulative effect of adjusting the ratealbexpense amortization is recognized in
the period the forfeiture estimate is changed.réhased forfeiture rate is higher than the preslgestimated forfeiture rate, an adjustment is
made that will result in a decrease to the stodedaompensation expense recognized in the coatadidinancial statements. If a revised
forfeiture rate is lower than the previously estieteforfeiture rate, an adjustment is made thdtredlult in an increase to the stock-based
compensation expense recognized in the consolidimizadcial statements.

As we accumulate additional employee option datx time and as we incorporate market data rela@dit common stock, we may
calculate significantly different volatilities, egpted lives and forfeiture rates, which could matgrimpact the valuation of our stock-based
awards and the stock-based compensation expertsedhvll recognize in future periods. Stoblesed compensation expense is recorded |
cost of sales, research and development expenskseling, general and administrative expenses.

We account for stock options issued to nonemplogtsssbased on their estimated fair value deterthirggng the Black-Scholes option-
pricing model. However, the fair value of the eguitvards granted to nonemployees is re-measurite@svards vest, and the resulting
increase in value, if any, is recognized as expduosi@g the period the related services are remdere

Common Stock Valuation

Upon the completion of our IPO on July 2, 2010, oammon stock has been valued by reference taliBgly traded price. Prior to the
IPO, we have historically granted stock optionshvekercise prices equal to the fair value of oumemn stock as determined at the date of
grant by our Board of Directors. Because theretieggs no public market for our common stock, ourrBad Directors has determined the fair
value of our common stock by considering a numlb@bgective and subjective factors, including tbé#dwing:

» our sales of convertible preferred stock to uneelahird parties
e our operating and financial performan
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» the lack of liquidity of our capital stoc
e trends in our industry
e arn’s length, thir-party sales of our stock; a
» contemporaneous valuations performed by an unckthtes-party.
There is inherent uncertainty in these estimatesfane had made different assumptions than thesel uthe amount of our stock-based
compensation expense, net loss and net loss per aimounts could have been significantly differ@ie following table summarizes, by gri

date, the number of stock options granted sincealsri, 2008 through the completion of our IPO oly 2, 2010, and the associated per share
exercise price, which equaled the fair value of@ammon stock for each of these grants.

Exercise

Price and

Fair Value
Number of per Share o

Options Common

Grant Date Granted Stock

June 4, 200: 762,13 $ 2.7C
July 8, 200¢ 278,30¢ 2.7C
September 3, 20C 200,15¢ 2.7C
October 29, 200 205, 15¢ 2.7C
March 2, 200¢ 214,81 2.7C
April 13, 2009 1,005,83 2.7C
April 22, 2009 105,18¢ 2.7C
August 4, 200¢ 323,06 2.94
October 21, 200 590,63t 6.1%5
December 4, 200 7,977,44. 6.62
December 16, 200 58,99t 6.63
March 3, 201( 402,66( 9.9¢
April 28, 2010 256,32( 13.2¢
June 12, 201 1,135,711 14.17

Included in the December 4, 2009 awards, were §9721stock options granted to our Chief Executi¥ic@ comprised of two grants.
In recognition of his and our company’s achieveraemtd to create incentives for future successBtad of Directors approved an option
grant representing 4% of our fully-diluted sharedarior to such grant as of December 4, 2009,3553986 stock options, with 1/4th of the
shares vesting immediately, and 1/36th of the ramgishares scheduled to vest each month over yl@@s, assuming continued employment
through each vesting date. In addition, to createntives for the attainment of clear performarigedives around a key element of our cur
business plan—the successful launch and commeaialih of the Model S—the Board of Directors apgabwadditional options totaling an
additional 4% of our fully-diluted shares priorgoch grant as of December 4, 2009, with a vestthgdule based entirely on the attainment of
performance objectives as follows, assuming Mr. Wkisontinued service to us through each vesting:da

» 1/4th of the shares subject to the option are adkeddo vest upon the successful completion oMbeel S Engineering Prototyp
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» 1/4th of the shares subject to the option are adkeddo vest upon the successful completion oMbeel S Validation Prototype
» 1/4th of the shares subject to the option are adeddo vest upon the completion of the first Mo8dProduction Vehicle; ar
» 1/4th of the shares subject to the option are adkddo vest upon the completion of the 10,000thd® & Production Vehicle

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

Included in our June and September 2010 stock mpgtiants were 666,300 and 20,000 stock optiongeplanespectively, to various
members of our senior management with a vestingdsdl based entirely on the attainment of the gaenf®rmance objectives as those
outlined for Mr. Musk above.

Prior to our IPO which was completed on July 2,@0ur Board of Directors performed valuations of common stock for purposes of
granting stock options in a manner consistent thighmethods outlined in the American Institute eft@ied Public Accountants Practice Aid,
Valuation of Privately-Held-Company Equity Secestissued as Compensatiohhe enterprise value input of our common stodkations
were derived either using fundamental analysisofime and market approaches) or based on a recertt ofdinancing (option pricing
approach). The income approach estimates the eistermlue of the company by discounting the exgrbétiture cash flows of the company to
present value. We have applied discount rateg¢iflatt the risks associated with our cash flowjgrtions and have used venture capital rates
of return for companies at a similar stage of depedent as us, as a proxy for our cost of capitat. dscounted cash flow calculations are
sensitive to highly subjective assumptions thatweee required to make at each valuation date ngldat appropriate discount rates for various
components of our business. For example, the didgates used to value the cash flow projecticosmfthe Model S business factored in the
low cost debt we expected to raise from the U.Sdbenent of Energy.

Range of

Discount
Valuation Date __ Rates
December 31, 200 30.0-40.0%
May 15, 200¢ 30.0-40.0%
December 31, 200 30.0-40.0%
February 28, 200 30.0- 40.0%
May 11, 200¢ 16.2— 34.8%
August 1, 200¢ 16.2— 34.8%
October 15, 200 12.4-27.1%
November 27, 200 12.4-27.1%
February 23, 201 11.4-20.0%
April 21, 2010 14.4—-20.0%
June 9, 201 14.5- 20.0%

Our projected cash flows have been primarily derifrem our Tesla Roadster, Model S and powertrauenue streams. More recently,
these cash flow projections take into account #ue that we have been selling the Tesla Roadstee 2008, that we began selling powertrain
components in the quarter ended December 31, 2098ar anticipation of Model S production in 2012.
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Under the market approach, the total enterprisgevaf the company is estimated by comparing ouinless to similar businesses whose
securities are actively traded in public marketdyusinesses that are involved in a public or peiteansaction. Prior transactions in our stock
are also considered as part of the market appno@thodology. We have selected revenue valuatiotipfes derived from trading multiples
public companies that participate in the automo®&M, automotive retail, automotive parts and bgttechnology industries. These valuation
multiples were then applied to the equivalent fegiahmetric of our business, giving consideratiordifferences between our company and
similar companies for such factors as company aiwkgrowth prospects.

For those reports that relied on the fundamentalyais, we prepared a financial forecast to be uséide computation of the enterprise
value for both the market approach and the incappeceach. The financial forecasts took into accaumtpast experience and future
expectations. The risks associated with achieviege forecasts were assessed in selecting thepaigpeadiscount rate. As discussed below,
there is inherent uncertainty in these estimatesofd, we allocated the resulting equity value agrtbe securities that comprise our capital
structure using the Option-Pricing Method. The agate value of the common stock derived from theo@gPricing Method was then divided
by the number of common shares outstanding toeasithe per common share value. For those retiatselied on the recent round of
financing, we back-solved for the total equity vabBuch that the value of the instrument sold inréleent round as calculated by the option
pricing model was consistent with the observeddaation price.

Our Board of Directors has considered the valuatierived from the approaches above, the probahitit timing of completing an 1Pt
as well as other qualitative factors in arrivingpat common stock valuations, including the followi
» significant operating losses for the years endeckBder 31, 2007, 2008, 2009 and the six monthsceduiee 30, 201(
* macroeconomic uncertainty in 20(
» the absence of a significant IPO market throug608 and continuing through the second quartef682anc
» other market developments that influence forecasteenue

Valuations that we have performed require signifiazse of estimates and assumptions, If differstitrates and assumptions had been
used, our common stock valuations could be sigaitiy different and related stock-based compensatipense may be materially impacted.

Warrants

We have accounted for our freestanding warranpgitohase shares of our convertible preferred sasdiabilities at fair value
upon issuance. We have recorded the warrantsialility because the underlying shares of convirtiveferred stock are
contingently redeemable and, therefore, may oldigatto transfer assets at some point in the fullme warrants are subject to re-
measurement to fair value at each balance shez=fddtany change in fair value is recognized asvgonent of other income
(expense), net on the consolidated statementsesatipns.
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In January 2010, we issued a warrant to the DQtoimection with the closing of the DOE Loan Fagitit purchase shares of our
Series E convertible preferred stock at an exemmige of $2.51 per share. This convertible pref@istock warrant became a warrant to
purchase shares of our common stock at an exenisz=of $7.54 per share upon the closing of o@ iR July 2010. Beginning on
December 15, 2018 and until December 14, 2022hhees subject to purchase under the warrant edlbime exercisable in quarterly amounts
depending on the average outstanding balance @@t Loan Facility during the prior quarter. Therveat may be exercised until
December 15, 2023. If we prepay the DOE Loan Rgadili part or in full, the total amount of share®ecisable under the warrant will be
reduced. Since the number of shares of common siitickately issuable under the warrant will vatyistwarrant will be carried at its estima
fair value with changes in its fair value reflectadther income (expense), net, until its expinatdr vesting. Our ability to prepay the DOE
Loan Facility and consequently, the number of shateémately issuable under the DOE warrant, wdsrd@ned to represent an embedded
derivative. This embedded derivative is inheremtijued and accounted for as part of the warrant.

Since the number of shares ultimately issuable utideDOE warrants will vary depending on the agerautstanding balance of the Ic
during the contractual vesting period, and decisitonprepay would be influenced by our future stpgke as well as the interest rates on our
loans in relation to market interest rates, we messthe fair value of the DOE warrant using a Mo@arlo simulation approach. The Monte
Carlo approach simulates various scenarios andiezpthe optimal decisions to be made between pirepéhe DOE loan and the cancellation
of the DOE warrant over the expected term of theeD@an Facility of 13 years. For the purposes efdgimulation, the optimal decision
represents the scenario with the lowest econongttoaus. The total warrant value would then bewdated as the average warrant payoff
across all simulated paths discounted to our valnatate.

The significant assumptions that we use in theat@n of the DOE warrant include similar assumpdiosed in the valuation of otherw
featureless stock warrants at various simulateckgtdaces, as well as the interest rate differétgdween the interest rates under our DOE
Loan Facility and market interest rates for compamiomparable to us. The estimated value of ogk starrant requires us to use a Black-
Scholes option-pricing model, which incorporategesal assumptions that are subject to significaamtagement judgment as is the case for
stock-based compensation discussed above. Theediffel between the interest rates under our DO&nLFeacility and market interest rates is
derived from the credit spread data of severallated public companies within industries relatedto business. As the average simulated
value of our stock warrant increases relative edtedit spread of our comparator companies, thedtue of our DOE warrant decreases si
the economic cost of prepaying our outstandingdaarder the DOE Loan Facility and replacing thed&with market interest rate debt, would
be lower than the economic cost associated witlliflion caused by the vesting of warrants. Sirhjleas the credit spread of our comparator
companies increases relative to the average sietilatlue of our stock warrant, the fair value of DOE warrant increases since the econc
cost associated with prepaying our outstandingdaarder the DOE Loan Facility and replacing thedBiwith market interest rate debt is
higher than the economic cost associated with ilnéiah caused by the vesting of warrants, anddfeee, we would not prepay our outstanc
DOE debt and we would allow a higher number of aats to vest. Prior to completion of our IPO, thie ¥alue of the DOE warrant was
included within the convertible preferred stock mat liability on the condensed consolidated batsstteet. Upon the completion of our IPO
on July 2, 2010, this warrant was reclassified snamnsolidated balance sheet from convertiblegpreél stock warrant liability to common
stock warrant liability. The DOE warrant will contie to be recorded at its estimated fair value wliBinges in the fair value reflected in other
income (expense), net, as the number of commok sitimately issuable under the warrant is varialbiél its expiration or vesting. As of
September 30, 2010, the fair value of the DOE wairo& $6.7 million. The relative movements in otock price as compared to the credit
spread of our comparator companies will resulain¥alue changes being recorded in other incompse(ese), net, in future periods which may
be significant.

45



Table of Contents

Excluding the warrant issued to the DOE in Jan2&40, we have estimated the fair value of our cdible preferred stock warrants at
the respective balance sheet dates using a Blauslecoption-pricing model which used several aggtions that are subject to significant
management judgment as is the case for stock-lwasegensation as discussed above. Upon the complaftiour IPO in July 2010, these
convertible preferred stock warrants outstandingfakine 30, 2010, were net exercised and theecetainvertible preferred stock warrant
liability was settled.

Income Taxes

We record our provision for income taxes in oursmitlated statements of operations by estimatingaxes in each of the jurisdictions
in which we operate. We estimate our actual cuti@nexposure together with assessing temporafgrdiices arising from differing treatment
of items recognized for financial reporting versas return purposes. These differences resultfiarg tax assets, which are included in our
consolidated balance sheets. In general, defeaseddsets represent future tax benefits to bewet@vhen certain expenses previously
recognized in our consolidated statements of ojpgrebecome deductible expenses under applicatxderia tax laws, or loss or credit
carryforwards are utilized. Valuation allowances sgcorded when necessary to reduce deferred $atsas the amount expected to be
realized.

Significant management judgment is required in mheiiging our provision for income taxes, our defdrtax assets and liabilities and any
valuation allowance recorded against our net defetax assets. We make these estimates and judgatemit our future taxable income that
are based on assumptions that are consistent wiitfuture plans. As of September 30, 2010, we kadnded a full valuation allowance on our
net deferred tax assets because we expect teahibiie likely than not that our deferred tax assélitsot be realized in the foreseeable future.
Should the actual amounts differ from our estimgttas amount of our valuation allowance could beemially impacted.

Furthermore, significant judgment is required imlerating our tax positions. In the ordinary couw$éusiness, there are many
transactions and calculations for which the ultienaix settlement is uncertain. As a result, wegeze the effect of this uncertainty on our tax
attributes, such as net operating losses, basedrogstimates of the eventual outcome. These sftgetrecognized when, despite our belief
that our tax return positions are supportable, elebe that it is more likely than not that thosesitions may not be fully sustained upon rev
by tax authorities. We are required to file incotae returns in the United States and various for@igisdictions, which requires us to interpret
the applicable tax laws and regulations in effactuch jurisdictions. Such returns are subjectttitdby the various federal, state and foreign
taxing authorities, who may disagree with respediur tax positions. We believe that our accountiogsideration is adequate for all open
audit years based on our assessment of many faictoltsding past experience and interpretationawfaw. We review and update our
estimates in light of changing facts and circumstan such as the closing of a tax audit, the lapgestatute of limitations or a material change
in estimate. To the extent that the final tax ooteof these matters differs from our expectatisnsh differences may impact income tax
expense in the period in which such determinasomade. The eventual impact on our income tax esgodapends in part if we still have a
valuation allowance recorded against our defemgdssets in the period that such determinatiomade.

Recent Accounting Pronouncements

In October 2009, the FASB issued an accountingdstahupdate which requires companies to allocatentge in multiple-element
arrangements based on an element’s estimatedgsptiite if vendor-specific or other third-party @égnce of value is not available. The
guidance is effective beginning January 1, 201h wérly application permitted. We are currentlyleating both the timing and the impact of
the standard on our consolidated financial statésnen
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In January 2010, the FASB issued updated guidazlated to fair value measurements and disclosunéshwequires a reporting entity
disclose separately the amounts of significantstiens in and out of Level | and Level |l fair valomeasurements and to describe the reasons fc
the transfers. In addition, in the reconciliatidrfair value measurements using Level Il inputseporting entity will be required to disclose
information about purchases, sales, issuancesetielnsents on a gross rather than on a net basésupdated guidance will also require fair
value disclosures for each class of assets aniitleand disclosures about the valuation techegjand inputs used to measure fair value for
both recurring and non-recurring Level Il and LeNEfair value measurements. The updated guidasmedfective for interim or annual
reporting periods beginning after December 15, 2@88ept for the disclosures regarding the reciiicih of Level Il fair value
measurements, which are effective for fiscal ybaginning after December 15, 2010 and for interariquis within those fiscal years. The
adoption of this guidance did not have a matengddct on our consolidated financial statements.

In April 2010, the FASB issued an accounting staddgodate which provides guidance on the criteribg followed in recognizing
revenue under the milestone method. The milestagtbad of recognition allows a vendor who is invalweith the provision of deliverables to
recognize the full amount of a milestone paymemtruachievement if, at the inception of the reveauangement, the milestone is determined
to be substantive as defined in the standard. Tidagce is effective on a prospective basis foestdnes achieved in fiscal years and interim
periods within those fiscal years, beginning omfter June 15, 2010. Early adoption is permitted. 8 not expect the adoption of the updated
guidance to have a material impact on our consi@difinancial statements.

Results of Operations
The following table sets forth our condensed cddatdd statements of operations data for the peiindicated:

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
Revenues
Automotive sale: $23,35( $45,527 $ 67,90¢ $93,35¢
Development service 7,891 — 12,55: —
Total revenue 31,24 45,527 80,45¢ 93,35¢
Cost of revenues
Automotive sale: 19,45’ 37,82¢ 56,58 85,60«
Development service 2,48¢ — 4,46 —
Total cost of revenue 21,94* 37,82¢ 61,04¢ 85,60
Gross profi 9,29¢ 7,69¢ 19,41( 7,75¢
Operating expense:
Research and development (net of development cosafien of $8,509 and $17,170 for
three and nine months ended September 30, 20Q@®atagely) 26,69¢ 1,257 55,37¢ 11,13¢
Selling, general and administrati 20,43: 10,73 59,224 25,58
Total operating expens: 47,13( 11,99( 114,60 36,72¢
Loss from operation (37,839 (4,297 (95,199 (28,972)
Interest incom 10C 52 19t 97
Interest expens (29¢) (18) (992 (2,50¢6)
Other income (expense), r 3,18( (577) (6,770 (320)
Loss before income tax (34,857 (4,839 (102,76() (31,70)
Provision for (benefit from) income tax 83 (219) 21C (203)
Net loss $(34,93) $(4,615 $(102,970 $(31,499)
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Revenues
Automotive Sales
Automotive sales consisted of the following for fheriods presented:

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
Vehicle, options and related sa $18,22: $45,521 $55,45: $93,35¢
Powertrain component and related s:i 5,12¢ — 12,45¢ —
Total automotive sale $23,35( $45,527 $67,90¢ $93,35¢

Automotive sales during the three months endede®aper 30, 2010 was $23.4 million, a decrease fré&3million during the three
months ended September 30, 2009. Automotive saidhd three months ended September 30, 2010 tedsis$18.2 million of vehicle,
options and related sales, and $5.1 million of ptrai component and related sales, compared tcb$4blion of vehicle, options and related
sales for the three months ended September 30, 2009

Automotive sales during the nine months ended Sepde 30, 2010 was $67.9 million, a decrease frot4fillion during the nine
months ended September 30, 2009. Automotive saidbé nine months ended September 30, 2010 cedsi$i$55.4 million of vehicle,
options and related sales, and $12.5 million of gxts@in component and related sales, compared3et$8illion of vehicle, options and relat
sales for the nine months ended September 30, 2009.

During the first three quarters of 2009, we congithtio fulfill reservations for the Tesla Roadstdriatn we began to deliver in 2008, and
we had made a significant effort to increase oadpction capacity in order to accelerate delivetdesustomers who had been on our waitlist
for a significant amount of time. As a result, gnficant portion of the revenue recognized dutimg first three quarters of 2009 came from
fulfilling reservations placed prior to 2009. Beging with the quarter ended December 31, 2009ssHléhe Tesla Roadster began more
closely approximating the level of orders placedryithe quarter. Consequently, the comparisoreeémue for the three or nine months ended
September 30, 2010 versus the corresponding pend¥9 may not be as meaningful. As such, vehap¢ions and related sales for the three
and nine months ended September 30, 2010 werenefteetive of current demand as compared to theetland nine months ended
September 30, 2009. Similarly, zero emission vehict ZEV, credit sales which are included in vihioptions and related sales, were higher
during the three and nine months ended Septemh&0809 as the fulfillment of a significant numbéreservations allowed us to sell a larger
number of ZEV credits. The decrease in vehiclevéeiles was partially offset by higher selling padeom an expanded offering of vehicle
options to our customers.

In February 2010, we began offering a leasing @ogro qualified customers in the United StatedtierTesla Roadster. Through our
wholly owned subsidiary, Tesla Motors Leasing, logialifying customers are permitted to lease tbgld Roadster for 36 months, after which
time they have the option of either returning tledicle to us or purchasing it for a pre-determire=sidual value. We account for these leasing
transactions as operating leases and accordinglyeeognize leasing revenues on a straight-linis loagr the term of the individual leases.
Lease revenues are recorded in vehicle, optionsedatkd sales within automotive sales revenuef@ntthe nine months ended September 30,
2010, we recognized $0.3 million. During the thagel nine months ended September 30, 2010, appr®tin21% and 13%, respectively, of
the vehicles delivered during the period were ungerating leases. As of September 30, 2010, welafmired revenues of $0.9 million of
down payments which will be recognized over thentef the individual leases.
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Powertrain component and related sales were coetppsmarily of battery packs and chargers thatielevered to supply Daimler’s
Smart fortwo program. We have been selected by [@aita supply it with up to 1,500 battery packs ahdrgers to support a trial of the Smart
fortwo electric drive in at least five Europeariest We began delivering and recognizing revenuéhiese production battery packs and
chargers at the end of 2009.

Prior to 2010, most of our revenues had been gtatetarough sales of our vehicles in the UnitedeStand we had no revenues from
sales outside of the United States prior to theltQuarter of 2009. Our international sales comradmith the launch of the Tesla Roadster in
Europe in July 2009 and since then, we have rezedmevenue from sales of the Tesla Roadster iitiawla countries including Canada,
Japan and Hong Kong beginning in the three monmttdea June 30, 2010. For the three and nine monthexleSeptember 30, 2010, 58% and
55%, respectively, of our revenue from vehiclejam and related sales, were derived outside oftfieed States. All of our powertrain
component and related sales were derived outsitleedfnited States. As we continue to expand idtiiteonal new markets, we expect our
international revenues to increase in aggregatardmmnounts and to remain relatively consisterd psrcentage of total revenues in the near
term.

While revenue related to servicing vehicles hasibesignificant to date, we expect such revenuesdease in future periods as we sell
more vehicles and as vehicle warranties begin parex

Development Services

Beginning in the first quarter of 2010, we staréedering into development services arrangements twé expectation that our
development services would constitute a viablemaegenerating activity. We began recognizing developnservices revenue during the f
quarter of 2010 with the development and delivérgnodular battery packs for Freightliner Custom €3is Corporation, or Freightliner, an
affiliate of Daimler. These battery packs were ¢oused in electric delivery vans in a limited numdieFreightliner’'s customer trials. Prior to
2010, compensation that we had received from osirdievelopment arrangement with Daimler for bgtpercks and chargers for its Smart
fortwo program, was recorded as an offset to rebeand development expenses. This early arrangemanmotivated primarily by the
opportunity to engage Daimler and at the same tjoietly progress our own research and developraetivities with the associated
development compensation.

During the three months ended March 31, 2010, Dailso engaged us to assist with the developmrmehpeoduction of a battery pack
and charger for a pilot fleet of its A-Class elactehicles to be introduced in Europe during 204/ began providing development services
for this program during the three months ended W&, 2010 and had received an aggregate of $3li6min payments; however, as we had
not executed a final agreement related to thisnamgs of March 31, 2010, we deferred the $5.5anilbf payments that had been received
from Daimler to that point. In May 2010, we exealgefinal agreement under which Daimler would maétditional payments to us for the
successful completion of certain development noless and the delivery of prototype samples, of vke invoiced $14.1 million during
through September 30, 2010 and recognized $11l&mdf the total payments received to date in dgwment services revenue. During the
three months ended September 30, 2010, we recab$iz8 million in development services revenueoASeptember 30, 2010, there was !
million of deferred revenues that will be recogrizkiring the remaining term of this program.
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In July 2010, we and Toyota entered into a Phaagr@ement to initiate development of an electriwgrtrain for the Toyota RAV4.
Under this early phase development agreement, tgypee would be made by us by combining the Toydt®&fmodel with a Tesla electric
powertrain. We began producing and delivering fgyqes to Toyota during the three months ended &dépe 30, 2010 and recognized $0.5
million in development services revenue.

We intend to grow our development services revawee time by establishing additional commerciabagements with Daimler, Toyota
and other automobile manufacturers. Additionallg, expect our development services revenue mayétetin future periods based on the
timing of cash receipts as compared to the timing@eting revenue recognition criteria.

Cost of Revenues and Gross Profit

Cost of revenues during the three months ended:B8éetr 30, 2010 was $21.9 million, a decrease fr8m8million during the three
months ended September 30, 2009. Cost of revenuggydhe nine months ended September 30, 201G&hE million, a decrease from
$85.6 million during the nine months ended SepterB8Be2009. The decrease in cost of revenues fitr the three and nine months ended
September 30, 2010 was driven primarily by theifigant number of vehicles delivered during thefithree quarters of 2009 from fulfilling
customer reservations placed prior to 2009.

In February 2010, we began offering a leasing @ogro qualified customers in the United StatedtierTesla Roadster. Through our
wholly owned subsidiary, Tesla Motors Leasing, loeialifying customers are permitted to lease tegld Roadster for 36 months, after which
time they have the option of either returning tledicle to us or purchasing it for a pre-determire=sidual value. We account for these leasing
transactions as operating leases and accordinglyeeord cost of automotive sales equal to theedégtion of the leased vehicles on a straight-
line basis over the term of the individual leasgsst of automotive sales related to leased vehidsmot been significant.

The decrease in cost of revenues from automotiles $ar these periods was partially offset by tiheréase in cost of revenues from
development services. Cost of development serumdsdes engineering support and testing, diredspenaterial and labor costs,
manufacturing overhead, including amortized toolingts, shipping and logistic costs and other agreént expenses that we incur in the
performance of our services under development awgats. During the three months ended March 31, 2Dabnler engaged us to assist with
the development and production of a battery packduarger for a pilot fleet of its A-Class electwighicles to be introduced in Europe during
2011. As of March 31, 2010, a development agreetmattyet to be finalized and as such, the relage@ldpment services costs of $0.5 mil
that we incurred during the three months ended Madc 2010 were expensed in research and develdpmeviay 2010, we finalized the
agreement and began recording the costs relatidstprogram in cost of revenues.

Gross profit for the three months ended Septembe2@10 was $9.3 million, an increase from $7.7iomlfor the three months ended
September 30, 2009. The increase was driven pilirarithe gross profit contributed by our developingervices revenues which we began to
recognize in 2010; an expanded offering of optiomshe Tesla Roadster to our customers; and thincel launch of the Tesla Roadster
internationally, where in certain markets, we haxperienced higher average selling prices. As dsat above, although we had deferred the
recognition of revenues on the Daimler A-Class ttgument program until we had executed a final ages# during the three months ended
June 30, 2010, costs we had incurred for theseitéesi during the three months ended March 31, 20&@ expensed in research and
development in the first quarter. As such, certdithe A-Class development services revenue thatwaegnized during the three and nine
months ended September 30, 2010, did not have@ngsponding cost of revenues recorded during tiaeter, which favorably impacted our
gross profit.
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Gross profit for the nine months ended SeptembgP@00 was $19.4 million, an increase from $7.8iamlfor the nine months ended
September 30, 2009. The increase was driven piyrtarithe gross profit contributed by our developingervices revenues which we began to
recognize in 2010; an expanded offering of vehigl#ons to our customers; and the continued lawfi¢he Tesla Roadster internationally,
where in certain markets, we have experienced higgléng prices; cost improvements associated thighmodel changeover from the Tesla
Roadster to the Tesla Roadster 2 during the selcalfidf 2009. Similar to the comparison of grossfipffor the three months ended
September 30, 2010 with the three months ended®der 30, 2009, our gross profit was favorably ictga by the fact that certain of the A-
Class development services revenue that we recadjiaring the nine months ended September 30, @dl@ot have any corresponding cost
of revenues recorded during the period.

We expect our development services revenue matufite in future periods based on the timing of gaskipts as compared to the
timing of meeting revenue recognition criteria. §hiay cause our gross profit and gross margin girbiarly impacted.

Research and Development Expenses

Research and development expenses consist prinodplgrsonnel costs for our teams in engineerirtgrasearch, supply chain, quality,
manufacturing engineering and manufacturing tegamizations, prototyping expense, contract andgsgibnal services and amortized
equipment expense. Also included in research ameldement expenses are development services tedte/¢ incur, if any, prior to the
finalization of agreements with our developmentvies customers as reaching a final agreementeughue recognition is not assured.
Development services costs incurred after theifiadbn of an agreement are recorded in cost afmmaegs.

Research and development expenses during thertioeths ended September 30, 2010 were $26.7 miblioimcrease from $1.3 million
during the three months ended September 30, 2088dRch and development expenses during the tltoethsnended September 30, 2009
included $8.7 million in Daimler Smart fortwo despment compensation which was recorded as an affsesearch and development
expenses. The $25.4 million increase in researdidamelopment expenses during the three monthsie®elgtember 30, 2010 consisted
primarily of the $8.7 million Daimler developmerdrapensation offset recognized during the three hehded September 30, 2009, a
$5.9 million increase in employee compensation egps from higher headcount, a $5.6 million increaseaterials and prototyping expenses
primarily to support our Model S alpha build as el powertrain development activities and a $4ilBam increase in professional and outs
services costs related to Model S engineeringgdesid testing activities.

Research and development expenses during the minthmended September 30, 2010 were $55.4 mibiomcrease from $11.1 millic
during the nine months ended September 30, 200&dReh and development expenses during the ninthmended September 30, 2009
included $17.2 million in Daimler Smart fortwo démement compensation which was recorded as antdffisesearch and development
expenses. The $44.2 million increase in researdtdamelopment expenses during the nine months edepttmber 30, 2010 consisted
primarily of the $17.2 million Daimler developmesampensation offset recognized during the nine hoahded September 30, 2009, a
$14.6 million increase in employee compensatioreasps primarily associated with significantly higheadcount to support our Model S and
powertrain development activities, a $6.7 millioicriease in materials and prototyping expenses ptinta support our Model S alpha build as
well as powertrain development activities and 2 $6illion increase in professional and outside mew costs related to Model S engineering,
design and testing activities.
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During the three months ended March 31, 2010, Daiehgaged us to assist with the development asatlption of a battery pack and
charger for a pilot fleet of its A-Class electrighicles to be introduced in Europe during 2011ofBlarch 31, 2010, a development agreement
had yet to be finalized and as such, the relatedldpment services costs of $0.5 million that weuimed during the three months ended
March 31, 2010 were expensed in research and gawelat. In May 2010, we finalized the agreementlzeghn recording the costs associated
with this program in cost of revenues.

Since the commercial launch of the Tesla Roadsterinvestment in related research and developimentiecreased significantly. We
are, however, in the process of significantly iasiag our research and development efforts fomMbeel S, which has resulted in an increase
in our research and development expenses in bgtiegagte dollar amounts and as a percentage otuvanues. We also anticipate that the
additional costs that we will incur in operating @lanned Model S manufacturing facility in Frema@alifornia will further increase these
expenditures until the start of production of theddl S.

Selling, General and Administrative Expenses

Selling, general and administrative expenses copsisarily of personnel and facilities costs rethto our Tesla stores, marketing, sales,
executive, finance, human resources, informatiohrielogy and legal organizations, as well as litayasettiements and fees for professional
and contract services.

Selling, general and administrative expenses dutiaghree months ended September 30, 2010 wetré &#llion, an increase from
$10.7 million during the three months ended Septer3b, 2009. The $9.7 million increase in our sglligeneral and administrative expenses
during the three months ended September 30, 201€isted primarily of a $3.6 million increase in doyg@e compensation expenses related to
higher sales and marketing headcount to suppas sattivities worldwide including in Asia, a largermber of stores in the United States and
Europe and higher general and administrative haatddo support the expansion of the business, 4182lion increase in stock-based
compensation expense related to a larger numbmstefanding equity awards and a higher common stalikation applied to new grants me
subsequent to September 30, 2009, and a $1.8 mitlcyease in office, information technology andilfies-related costs to support the gro
of our business, including the opening of new st@med our transition to our Palo Alto headquarters.

Selling, general and administrative expenses dutiaqiine months ended September 30, 2010 werg #&ion, an increase from $2&
million during the nine months ended Septembe2809. The $33.6 million increase in our sellingh@®l and administrative expenses during
the nine months ended September 30, 2010 congistedrily of a $10.9 million increase in stock-bdsmmpensation expense related to a
larger number of outstanding equity awards, a highenmon stock valuation applied to new grants nradesequent to September 30, 2009,
and the $2.4 million correction of additional stdz&sed compensation expense that should have beemed during the three months ended
December 31, 2009; a $10.4 million increase in eyge compensation expenses related to higher aatesarketing headcount to support a
larger number of stores in the United States andgguand higher general and administrative headdowsupport the expansion of the
business; a $5.6 million increase in office, infatian technology and facilitie®lated costs to support the growth of our businesuding the
opening of new stores and our transition to ouo Rdio headquarters; a $2.2 million increase inf@ssional services costs related to ongoing
trademark and patent work, recruiting, as wellesegal corporate development activities; and a #illifon increase in travel and expenses
related to our sales and marketing activities. femeainder of the increase was driven primarily tygher level of marketing activities and
costs to support expanded headcount.
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We expect selling, general and administrative egpgito increase both in aggregate dollar amountag@a percentage of revenue in
future periods as we continue to grow and expamdperations, increase our sales and marketing tedrandle our expanding customer base
and market presence, and as we meet support thieenegnts of being a public company. We also expedhcrease in our selling, general i
administrative expenses as a result of our plamm@dase in the number of Tesla stores. As of Sepee 30, 2010, we had opened 14 Tesla
stores in the United States and Europe. We plapém additional stores during 2010. We also ardteiphat the additional costs we will incur
in operating our Model S manufacturing facilityfremont, California will further increase these exgitures until the start of production of
Model S.

Interest Expense

Interest expense during the three months ende@®épt 30, 2010 was $0.3 million, an increase fra® @00 during the three months
ended September 30, 2009. Interest expense dinéngite months ended September 30, 2010 was $lliO0ma decrease from $2.5 million
during the three months ended September 30, 20@9intrease in interest expense during the threghmd&Geptember 30, 2010 was primarily
due to our loans under the DOE Loan Facility. Therdase for the nine months ended September 30284 primarily related to our
convertible notes which were converted into shafesur Series E convertible preferred stock in N899, partially offset by interest expense
recognized in 2010 related to our loans under tB&EDoan Facility. We expect interest expense toeiase significantly in aggregate dollar
amounts and, prior to the launch of the Model S psrcentage of revenues, as we continue to doaw dn the DOE Loan Facility.

Other Income (Expense), Net

Other income (expense), net consists primarilyhefdhange in the fair value of our warrant lialgitand transaction gains and losses on
our foreign currency-denominated assets and ItasliWe expect our transaction gains and lossksavy depending upon movements in the
underlying exchange rates. Income or charges megutom the change in the fair value of our cotiode preferred stock warrant liability,
excluding the DOE warrant liability, was eliminatafer July 2, 2010, as these warrants were netiseg at the completion of our IPO. The
DOE convertible preferred stock warrant becamenanson stock warrant on July 2 and is carried atstimated fair value with changes in its
fair value continuing to be reflected in other ime®(expense), net, until its expiration or vesting.

Other income, net, during the three months endgteSwer 30, 2010 was $3.2 million, an increas@doine compared to other expense,
net, of $0.6 million during the three months en@egitember 30, 2009. Other expense, net, duringittteemonths ended September 30, 2010
was $6.8 million, an increase in expense comparedher expense, net, of $0.3 million during theeninonths ended September 30, 2009. The
increase in income for the three months ended Bdgee30, 2010 was primarily due to a more signiftdair value change in our warrant
liabilities during the three months ended Septen30e2010 resulting from a decrease in our stoaegdrom June 30, 2010. The increase in
expense for the nine months ended September 30,284 primarily due to the fair value changes inwarrant liabilities as well as the
liability related to common stock warrants to certaf our stockholders which we issued in May 2dddth of which increased significantly in
conjunction with the increase in our common stoakiation.
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Provision for Income Taxes

Our provision for income taxes during the three therended September 30, 2010 was $0.1 million, esatpto a benefit from income
taxes of $0.2 million during the three months en8egdtember 30, 2009. Our provision for income takesg the nine months ended
September 30, 2010 was $0.2 million, comparedierefit from income taxes of $0.2 million duringthine months ended September 30,
2009. The increase for both the three and nine hsoeided September 30, 2010 was due primarilyettatinch of the Tesla Roadster in
Europe in July 2009 and the ensuing increase abl@xincome in our international jurisdictions irbsequent periods. Additionally, during the
three months ended September 30, 2009, we recaprégearch and development benefits from our farefgerations resulting in a benefit
from income taxes.

Liquidity and Capital Resources

As of September 30, 2010, our principal sourcdiafdity were our cash and cash equivalents inatm®unt of $96.6 million which
included investments in money market funds. In ot we had current restricted cash of $88.1M dépd in a dedicated DOE account, per
the requirements of our DOE Loan Facility; henoggltcash was $184.7 million. Our primary sourceash historically has been proceeds
from the sales of convertible preferred stock,safeconvertible notes, reservation payments frastamers for the Tesla Roadster and more
recently from sales of the Tesla Roadster, our eregtion for electric powertrain development s&sjsale of powertrain components, the
draw downs from the DOE Loan Facility and refuneatelservation payments for our Model S. Throughke B 2010, we had raised an
aggregate of $319.2 million from sales of convéetjreferred stock and convertible note financings.

Initial Public Offering and Toyota Concurrent PriteaPlacement

On June 28, 2010, our registration statement omF®t relating to our IPO was declared effective by $f6C. The IPO closed on July
2010, at which time we sold 11,880,600 shares btommon stock and received cash proceeds of $18@i8n from this transaction, net of
underwriting discounts and commissions. Additionalie incurred offering costs of $4.4 million reddtto the IPO.

Concurrent with the closing of our IPO, we sold42,9.76 shares of our common stock to Toyota inveaf# placement transaction for
aggregate proceeds of $50.0 million.

DOE Loan Facility

On January 20, 2010, we entered into our DOE Laauiliy for $465.0 million to support the expansiohour manufacturing operations.
Up to an aggregate principal amount of $101.2 onillvill be made available under the first term Idatility to finance the build out of a
facility to design and manufacture lithium-ion leayt packs, electric motors and electric componemtthe Powertrain facility. Up to an
aggregate principal amount of $363.9 million wi# imade available under the second term loan fatdlifinance up to 91.5% of the costs
eligible for funding for the development of, andataild out the manufacturing facility for, our Mdd& sedan, or the Model S facility. Our
obligations for the development of, and the build-of our manufacturing facility for, the ModelisSbudgeted to be an aggregate of $33 mi
or approximately 8.5% of the ongoing budgeted qaiss any cost overruns for the projects.
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Our ability to draw down funds under the DOE Loatility is conditioned upon several draw conditionge are currently in compliance
with these draw conditions. For the Powertrainlifiggithe draw conditions include our achievemehprogress milestones relating to the
successful development of commercial arrangemeititstiaird parties for the supply of powertrain comments. For the Model S facility, the
remaining draw conditions include our achievemdgrogress milestones relating to the design ameldpment of the Model S and the
planned Model S manufacturing facility. Certain adees will be subject to additional conditions tave-down related to the site on which the
applicable project is located. We are currentlygpessing towards our milestones. Additionally, ER@E Loan Facility provides for the ability
to update milestones should a reasonable need boaas may be requested under the facilities datiuary 22, 2013, and we have committed
to complete the projects being financed prior tohsdate.

Through September 30, 2010, we had received loaterithe DOE Loan Facility for an aggregate of §586illion with interest rates
ranging from 1.7% to 3.4%. In October 2010, we inezek additional loans under the DOE Loan Facildy $6.5 million at interest rates rangi
from 1.7% to 2.2%. Interest on advances under @& Doan Facility is payable quarterly in arreardvances under the Powertrain Facility
are repayable in 28 equal quarterly installmentaroencing on December 15, 2012 (or for advances ratielesuch date, in 26 equal quarterly
installments commencing on June 15, 2013). Alltauding amounts under the Powertrain Facility éldue and payable on the maturity ¢
of September 15, 2019. Advances under the Modelc8ify are repayable in 40 equal quarterly instalhts commencing on December 15,
2012 (or for advances made after such date, irg8&lejuarterly installments commencing on June2033). All outstanding amounts under
the Model S Facility will be due and payable on thegturity date of September 15, 2022. Advances whdeloan facilities may be voluntarily
prepaid at any time. All obligations under the DO&an Facility are secured by substantially all of property.

The DOE Loan Facility documents contain customayenants that include, among others, a requirethabthe projects be conducted
in accordance with the business plan for such ptog@mpliance with all requirements of the ATVMoBram, and limitations on our and our
subsidiaries’ ability to incur indebtedness, inieins, make investments or loans, enter into mergeacquisitions, dispose of assets, pay
dividends or make distributions on capital stocky pndebtedness, pay management, advisory or sifeéa to affiliates, enter into certain
affiliate transactions, enter into new lines ofibass, and enter into certain restrictive agreemémteach case subject to customary exceptions
The DOE Loan Facility documents also contain custgnfinancial covenants. We are currently in coapdie with these covenants.

The DOE Loan Facility documents also contain custgnevents of default, subject in some cases tomeary cure periods for certain
defaults. In addition, events of default includiidure of Elon Musk, our Chief Executive Officdtroduct Architect and Chairman, and certain
of his affiliates, at any time prior to one yeaeafve complete the project relating to the Mod&leSility, to own at least 65% of capital stock
held by Mr. Musk and such affiliates as of the dz#ftthe DOE Loan Facility.

In addition to our obligation to fund a portiontbe project costs as described above, we havedgreet aside 50% of the net proceeds
from our IPO and the concurrent Toyota private @faent and any subsequent offerings of stock ocwubéfore the completion of the
projects, up to an aggregate of $100 million, tedfa separate, dedicated account under our DOE [Eaaitity. This dedicated account can be
used by us to fund any cost overruns for our paagrand Model S manufacturing facility projectslamill also be used as a mechanism to
defer advances under the DOE Loan Facility. Thismwat affect our ability to draw down the full ammat of the DOE loans, but will require us
to use the dedicated account to fund certain projests up front, which costs may then be reimhiitgeloans under the DOE Loan Facility
once the dedicated account is depleted, or aoptre final advance for the applicable project. Wik be required to deposit a portion of these
reimbursements into the dedicated account, in asuatrequal to up to 30% of the remaining projeatsdor the applicable project and these
amounts may similarly be used by us to fund prajests and cost overruns and will similarly beiblgfor reimbursement by the draw-down
of additional loans under our DOE Loan Facility enrsed in full, or as part of the final advancetfar applicable project. Upon the complet
of our IPO and concurrent private placement on 2uB010, we transferred $100.0 million of the pretceeds from the IPO and the concurrent
private placement to fund the dedicated accountinguhe three months ended September 30, 201&:ansferred $11.9 million from the
dedicated account to our operating cash accoumtsdaordance with the provisions of the DOE LoanilfpacAs of September 30, 2010, $88.1
million remained in the dedicated account. As wpeek to transfer the remainder of this balanceiwitime year, we have recorded such ca:
current restricted cash. In October 2010, we temsfl an additional $6.5 million from the dedicasedount.
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For additional information related to our DOE Ldgaxility, please see Note 7 of our condensed catatel financial statements
included elsewhere in this Quarterly Report on FaO¥Q.

We expect that the proceeds from our IPO, the coantiToyota private placement and the loans utideDOE Loan Facility, together
with our anticipated cash from operating activitesl cash on hand and the Panasonic private plateéhat was completed in November 2(
will be sufficient to fund our operations for thext 24 months. This capital will be necessary tafour ongoing operations, continue research,
development and design efforts, establish salesandlce branches, improve infrastructure suchxparmed battery assembly facilities, and
introduce new vehicles such as the Model S. Thelation of the development of future vehicle®pto the launch of the Model S may
require us to raise additional funds through tBeasce of equity, equity-related or debt securiiethrough obtaining credit from government
or financial institutions. We cannot be certaintthdditional funds will be available to us on faable terms when required, or at all.

Leasing Activities

In February 2010, we began offering a leasing @ogro qualified customers in the United StatedtierTesla Roadster. Through our
wholly owned subsidiary Tesla Motors Leasing, lmgialifying customers are permitted to lease th@aRoadster for 36 months, after which
time they have the option of either returning tleicle to us or purchasing it for a pre-determiresidual value.

When compared to our sales of vehicles, our leasitigities will spread the cash inflows that weuldbotherwise receive upon the sale
of a vehicle, over the lease term and final digjmsiof the leased vehicle. As such, our cash aoikiwg capital requirements will be directly
impacted and if leasing volume increases signifigathe impact may be material. However, afteiingkinto consideration our current and
planned sources of operating cash, our ability émitor and prospectively adjust our leasing activéts well as our intent to collect
nonrefundable deposits for leased vehicles thatr@mufactured to specification, we do not beliéhag bur planned leasing operations will
materially adversely impact our ability to meet commitments and obligations as they become duevedwill also be exposed to credit risk
related to the timely collection of lease payméram our customers, we intend to utilize our cregliproval and ongoing review processes in
order to minimize any credit losses that could o@nd which could adversely affect our financiahdition and results of operations. We
intend to require deposits from customers elecitgase option for vehicles built to a customepscifications on the same timeframe and
under the same circumstances as from customerlaming our vehicles outright. During the three aim months ended September 30, 2010,
approximately 21% and 13%, respectively, of theicleb delivered during the period were under ofegdeases. As of September 30, 2010,
we had deferred revenues of $0.9 million of dowynpents which will be recognized over the term &f ihdividual leases. Through
September 30, 2010, our leasing activity has ndtahsignificant adverse impact on our liquidity.
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Reservations Payments

A source of our cash flows from operations has lieeyugh our receipt of reservation payments framaustomers. Reservation
payments consist of reservation and membership patsihat allow potential customers to hold a restérn for the future purchase of a Tesla
Roadster or Model S. For our 2010 model year TRskadsters manufactured to specification, our ctiparchase agreement requires the
payment of an initial $9,900, €11,500 or £10,00padi, depending on the location of the customer.tke Model S, we require an initial
reservation payment of at least $5,000. For vehiplechased directly from our showrooms, no deposéquired. Prior to the three months
ended June 30, 2010, our reservation policy wastept reservation payments from all customerswilbed to purchase a Tesla Roadstel
require full payment of the purchase price of thhigle at the time the customer selected theirclelsipecifications. During the three months
ended June 30, 2010, we changed our policy to reequinrefundable deposits for Tesla Roadsters matwred to specification at the time a
customer enters into a purchase agreement. Howseealso occasionally accept reservation paymentthé Tesla Roadster if a customer is
interested in purchasing a vehicle but not yet @reg to select the vehicle specifications. Foramsts who have placed a reservation payment
with us, the reservation payment becomes a nordehla deposit once the customer has selected Hielesspecifications and enters into a
purchase agreement. The full payment of the puechése of the vehicle is required only upon delyef the vehicle to the customer. We do
not believe that these changes will materially iotgaur liquidity or capital resources. Reservafi@yments for a vehicle are recorded as a
current liability when received. No later than ugba delivery of a vehicle, the reservation paymeutlected on a customer’s account are
applied against the total purchase price of théclehReservation payments are expected to fluetaatthe number of reservation holders on
the Tesla Roadster reservation list decreasesewtel number of reservation holders on the Models8rvation list increases.

Since inception through the nine months ended &epte 30, 2010, we had accumulated net operatirsg$osf $363.6 million.

Summary of Cash Flows

Nine Months Ended
September 30,

2010 2009

(in thousands)
Net cash used in operating activit $ (93,53 $(51,81%)
Net cash used in investing activiti (171,74) (8,045
Net cash provided by financing activiti 292,21¢ 157,13:

Cash Flows from Operating Activities

We continue to experience negative cash flows foperations as we expand our business and builthfsastructure both in the United
States and internationally. Our cash flows fromrapeg activities are significantly affected by aash investments to support the growth of
our business in areas such as research and deexiopnd selling, general and administrative. Owrafing cash flows are also affected by
working capital needs to support growth and fluttues in inventory, personnel related expendituagspunts payable and other current assets
and liabilities.
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Net cash used in operating activities was $93.5aniduring the nine months ended September 300 20fie largest component of our
cash used during this period related to our net &6$103.0 million, which included non-cash chargé$13.3 million related to stock-based
compensation expense, $7.7 million related to déatien and amortization and $5.6 million relatedte fair value change in our warrant
liabilities. Significant operating cash outflows negrimarily related to $114.6 million of operatiagpenses, $61.0 million of cost of revenues,
a $16.9 million increase in inventory, a $5.9 roiflincrease in operating lease vehicles, a $3.llomihcrease in prepaid expenses and other
current assets and a $2.1 million decrease in@ruad liabilities, partially offset by an $8.0 huh increase in accounts payable. Inventory
increased to meet our production requirementshi®iTesla Roadster and powertrain component saliés thir net increase in accounts pay:
and accrued liabilities was due to both the growftbur business as well as our increased manufagtactivities. Operating lease vehicles
increased with the introduction of our leasing pamgy in 2010. Of the cash used in operating activituring the nine months ended
September 30, 2010, approximately $33 million aSefftember 30, 2010, was eligible for reimburserfremt the DOE Loan Facility as it
related to the development of the Model S and ptraierresearch and development activities and leadoybe reimbursed under the DOE L
Facility.

Significant operating cash inflows for the nine itmended September 30, 2010 were derived prinfaoity sales of the Tesla Roadster
and powertrain components as well as from developservices activity. Significant operating casthaws were comprised primarily of
automotive sales of $67.9 million, $12.6 milliondg#velopment services revenue, a $3.4 million imeean deferred revenues, partially offset
by a $4.6 million increase in accounts receivalvighe first quarter of 2010, Daimler engaged uadsist with the development and production
of a battery pack and charger for a pilot fleeit®fA-Class electric vehicles to be introduced urdpe during 2011, and in May 2010, we
executed a final agreement under which Daimler diouhke additional payments to us for the successiuipletion of certain development
milestones and the delivery of prototype samplé® ificrease in deferred revenues was primarilyedriyy payments that we had received
from Daimler in relation to this development arramgent for which revenue recognition has yet todieesved. Deferred revenues also
increased from our vehicle leasing activities asanerecognizing the lease down-payments overetime of the operating leases. The increase
in accounts receivable was related primarily to edwain component sales and development serviagsgdiine nine months ended
September 30, 2010 in relation to Daimler's Smartwio and A-Class programs. During the nine moetided September 30, 2010, we
received $7.6 million of net new reservation paytadar the Model S.

Net cash used in operating activities was $51.8aniburing the nine months ended September 309 200e largest component of our
cash used during this period related to our net ¢d$31.5 million, which included non-cash charge$5.0 million related to depreciation and
amortization and $2.7 million related to interestamnvertible notes, as well as a non-cash ga#idf million from the extinguishment of
convertible notes and warrants. Significant opagatiash outflows were primarily related to $85.@iom of cost of revenues, $36.7 million of
operating expenses, a $4.0 million increase inrtory and a $2.2 million increase in prepaid expsrend other current assets, partially offset
by a $3.2 million increase in accounts payableeimory increased to meet our production requiremantl the increases in prepaid expenses
and other current assets, and accounts payablepnierarily due to the growth in our business. Siigant operating cash inflows for the nine
months ended September 30, 2009 were derived plynfrarm sales of the Tesla Roadster as well aeipment compensation related to the
Daimler Smart fortwo development arrangement. Gafétws related to automotive sales activity weoenprised of $93.4 million in revenues
and a $1.9 million decrease in accounts receivgalgially offset by a $23.2 million decrease iservation payments and a $6.0 million
decrease in deferred development compensationnReis® payments decreased as a result of ourtefforaccelerate deliveries to customers
on our waitlist and the application of the relategervation payments to the respective customiers’ furchase cost. Cash inflows from the
Daimler Smart fortwo development arrangement wérk B million comprised primarily of $17.2 millioredelopment compensation partially
offset by $6.0 million decrease in deferred develept compensation. The decrease in deferred deawelnpcompensation was the result of
amortization of deferred development compensatiahwe had received from Daimler during the yeateghDecember 31, 2008.
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Cash Flows from Investing Activities

We continue to experience negative cash flows firorasting activities as we expand our businesddmuir infrastructure both in the
United States and internationally and develop ood® S manufacturing capabilities. Cash flows fioresting activities primarily relate to
capital expenditures to support our growth in offens, including investments in Model S manufagtgrias well as restricted cash that we
must maintain in relation to our DOE Loan Facilitycility lease agreements, equipment financing, @ertain vendor credit policies.

Net cash used in investing activities was $171[aniduring the nine months ended September 30020imarily related to capital
purchases of $81.8 million and an increase inimstt cash of $90.0 million. The increase in cagtachases was driven primarily by non-
refundable payments of $8.0 million and a furth®2.$ million of escrow payments made in relatiomto purchase of an existing automobile
production facility located in Fremont, Califorrfram NUMMI, and certain manufacturing assets loddteereon to be used for our planned
Model S manufacturing, as well as expenditureded|&o our transition to and build out of our potrein manufacturing facility and corporate
headquarters in Palo Alto, California, and purckafenanufacturing equipment. Our purchase traiwsectvith NUMMI were completed in
October 2010. The increase in restricted cash wasgly related to $100.0 million of net proceddsm our IPO and concurrent private
placement that we transferred to a dedicated a¢@murequired by our DOE Loan Facility, partialljset by $11.9 million that was transferred
out of the dedicated account during the three n®atided September 30, 2010 in accordance withrtwéspns of the DOE Loan Facility. To
a lesser extent, the increase in restricted cashaiga related to certain refundable reservatigmeats segregated in accordance with state
consumer protection regulations in Washington State

Net cash used in investing activities was $8.0iamltduring the nine months ended September 30, péig®arily related to purchases of
capital equipment of $5.7 million and an increaseestricted cash of $2.4 million. The increaseefstricted cash was primarily related to a
contractual deposit placed with a vendor as path®fvendor’'s normal credit policies.

Net cash used in investing activities is expecteiti¢rease substantially as we build out and toolModel S manufacturing facility in
Fremont, California, and our powertrain manufactgracility in Palo Alto, California.

Cash Flows from Financing Activities

We have financed our operations primarily with geds from issuances of convertible preferred samckconvertible notes, which
provided us with aggregate net proceeds of $29@I®mon a cumulative basis through December IMX from loans under the DOE Loan
Facility beginning in 2010, and more recently, frim net proceeds from our IPO and concurrent figlacement.

Cash provided by financing activities was $292.Riom during the nine months ended September 3002@mprised primarily of $188
million in proceeds from our IPO, $50.0 millionpnoceeds from the Toyota private placement, $56liémwe received from our loans under
the DOE Loan Facility, partially offset by $3.7 fimh of issuance costs we incurred in relationuo DPOE Loan Facility and our IPO. Cash
provided by financing activities was $157.1 millidaring the nine months ended September 30, 200@ised primarily of $82.4 million in
net proceeds from the issuance of Series E coblepreferred stock, $49.4 million in net procefdsn the issuance of Series E convertible
preferred stock and $25.5 million in proceeds nesgtifrom the issuance of convertible notes and avest
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Contractual Obligations

The following table sets forth, as of September281,0 certain significant cash obligations that affect our future liquidity (in
thousands):

Year Ended December 31,

2015 and

Total 2010 2011 2012 2013 2014 thereafter

Operating lease obligatiol $38,31¢ $1,14: $ 5527 $5,26€ $5,26t $5,10¢ $16,01¢
Capital lease obligatior 91C 87 31¢ 28¢€ 21¢ — —
Purchase obligations ( 19,70( 3,60( 16,10( — — — —

$58,92¢ $4,82¢  $21,94( $5,55: $5,48¢ $5,10¢ $16,01¢

(1) Obligations include significant agreements or pasghorders to purchase goods or services thahfmeeable, legally binding and wh
the significant terms are specified. Where a mimimpurchase obligation is stipulated, as in the cdsair supply agreement with Lotus
Cars Limited, the amounts included in the tabléemfthe minimum purchase amounts based on the®égetr 30, 2010 exchange rate for
the British pound. Purchase obligations that areekble without significant penalty, are not irtgd in the table

As of September 30, 2010 and December 31, 2009eleereservation payments of $27.9 million and 828illion from potential
customers, respectively, which are not reflectethéntable above. As of September 30, 2010, we fleslervation payments for undelivered
Tesla Roadsters in an aggregate amount of $2./omaind reservation payments for Model S sedaas iaggregate amount of $25.5 million.
As of December 31, 2009, we held reservation paysifen undelivered Tesla Roadsters in an aggregrataunt of $8.2 million and reservation
payments for Model S sedans in an aggregate anod$if7.9 million. In order to convert the resereatpayments into revenue, we will need
to sell vehicles to these customers. All reservapiayments for the Model S are fully refundablalusich time that a customer enters into a
purchase agreement.

Off-Balance Sheet Arrangements

During the periods presented, we did not haveioglahips with unconsolidated entities or finangaftnerships, such as entities often
referred to as structured finance or special pugodities, which would have been establishediempurpose of facilitating off-balance sheet
arrangements or other contractually narrow or Behjppurposes.

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

A portion of our revenues, costs and expensesi®onine months ended September 30, 2010 and 20@3deaominated in foreign
currencies. This is primarily due to the contraithvizotus Cars Limited, or Lotus, in the United lgohom to manufacture the Tesla Roadster
vehicles and gliders and other parts sourced i@gurin addition, our international sales and migmgeoperations incur expense denominated
in foreign currencies, principally in the Britislognd, the euro and the Japanese yen. This cossepgis partially offset by our recent sales
growth in these regions since payments for vehietdd in these regions are denominated in the loaa@kncy. This provides a partial natural
hedge to our cost exposure in Europe and Asia diépgmon our sales levels in these regions. Ouebattell purchases from Asian suppliers
are also subject to currency risk. Although ourspre contracts are United States dollar baseldeitinited States dollar depreciates
significantly against the local currency, it cogllise our Asian suppliers to significantly raisartiprices, which could harm our financial
results. To date, the foreign currency effect onaash and cash equivalents has not been sigrifican
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Interest Rate Risk

We had cash and cash equivalents totaling $96l®mds of September 30, 2010. A portion of thaseants were invested in money
market funds. The cash and cash equivalents adefdrelvorking capital purposes. We do not entes investments for trading or speculative
purposes. We believe that we do not have any nahetposure to changes in the fair value as atrefahanges in interest rates due to the
short term nature of our cash equivalents. Declinésterest rates, however, would reduce futuxegtiment income.

As of September 30, 2010, we have received loadenthe DOE Loan Facility for an aggregate of $56illion with interest rates
ranging from 1.7% to 3.4%. As we continue to borravder our DOE Loan Facility, interest rates wél deetermined by the Secretary of the
Treasury as of the date of each loan, based ofrdasury yield curve and the scheduled principstiaitments for such loan. We also have
capital lease obligations of $0.9 million as of @epber 30, 2010 which are fixed rate instrumentsare not subject to fluctuations in interest
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, évated the effectiveness of our
disclosure controls and procedures as of SepteB8thex010. The term “disclosure controls and prooesitl as defined in Rules 13a-15(e) and
15d-15(e) under the Exchange Act, means controls dmet grocedures of a company that are designedsirehat information required to
disclosed by a company in the reports that it flesubmits under the Exchange Act is recorded;geesed, summarized and reported, within
the time periods specified in the SEC'’s rules anch. Disclosure controls and procedures includiont limitation, controls and procedures
designed to ensure that information required tdibelosed by a company in the reports that it filesubmits under the Exchange Act is
accumulated and communicated to the company’s nesnegt, 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,
2010, our chief executive officer and chief finalafficer concluded that, as of such date, oucld&ire controls and procedures were effe
at the reasonable assurance level.

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

Changes in Internal Control

There were no changes in our internal control divancial reporting identified in management’s exslon pursuant to Rules 13a-15(d)
or 15d-15(d) of the Exchange Act during the pedodered by this Quarterly Report on Form 10-Q thaterially affected, or are reasonably
likely to materially affect, our internal controber financial reporting.
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PART II. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

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

ITEM 1A. RISK FACTORS

You should carefully consider the risks describelbl together with the other information set farththis Quarterly Report on Form 10-
Q and in our final prospectus dated June 28, 20d@ filed with the Securities and Exchange Commissidnich could materially affect our
business, financial condition and future resultse Tisks described below are not the only riskéfpour company. Risks and uncertainties
currently known to us or that we currently deerbéammaterial also may materially adversely affaat business, financial condition and
operating results.

Risks Related to Our Business and Industry
Our limited operating history makes evaluating obusiness and future prospects difficult, and maycrease the risk of your investment.

You must consider the risks and difficulties wedfas an early stage company with limited operdatiatpry. If we do not successfully
address these risks, our business, prospects timgemasults and financial condition will be matdly and adversely harmed. We were formed
in July 2003. We began delivering our first perfamoe electric vehicle, the Tesla Roadster, in €088, and as of September 30, 2010 we
only sold approximately 1,350 production vehiclestistomers, almost all of which were sold in thetét States and Europe. Our revenues
were $14.7 million for the year ended December2BD8, $111.9 million for the year ended Decembe2BD9 and $80.5 million for the nine
months ended September 30, 2010. We have a veitgdiroperating history on which investors can teasevaluation of our business,
operating results and prospects. To date we haweedeour revenues principally from sales of thel@éRoadster and related sales of zero
emission vehicle credits, and to a lesser exteqroducts and services related to electric powiersales. We intend in the longer term to
derive substantial revenues from the sales of aumed Model S sedan electric vehicle which isna¢arly stage of development and which we
do not expect to be in production until mid-2012e YWave no operating history with respect to the &&lelectric vehicle and have only
recently begun the component procurement proceshédModel S, which limits our ability to accurlgtéorecast the cost of the vehicle. In
addition, we only recently completed the purchdse manufacturing facility in Fremont, California produce such vehicles, and we have not
yet finalized the full vehicle design or completadr engineering, manufacturing or component supfaps for the Model S. In addition, as
September 30, 2010 our powertrain sales, developsegvices revenue and powertrain research andageuent compensation have been
almost entirely generated under arrangements waiim@r AG, or Daimler, for the development and s#la battery pack and a charger for
Daimler’'s Smart fortwo electric drive and for theveélopment of a battery pack for Daimler’s A-Claesicle. Blackstar Investco LLC, or
Blackstar, an affiliate of Daimler, holds more &% of our outstanding capital stock. There arasgurances that we will be able to secure
future business with Daimler or its affiliates.@ctober 2010, Tesla and Toyota Motor Corporatier,ayota, entered into an agreement to
develop a validated electric powertrain for the diayRAV4. Toyota also purchased 2,941,176 sharesiofommon stock in a private
placement transaction that occurred concurrenttiy thie closing of our IPO. We have also announegdrdgention for Tesla to receive
Toyota’s support with sourcing parts and productiod engineering expertise for the Model S. Howewerhave not entered into any
agreements with Toyota for any such assistanckidimyg any purchase orders, and we may never do so.
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It is difficult to predict our future revenues aaplpropriately budget for our expenses, and we haeed insight into trends that may
emerge and affect our business. For example, ifiteanost recent fiscal quarters ended Septembe2@L0, we have recorded quarterly
revenue of as much as $45.5 million and as ligl&H8.6 million and quarterly operating lossesofraich as $37.8 million and as little as $4.3
million. In the event that actual results diffeorin our estimates or we adjust our estimates irrdéyperiods, our operating results and financial
position could be materially affected.

In addition, our revenues to date have includedwartsowe receive from selling zero emission vehiateZEV, credits to other automob
manufacturers, pursuant to certain state regulsitidfe have entered into an agreement with Ametit@amda Co., Inc., or Honda, in 2009 for
the sale of ZEV credits that we earn from the séhkehicles that we manufacture through DecembefB11. As of September 30, 2010, we
had sold credits for 446 vehicles under this agesgrand Honda has an obligation to purchase additicredits earned from the sale of any
remaining vehicles that we manufactured in 2009sbid in 2010 and from the sale of up to 219 addél vehicles manufactured in 2010 and
2011 prior to the expiration of the agreement. theryears ended December 31, 2008 and 2009, amintaenonths ended September 30, 2
we recognized revenue from the sale of ZEV cregfits3.5 million, $8.2 million and $2.0 million, resctively. We may not be able to enter
into new agreements to sell any additional creglésmay earn in excess of the current contractualusaits on equivalent terms and if this
occurs, our financial results will be harmed.

We have a history of losses and we expect signifigGacreases in our costs and expenses to resultantinuing losses for at least the
foreseeable future

We incurred a net loss of $103.0 million for theenimonths ended September 30, 2010 and have idawetdosses of approximately
$363.6 million from our inception through SeptemBér 2010. We have had net losses in each quamter sur inception. We believe that we
will continue to incur operating and net losseshequarter until at least the time we begin sigaificdeliveries of the Model S, which is not
expected to be in production until mid-2012 withhreér volume production not occurring until 2013d amay occur later. Even if we are able to
successfully develop the Model S, there can bessarance that it will be commercially successfulveé are to ever achieve profitability it will
be dependent upon the successful development asdssful commercial introduction and acceptanautdmobiles such as the Model S,
which may not occur.

We expect the rate at which we will incur lossegtmease significantly in future periods from ant levels as we:
» design, develop and manufacture our planned Mog
» design, develop and manufacture components ofleatrie powertrain
» develop and equip our manufacturing facility toguoe our Model S in Fremont, Californ
*  Dbuild up inventories of parts and components farMadel S;
» develop and equip manufacturing facilities to pra@our electric powertrain componer
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e open new Tesla store

» expand our design, development, maintenance ardr regpabilities

* increase our sales and marketing activities;

* increase our general and administrative functiorsupport our growing operatior

Because we will incur the costs and expenses fhaset efforts before we receive any incrementalmeee with respect thereto, our
losses in future periods will be significantly giexathan the losses we would incur if we developedbusiness more slowly. In addition, we
may find that these efforts are more expensive Wacurrently anticipate or that these efforts mayresult in increases in our revenues, w
would further increase our losses.

In addition, as of September 30, 2010, we had dezba full valuation allowance on our United Statesdeferred tax assets as at this
point we believe it is more likely than not that wil not achieve profitability and accordingly lable to use our deferred tax assets in the
foreseeable future. In addition, we have not y&tueined whether our IPO would constitute an owigrshange resulting in limitations on
our ability to use our net operating loss and tedit carry-forwards. If an ownership change ismled to have occurred as a result of our IPO,
utilization of these assets could be significantiguced.

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

Our growth is highly dependent upon the adoptiordrysumers of, and we are subject to an elevatkadfiany reduced demand for,
alternative fuel vehicles in general and electgbigles in particular. If the market for electriehicles does not develop as we expect or
develops more slowly than we expect, our busin@espects, financial condition and operating reswitl be harmed. The market for
alternative fuel vehicles is relatively new, ragidlvolving, characterized by rapidly changing teabgies, price competition, additional
competitors, evolving government regulation andistdy standards, frequent new vehicle announcenagt€hanging consumer demands and
behaviors. Factors that may influence the adomifaaternative fuel vehicles, and specifically eéfecvehicles, include:

» perceptions about electric vehicle quality, safatyparticular with respect to lithiu-ion battery packs), design, performance
cost, especially if adverse events or accidentsratat are linked to the quality or safety of éliecvehicles;

» perceptions about vehicle safety in general, itipaar safety issues that may be attributed taues of advanced technolog
including vehicle electronics and regenerative Imglsystems, such as the possible perception thaitd’s recent vehicle recalls
may be attributable to these syste

» the limited range over which electric vehicles nbaydriven on a single battery char
» the decline of an electric vehi’s range resulting from deterioration over timehia batter’s ability to hold a charge

» concerns about electric grid capacity and relighilivhich could derail our past and present effartpromote electric vehicles as a
practical solution to vehicles which require gase}

» the availability of alternative fuel vehicles, inding pluc-in hybrid electric vehicles
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* improvements in the fuel economy of the internahbastion engine

» the availability of service for electric vehicle

» 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 Statesl from unstable or hostile countrie
* government regulations and economic incentives ptimg fuel efficiency and alternate forms of enet

* access to charging stations, standardization ofredevehicle charging systems and consur perceptions about convenience
cost to charge an electric vehic

» the availability of tax and other governmental imiees to purchase and operate electric vehicléstare regulation requirin
increased use of nonpolluting vehicl

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

In addition, recent reports have suggested thenpiatdor extreme temperatures to affect the ramggerformance of electric
vehicles. Based on internal testing, we estimaéedhr Tesla Roadster would have a 5-10% redudatioange when operated in -20°C
temperatures. To the extent customers have conabmg such reductions or third party reports wisiehgest reductions in range
greater than our estimates gain widespread acaaptaar ability to market and sell our vehiclegtipalarly in colder climates, may
be adversely impacted.

Additionally, we may become subject to regulatitmet may require us to alter the design of our alekj which could negatively impact
consumer interest in our vehicles. For example eteotric vehicles make less noise than internaltmgstion vehicles. We are aware of
advocacy groups, such as U.S. National FederafitiredBlind, which are lobbying for regulationsrexjuire electric vehicle manufacturers to
adopt minimum sound standards.

The influence of any of the factors described abuag cause current or potential customers not toh@se our electric vehicles, which
would materially adversely affect our business,rafieg results, financial condition and prospects.

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

The range of our electric vehicles on a single gbateclines principally as a function of usagegetand charging patterns. For example, a
customer’s use of their Tesla vehicle as well asftaquency with which they charge the batteryhefrt Tesla vehicle can result in additional
deterioration of the battery’s ability to hold aathge. We currently expect that our battery packHerTesla Roadster will retain approximately
60-65% of its ability to hold its initial chargetef approximately 100,000 miles and 7 years, whitthresult in a decrease to the vehicle’s
initial range. Such battery deterioration and #lated decrease in range may negatively influentenpial customer decisions whether to
purchase our vehicles, which may harm our abititynarket and sell our vehicles.
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The operation of our vehicles is different from iatnal combustion engine vehicles and our customeray experience difficulty operatir
them properly, including difficulty transitioning btween different methods of braking.

We have designed our vehicles to minimize incorsece and inadvertent driver damage to the powaerthaicertain instances, these
protections may cause the vehicle to behave in Weatsare unfamiliar to drivers of internal combaoistvehicles. For example, we employ
regenerative braking to recharge the battery intmmagles of vehicle operation. Our customers maypimecaccustomed to using this
regenerative braking instead of the wheel brakedote the vehicle. However, when the vehicle imakimum charge, the regenerative braking
is not needed and is not employed. Accordingly,customers may have difficulty shifting betweerfatiént methods of braking. In addition,
we use safety mechanisms to limit motor torque wtherpowertrain system reaches elevated tempesatarsuch instances, the vehicle’s
acceleration and speed will decrease. Finalljhefdriver permits the battery to substantially dépits charge, the vehicle will progressively
limit motor torque and speed to preserve the chdrgeremains. The vehicle will lose speed andndtely coast to a stop. Despite several
warnings about an imminent loss of charge, thenalte loss of speed may be unexpected. There cao &ssurance that our customers will
operate the vehicles properly, especially in thesmtions. Any accidents resulting from such falto operate our vehicles properly could
harm our brand and reputation, result in adverddigity and product liability claims, and have ateréal adverse affect on our business,
prospects, financial condition and operating resuitt addition, if consumers dislike these featutiesy may choose not to buy additional cars
from us which could also harm our business andpads.

Developments in alternative technologies or improvents in the internal combustion engine may matélyeadversely affect the demand
for our electric vehicles

Significant developments in alternative technolegsch as advanced diesel, ethanol, fuel cetismipressed 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. For example, fuel vbhie abundant and relatively inexpensive in Northekica, such as compressed natural gas,
may emerge as consumers’ preferred alternativetrolpum based propulsion. Any failure by us toalep new or enhanced technologies or
processes, or to react to changes in existing tdogies, could materially delay our development erticbduction of new and enhanced electric
vehicles, which could result in the loss of comipegness of our vehicles, decreased revenue amssaf market share to competitors.

If we are unable to keep up with advances in eléctrehicle technology, we may suffer a decline imr@ompetitive position.

We may be unable to keep up with changes in eteettiicle technology and, as a result, may suffdedine 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, tipgnesults and financial condition. Our reseanld development efforts may not be
sufficient to adapt to changes in electric vehielghnology. As technologies change, we plan toaghgor adapt our vehicles and introduce
models in order to continue to provide vehicledwtite latest technology, in particular battery tethnology. However, our vehicles may not
compete effectively with alternative vehicles if ae not able to source and integrate the latekhtdogy into our vehicles. For example, we
do not manufacture battery cells, which makes p&déent upon other suppliers of battery cell tetdmofor our battery packs.
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We are dependent upon our ability to fully draw dewn our loan facility from the United States Depanent of Energy, which may
restrict our ability to conduct our business.

Our plan for manufacturing the Model S and for depig our electric powertrain facility dependsaur ability to fully draw down on
our loan facility from the United States DepartmehEnergy, or the DOE, under the DOE’s Advancedhf®logy Vehicles Manufacturing
Incentive Program, or ATVM Program. In January 20460 entered into a loan facility with the Feddfadancing Bank, or the FFB, that is
guaranteed by the DOE and which we refer to a®tBE Loan Facility. Our DOE Loan Facility provides fa $465.0 million loan facility
under the DOE's ATVM Program to help finance thatomued development of the Model S, including thenped build out and operation of a
manufacturing facility, and to finance the plantedld out and operation of our electric powertraianufacturing facility. We cannot, howe\
access all of these funds at once, but only oy&rad of up to three years through periodic drasgligible costs are incurred. Through
September 30, 2010, we have received loans unddd®©k Loan Facility for an aggregate of $56.6 rilli Our ability to draw down these
funds under the DOE Loan Facility is conditionedugeveral draw conditions. For the Model S martufaw facility project, the draw
conditions include our achievement of progress stilees relating to the design and developmenteoMbdel S and the Model S
manufacturing facility. For the electric powertraimanufacturing facility, the draw conditions inctudur achievement of progress milestones
relating to the successful development of commeatiangements with third parties for the supplyoivertrain components. Additionally, the
DOE Loan Facility will require us to comply withrtain operating covenants and will place additiaeatrictions on our ability to operate our
business. We are unaccustomed to managing ourdsssivith such restrictions and others that arecéged with a significant credit
agreement. If we are unable to draw down the guatted funds under the DOE Loan Facility, or outighto make such draw downs is
delayed, we may need to obtain additional or adteve financing to operate our Model S and eleg@dwertrain manufacturing facilities to the
extent our cash on hand is insufficient. Any faltw obtain the DOE funds or secure other alteradtinding could materially and adversely
affect our business and prospects. Such additmmaternative financing may not be available dreative terms, if at all, and could be more
costly for us to obtain. As a result, our plansiailding our Model S and electric powertrain mauifiring plants could be significantly
delayed which would materially adversely affect business, prospects, financial condition and dpeyaesults.

Our DOE Loan Facility documents contain customaryemants that include, among others, a requirethanthe project be conducted in
accordance with the business plan for such projechpliance with all requirements of the ATVM Pragr, and limitations on our and our
subsidiaries’ ability to incur indebtedness, intiens, make investments or loans, enter into mergeacquisitions, dispose of assets, pay
dividends or make distributions on capital stodlepay indebtedness, pay management, advisory dasiees to affiliates, enter into certain
affiliate transactions, enter into new lines ofibess and enter into certain restrictive agreemdihtsse restrictions may limit our ability to
operate our business and may cause us to tak@sctigprevent us from taking actions we believengaessary from a competitive standpoint
or that we otherwise believe are necessary to guavbusiness.
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Our distribution model is different from the predoimant current distribution model for automobile marfacturers, which makes
evaluating our business, operating results and fugyprospects difficult.

Our distribution model is not common in the autoifomdustry today, particularly in the United Stat We plan to continue to sell our
performance electric vehicles over the internetiarmbmpany-owned Tesla stores. This model of Veltdistribution is relatively new and
unproven, especially in the United States, andesitbjus to substantial risk as it requires, indpgregate, a significant expenditure and
provides for slower expansion of our distributiordaales systems than may be possible by utilaingre traditional dealer franchise system.
For example, we will not be able to utilize longaddished sales channels developed through a fismelstem to increase our sales volume,
which may harm our business, prospects, financiatition and operating results. Moreover, we wildompeting with companies with well
established distribution channels.

As of September 30, 2010, we had opened 14 Tesifassin the United States and Europe, eight of ivhave been open for less than
year. We have only limited experience distributamgl selling our performance vehicles through owl& stores. As of September 30, 2010
had only sold approximately 1,350 Tesla Roadstecsistomers, primarily in the United States andoar Our success will depend in large
part on our ability to effectively develop our owales channels and marketing strategies. Implengentir business model is subject to
numerous significant challenges, including obtainermits and approvals from local and state aiitesrand we may not be successful in
addressing these challenges.

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

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

We sell our vehicles from our Tesla stores as aglbver the internet. We may not be able to selehicles through this sales model in
each state in the United States as many stateddasehat may be interpreted to prohibit intersees by manufacturers to residents of the
state or to impose other limitations on this sabeslel, including laws that prohibit manufacturexant selling vehicles directly to consumers
without the use of an independent dealership drawit a physical presence in the state. For exartipestate of Texas prohibits a manufact
from being licensed as a dealer or to act in thpacity of a dealer, which would prohibit us fromeogting a store in the state of Texas and may
restrict our ability to sell vehicles to Texas desits over the internet from out of state altogettithout altering our sales model. The state of
Kansas provides that a manufacturer cannot dediwerhicle to a Kansas resident except through kerdiégensed to do business in the state of
Kansas, which may be interpreted to require ugpena store in the state of Kansas in order toveéicles to Kansas residents. In some states
where we have opened a “gallery,” which is a lawmativhere potential customers can view our vehiolgds not a full retail location, it is
possible that a state regulator could take thetipogihat activities at our gallery constitute arlicensed motor vehicle dealership and thereby
violates applicable manufacturer-dealer laws. Kkangple, the state of Colorado required us to oldasder and manufacturer licenses in the
state in order to operate our gallery in Colorddaddition, some states have requirements thaicgefacilities be available with respect to
vehicles sold in the state, which may be intergrétealso require that service facilities be avdéavith respect to vehicles sold over the
internet to residents of the state thereby limiting ability to sell vehicles in states where wendd maintain service facilities.
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The foregoing examples of state laws governingstile of motor vehicles are just some of the reguiatwe will face as we sell our
vehicles. In many states, the application of statéor vehicle laws to our specific sales modeaigé¢ly untested under state motor vehicle
industry laws, particularly with respect to salegsiothe internet, and would be determined by adpetific analysis of numerous factors,
including whether we have a physical presence @i@maes in the applicable state, whether we adseedi conduct other activities in the
applicable state, how the sale transaction is t&tred, the volume of sales into the state, and drdhe state in question prohibits
manufacturers from acting as dealers. As a restifteofact specific and untested nature of theseis, and the fact that applying these laws
intended for the traditional automobile distributimodel to our sales model allows for some integtien and discretion by the regulators, the
manner in which the applicable authorities will Bpiheir state laws to our distribution model iskaown. Such laws, as well as other laws
governing the motor vehicle industry, may subjectaipotential inquiries and investigations fromtstmotor vehicle regulators who may
guestion whether our sales model complies withieable state motor vehicle industry laws and whqg meguire us to change our sales model
or may prohibit our ability to sell our vehiclesresidents in such states. In addition, decisignsegulators permitting us to sell vehicles may
be subject to challenges as to whether such dasisiomply with applicable state motor vehicle indutaws. Such challenges, if successful,
could prohibit our ability to sell our vehiclestesidents in such states.

To date, we are registered as both a motor vehieleufacturer and dealer in California, Coloradoyigh, lllinois and Washington and
we are licensed as a motor vehicle dealer in tite sif New York. We have not yet sought formali€itzation of our ability to sell our vehicles
in any other states.

We are also registered as both a motor vehicle faaturer and dealer in Canada, Australia, and Japahhave obtained licenses to sell
vehicles in other countries such as Hong Kong andgepore. Furthermore, while we have performedrealysis of the principal laws in the
European Union relating to our distribution modedi delieve we comply with such laws, we have notggmed a complete analysis in all
foreign jurisdictions in which we may sell vehiclégcordingly, there may be laws in jurisdictions ave not yet entered or laws we are
unaware of in jurisdictions we have entered thay neatrict our vehicle reservation practices orothusiness practices. Even for those
jurisdictions we have analyzed, the laws in theaaczan be complex, difficult to interpret and mbhgrge over time

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

We are significantly dependent upon revenue genetafrom the sale of our electric vehicles, spedfig the Tesla Roadster, in the near
term, and our future success will be dependent ugr ability to design and achieve market acceptaraf new vehicle models, and
specifically the Model S

We currently generate the majority of our revermoenfthe sale of our Tesla Roadsters and the sdleoklated zero emission vehicle
credits. We began production of our Tesla Roadsisrin 2008, and our second planned vehicle, oad®l S, is not expected to be in
production until mid-2012, requires significant @stment prior to commercial introduction, and mayer be successfully developed or
commercially successful. There can be no assuithateve will be able to design future models offpenance electric vehicles that will meet
the expectations of our customers or that our &tnodels, including the Model S, will become comeradly viable. In particular, it is commc
in the automotive industry for the production vééim have a styling and design different from thiathe concept vehicle, which may happen
with the Model S. We believe the design of theyeprbtotype Model S is one of the key reasons whkyhave received approximately 3,000
reservations for the vehicle as of September 3002To the extent that we are not able to buildpteeluction Model S to the expectations
created by the early prototype, customers may ¢dineie reservations and our future sales coultidmened. Additionally, historically,
automobile customers have come to expect new aprbirad vehicle models to be introduced frequemtiyorder to meet these expectations,
we may in the future be required to introduce oagular basis new vehicle models as well as enltaversions of existing vehicle models. As
technologies change in the future for automobiteganeral and performance electric vehicles sppadifi, we will be expected to upgrade or
adapt our vehicles and introduce new models inrdaleontinue to provide vehicles with the latestiinology. To date we have limited
experience simultaneously designing, testing, mestufing and selling our electric vehicles.
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We anticipate that we will experience an increasddsses and may experience a decrease in autoradales revenues prior to the
launch of the Model S.

Prior to the launch of our Model S, we anticipate automotive sales may decline, potentially sigaifitly. We currently produce the
Tesla Roadster gliders, which are partially assethikhicles that do not contain our electric powaént with Lotus in Hethel, England. We
currently intend to manufacture gliders with Lofasour current generation Tesla Roadster untilddgger 2011. We intend to use these gl
in the manufacturing of the Tesla Roadster to lhaifiil orders placed in 2011 as well as new ordeleced in 2012 until our supply of glider:
exhausted. We do not currently plan to begin sglior next generation Tesla Roadster until at leastyear after the launch of the Model S,
which is expected to be in production in mid-2048.a result, we anticipate that we will generataitied revenue from selling electric vehicles
in 2012 until the launch of our Model S. The launétour Model S could be delayed for a number asoas and any such delays may be
significant and would extend the period in whichw@uld generate limited revenues from sales ofabectric vehicles. The potential decrease
in automotive sales revenues for the periods poithe launch of the Model S may be significant aadld materially and adversely affect our
business, prospects, operating results and finbecmnaition and our ability to fund operating lossmuld seriously constrain our growth.

Furthermore, except for our arrangements with Daiirahd its affiliates and Toyota, we do not culsehave any arrangements in place
with third parties for the development or purchaeomponents in our electric powertrain busin@$gre are no assurances that we will be
able to secure future business with Daimler oaffifiates as it has indicated its intent to proel@adl of its lithium-ion batteries by 2012 as part
of a joint venture with Evonik Industries AG andshennounced it has entered into a joint venturk B¥D Auto to collaborate on the
development of an electric car under a jointly ovnew brand for the Chinese market. Recently, Detimidis indicated that there may be an
opportunity for us to continue supplying electr@agrtrain components, including battery packs,dh2and beyond, but we have not entered
into any agreements with Daimler for these arrareggmand we may never do so. In October 2010, @l agota entered into an agreemer
develop a validated electric powertrain for the dayRAV4, although we may not be able to enter auditional agreements with Toyota in
future.

A large amount of our Tesla Roadster sales reveimu009 was due to the fulfillment of orders froneservations taken in prior years.

As of September 30, 2010 we had sold approximdt@$0 Tesla Roadsters to customers, almost alhidlwwere sold in the United
States and Europe, of which a large number weerved by customers in prior years. Of these TeskadRters, we delivered and recognized
revenue on 324 in the quarter ended Septembel089, & we made a significant effort to increasepooduction capacity in order to accele
deliveries to customers. As a result, our revemuése quarter ended September 30, 2009 were ggntfy higher than in prior quarters and in
subsequent quarters since that time. We do notcexpdave a significant wait list of orders forrdtesla Roadster in the future, and we may
not be able to maintain or increase our vehiclessedvenue in future quarters. This may be the @ase though we will make significant
investments to expand our network of Tesla stonglssales personnel. Furthermore, potential customeay decide to defer purchasing the
Tesla Roadster in anticipation of our planned mexteration Tesla Roadster or Model S. All reseovagtiayments for the Model S are fully
refundable.
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We have received only a limited number of curreeservations for Tesla Roadsters and Model S sedafsf which are subject to
cancellation.

As of September 30, 2010, we had unfilled resepnatior approximately 101 Tesla Roadsters and appetely 3,000 Model S sedans,
all of which are subject to cancellation by thetouger up until such time that the customer entgis a purchase agreement. Historically, all of
our reservations have been refundable, subjectémeellation fee and we have had a significantbemof customers who submitted
reservations for the Tesla Roadster or the Mod=r&el those reservations. We recently changedeservation policy to require
nonrefundable deposits for Tesla Roadsters manurgtto specification, whether such vehicle isfarchase or for lease. We will also
occasionally accept refundable reservation paynfenthie Tesla Roadster if a customer is interestgulirchasing a vehicle but not yet
prepared to select the vehicle specifications.

Our customers have historically cancelled, and nzmgcel, their reservations for many reasons, irictuthe customer’s inability to fund
the purchase, the customer’s decision to foreg@tinehase during the economic downturn, the custsrteck of confidence in our long-term
viability and our ability to deliver the promisedhicle, the customer’s concern over the ultimaieepof the vehicle, including the price of its
options, or the potentially long wait from the timeeservation is made until the time the vehislédlivered. In addition, given the long lead
times that we have historically experienced betwaestomer reservation and delivery on the TesladBea and that we expect to experience
on the Model S, there is a heightened risk thatocnsrs that have made reservations may not ultlpntetke delivery on vehicles due to
potential changes in customer preferences, conyeetievelopments and other factors. For examplenwie delayed the introduction of the
original Tesla Roadster in fall 2007, we experiehaesignificant number of customers that canceheit reservations and requested the return
of their reservation payment. If we encounter deliaythe introduction of the Model S, we believatth significant number of our customers
could cancel their reservations. As a result, mu@ce can be made that reservations will noabeadled and will ultimately result in the fir
purchase, delivery, and sale of the vehicle. Saeittellations could harm our financial conditionsimess, prospects and operating results.

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

We may not be able to successfully develop newtrtegehicles and services, address new market setgnor develop a significantly
broader customer base. To date, we have focusdousimess on the sale of high-performance eleegtiicles and have targeted relatively
affluent consumers. We will need to address adwifionarkets and expand our customer demograpluier to further grow our business. In
particular, we intend the Model S to appeal todhstomers of premiumehicles, which is a much larger and different dgraphic from that c
the Tesla Roadster. Successfully offering a vehicthis vehicle class requires delivering a vehieith a higher standard of fit and finish in
interior and exterior than currently exists in Tesla Roadster, at a price that is competitive witter premium vehicles. We have not
completed the design, component sourcing or matwiag process for the Model S, so it is diffictdtforecast its eventual cost,
manufacturability or quality. Therefore, there ¢@nno assurance that we will be able to deliveztdole that is ultimately competitive in the
premium vehicle market. In May 2010, we publichynaanced our intent to develop a third generatiectek vehicle which we expect to
produce at our manufacturing facility in Fremonali@rnia a few years after the introduction of ledel S. However, we have not yet
finalized the design, engineering or componentaogrplans for this vehicle and there are no asm@sthat we will be able to bring this
vehicle to market at a lower price point and inh@igvolumes than our planned Model S as we cugrémtind, if at all. Our failure to address
additional market opportunities would harm our bass, financial condition, operating results araspects.
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Our production model for the non-powertrain portioof the Model S is unproven, still evolving andvsry different from the non-
powertrain portion of the production model for thEesla Roadstel

Our future business depends in large part on ailityaio execute on our plans to develop, manufegtmarket and sell our planned
Model S electric vehicle. To date our revenues tmaen principally derived from the sales of ourldé®oadster. The Tesla Roadster has only
been produced in low volume quantities and the hedgsembled by Lotus Cars Limited, or Lotushim tynited Kingdom, with the final
assembly by us at our facility in Menlo Park, Galifia for sales destined in the United States. \&e  manufacture the Model S in higher
volumes than our present production capabilitiesuinmanufacturing facility in Fremont, Californi&s a result, the non-powertrain portion of
the production model for the Model S will be subsigly different and significantly more complexatththe non-powertrain portion of the
production model for the Tesla Roadster. In addijtise plan to introduce a number of new manufaetutechnologies and techniques, such as
a new painting process and aluminum spot weldisgesys, which have not been widely adopted in themaotive industry. Our Model S
production model will require significant investmgiof cash and management resources and we masiengeeunexpected delays or
difficulties that could postpone our ability to laah or achieve full manufacturing capacity for Medel S, which could have a material adve
effect on our business, prospects, operating eanld financial condition.

Our production model for the Model S is based omyrieey assumptions, which may turn out to be irextrrincluding:

« that we will be able to secure the funding necgstabuild out and equip our manufacturing facilityFremont, California in a
timely manner, including meeting milestones anapttonditions necessary to draw down funds undefoan facility with the
DOE;

» that we will able to develop and equip our manufeng facility for the Model S in Fremont, Califaenwithout exceeding ot
projected costs and on our projected timel

» that the equipment which we have purchased or whiekelect will be able to accurately manufactheevehicle within specified
design tolerance!

» that our computer aided design process can redhggeroduct development time by accurately predictire performance of our
vehicle for passing relevant safety standardsudinh standards that can only be met through expersash testing

« that we will be able to comply with environmentablasimilar regulations to operate our manufactufawgilities and our business
our projected timeline

» that we will be able to engage suppliers for theessary components on terms and conditions acdetabs and that we will be
able to obtain components on a timely basis akddmecessary quantitie

» that we will be able to deliver final componentides to our suppliers in a timely mann

« that we will be able to attract, recruit, hire drain skilled employees, including employees ongtaduction line, to operate our
Model S manufacturing facility in Fremont, Calif@an
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» that we will be able to maintain high quality catéras we transition to an-house manufacturing process; ¢
» that we will not experience any significant delayslisruptions in our supply chai

If one or more of the foregoing assumptions tummsto be incorrect, our ability to successfullyiah the Model S on time and on budget
if at all, and our business prospects, operatisglte and financial condition may be materially adyersely impacted.

We have no experience to date in high volume mauifimg of our electric vehicles. We do not knowettrer we will be able to develop
efficient, automated, low-cost manufacturing cafigbéind processes, and reliable sources of comuangply, that will enable us to meet the
quality, price, engineering, design and producstamdards, as well as the production volumes reduo successfully mass market the
Model S. Even if we are successful in developinghagh volume manufacturing capability and processad reliable sources of component
supply, we do not know whether we will be able tosth in a manner that avoids significant delaysa® overruns, including as a result of
factors beyond our control such as problems wigipiers and vendors, or in time to meet our vehiclemmercialization schedules or to satisfy
the requirements of customers. Any failure to depeduch manufacturing processes and capabilititernwour projected costs and timelines
could have a material adverse effect on our busjm@espects, operating results and financial d¢mdi

We may experience significant delays in the desiggnufacture, launch and financing of the Model $cluding in the build out of our
Model S manufacturing facility, which could harm awbusiness and prospect

Any delay in the financing, design, manufacture knohch of the Model S, including in the build @fitour Model S manufacturing
facility in Fremont, California, could materiallyachage our brand, business, prospects, financiaitiam and operating results. Automobile
manufacturers often experience delays in the designufacture and commercial release of new vehiddels. We experienced significant
delays in launching the Tesla Roadster. We injtiainounced that we would begin delivering the §&badster in June 2007, but due to
various design and production delays, we did ngsally deliver our first Tesla Roadster until Fedry 2008, and we only achieved higher
production of this vehicle in the quarter ended &eber 31, 2008. These delays resulted in additiowsts and adverse publicity for our
business. We may experience similar delays in laimgcthe Model S, and any such delays could befgignt.

In addition, final designs for the Model S and gldor the build out of the manufacturing facilitseastill in process, and various aspec
the Model S component procurement and manufactylzags have not yet been determined. We are ciyrewaluating, qualifying and
selecting our suppliers for the planned productibthe Model S. However, we may not be able to gagauppliers for the remaining
components in a timely manner, at an acceptabbe jori in the necessary quantities. In additionyilealso need to do extensive testing to
ensure that the Model S is in compliance with ayaflie NHTSA safety regulations and EPA regulatiomsr to beginning mass production ¢
delivery of the vehicles. Our plan to begin produtiof the Model S in mid-2012 is dependent upanttimely availability of funds, upon our
finalizing the related design, engineering, compmeocurement, testing, build out and manufactughans in a timely manner and upon our
ability to execute these plans within the currémetine.
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We completed the purchase of our manufacturinditiaé@h Fremont, California in October 2010 andesgkd it in part because it was
recently used for automobile manufacturing, wastied within 20 miles of our Palo Alto engineeriagifity, and we believe its size may allow
us to adapt our internal manufacturing plans qyickle expect that all these factors will suppoet timely start of production for the Model S.
However, because we have only recently acquiredféitility and have not begun to implement our niacturing plans, we may experience
unexpected delays in completing the build out &f tacility for the production of our planned Modgl

We intend to fund the build out of the manufactgriacility principally by using existing cash, casbm our IPO, cash from the recent
private placements with Toyota and Panasonic asld chtained through the DOE Loan Facility. Ourigbtb draw down these funds under
DOE Loan Facility is conditioned upon several d@mditions. These draw conditions include our agneent of progress milestones relating
to the design and development of the Model S aadvtbdel S manufacturing facility. If we are unatwedraw down the anticipated funds
under the DOE Loan Facility on the timeline thatawgicipate, our plans for building our Model S aelctric powertrain manufacturing plants
could be significantly delayed which would matdyiadversely affect our business, prospects, firdrmondition and operating results.

We face significant barriers in our attempt to prade our Model S, and if we cannot successfully a@ne those barriers our business
will be negatively impacted.

We face significant barriers as we attempt to peedour first mass produced vehicle, our Model S.diMeently have a drivable early
prototype of the Model S, but do not have a fulldarction intent prototype, a final design, a boilt- manufacturing facility or a manufacturing
process. The automobile industry has traditionadlgn characterized by significant barriers to enirgluding large capital requirements,
investment costs of designing and manufacturingcles) long lead times to bring vehicles to maffkein the concept and design stage, the
need for specialized design and development esgertegulatory requirements and establishing adbname and image and the need to
establish sales and service locations. As a matwréacand seller of only electric vehicles, we faceariety of added challenges to entry that a
traditional automobile manufacturer would not ermgeu including additional costs of developing amdducing an electric powertrain that has
comparable performance to a traditional gasolirgirenin terms of range and power, inexperience géttvicing electric vehicles, regulations
associated with the transport of lithium-ion ba#terand unproven high-volume customer demand ftyr électric vehicles. In addition, while
we are designing the Model S to have the capalditapidly swap out its battery pack, there arespecialized facilities today to perform such
swapping. While we may offer this service in theufe at our stores, no assurance can be proviéeavéhwill do so, or that any other third
party will offer such services. We must succesgfallercome these barriers as we move from produtiedow volume Tesla Roadster to the
Model S which we plan to produce at much higheuras. If we are not able to overcome these baroersbusiness, prospects, operating
results and financial condition will be negativétypacted and our ability to grow our business tllharmed.

Any changes to the Federal Trade Commission’s electehicle range testing procedure or the Unitethfs Environmental Protection
Agency's energy consumption regulations for electric vehes could result in a reduction to the advertisethge of our vehicles which could
negatively impact our sales and harm our business.

The Federal Trade Commission, or FTC, require® usiculate and display the range of our electeiticles on a label we affix to the
vehicle’'s window. The FTC specifies that we folltesting requirements set forth by the Society ofofotive Engineers, or SAE, which
further requires that we test using the Unitedet&nvironmental Protection Agency’s, or EPA’s, bamed city and highway testing cycles.
The EPA recently announced that it would develap @stablish new energy efficiency testing methogiel® for electric vehicles. Based on
initial indications from the EPA, we believe itlikely that the EPA will modify its testing cyclés a manner that, when applied to our vehic
could reduce the advertised range of our vehiglagito 30% as compared to the combined two-cydedurrently applicable to our vehicles.
However, there can be no assurance that the modifA testing cycles will not result in a greateduction. To the extent that the FTC adopts
these procedures in place of the current procedwoasthe SAE, this could impair our ability to amtise the Tesla Roadster as a vehicle tr
capable of going in excess of 200 miles. Moreosach changes could impair our ability to deliver Model S with the initially advertised
range, which could result in the cancellation oumber of the approximately 3,000 reservations lthat been placed for the Model S as of
September 30, 2010. Any reduction in the advertisade of our vehicles could negatively impact eehicle sales and harm our business.
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We have no experience with using common platformghe design and manufacture of our vehicles.

If we are unable to effectively leverage the besedf using an adaptable platform architecture,buginess prospects, operating results
and financial condition would be adversely affecétt intend to design the Model S with an adaptplagorm architecture and common
electric powertrain so that we can use the platfoftine Model S to create future electric vehiclasluding, as examples, a crossover/sport
utility vehicle, a van and a cabriolet. We haveemperience with using common platforms in the desigd manufacture of our vehicles and
design of the Model S is not complete. We may n@dianges to the design of the Model S that may ritakere difficult to use the Model S
platform for future electric vehicles. There areassurances that we will be able to use the Mogitform to bring future vehicle models to
market faster or more inexpensively by leveragisg af this common platform or that there will béfisient customer demand for additional
vehicle variants of this platform.

If we are unable to reduce and adequately contiteé tcosts associated with operating our businessluding our costs of manufacturing,
sales and materials, our business, financial conalit, operating results and prospects will sufft

If we are unable to reduce and/or maintain a seffity low level of costs for designing, manufaatgy, marketing, selling and
distributing and servicing our electric vehiclekative to their selling prices, our operating résugross margins, business and prospects could
be materially and adversely impacted. We have maugwill be required to continue to make, sigmifitinvestments for the design,
manufacture and sales of our electric vehicles. Wike first began delivering our Tesla Roadsterairlye2008, our marginal costs of produc
the Tesla Roadster exceeded our revenue fromgeiose vehicles. Revenue from the sales of ouaRsadster as well as from zero
emission vehicle, or ZEV, credits did not exceestsof revenues related to our Tesla Roadstel, thetquarter ended June 30, 2009. There
can be no assurances that our costs of producihgelivering the Model S will be less than the mawe we generate from sales at the time of
the Model S launch or that we will achieve our ectpd gross margin on sales of the Model S.

We incur significant costs related to procuring téw materials required to manufacture our higHeparance electric cars, assembling
vehicles and compensating our personnel. We v aicur substantial costs in constructing anddingl out our Model S and powertrain
manufacturing facilities, each of which could pdtally face cost overruns or delays in constructiddditionally, in the future we may be
required to incur substantial marketing costs aqgeases to promote our vehicles, including throtinghuse of traditional media such as
television, radio and print, even though our marigeexpenses to date have been relatively limifade are unable to keep our operating costs
aligned with the level of revenues we generate operating results, business and prospects wiidimed. Many of the factors that impact our
operating costs are beyond our control. For exantipéecosts of our raw materials and componentdy as lithium-ion battery cells or carbon
fiber body panels used in our vehicles, could iaseedue to shortages as global demand for thedaqgisancreases. Indeed, if the popularit
electric vehicles exceeds current expectationsowitlignificant expansion in battery cell produotmapacity and advancements in battery cell
technology, shortages could occur which would tasuhcreased materials costs to us.
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The automotive market is highly competitive, and may not be successful in competing in this indystWe currently face competition
from established competitors and expect to face petition from others in the future

The worldwide automotive market, particularly fdteanative fuel vehicles, is highly competitive tgdand we expect it will become ev
more so in the future. As of September 30, 201Gther mass produced performance highway capabitriel vehicles were being sold in the
United States or Europe. However, we expect congpstio enter these markets within the next seweraits with some entering as early as the
end of 2010 and as they do so we expect that wexpkrience significant competition. With resptecour Tesla Roadster, we currently face
strong competition from established automobile nfacturers, including manufacturers of high-perfonegvehicles, such as Porsche and
Ferrari. In addition, upon the launch of our MoBededan, we will face competition from existing &mtdire automobile manufacturers in the
extremely competitive luxury sedan market, inclgdikudi, BMW, Lexus and Mercedes.

Many established and new automobile manufactur@re bntered or have announced plans to entertéreative fuel vehicle market.

For example, Nissan has announced that it is dpirgjdhe Nissan Leaf, a fully electric vehicle, it plans to bring to market in late 2010.
BYD Auto has also announced plans to bring an etecthicle into the United States market in 204/ Ford has announced that it plans to
introduce an electric vehicle in 2011. In additieayeral manufacturers, including General Motowsjofa, Ford, and Honda, are each selling
hybrid vehicles, and certain of these manufacturaxe announced plug-in versions of their hybribigles. For example, General Motors has
announced that it is developing the Chevrolet Mahich is a plug-in hybrid vehicle that operatesgbyion electric power for a limited number
of miles, at which time an internal combustion exegéngages to recharge the battery. General Matorsunced that it plans to begin selling
the Chevrolet Volt at the end of 2010.

Moreover, it has been reported that Daimler, Lefgsche, Audi, Renault, Mitsubishi, Volkswagen &udbaru are also developing
electric vehicles. Several new start-ups have atsmunced plans to enter the market for performategric vehicles, although none of these
have yet come to market. Finally, electric vehitiase already been brought to market in China @nerdoreign countries and we expect a
number of those manufacturers to enter the UnitateS market as well.

Most of our current and potential competitors hsigmificantly greater financial, manufacturing, iketing and other resources than we
do and may be able to devote greater resourcée teisign, development, manufacturing, distribyggomotion, sale and support of their
products. Virtually all of our competitors have ra@xtensive customer bases and broader customéndusgtry relationships than we do. In
addition, almost all of these companies have loogerating histories and greater name recognitian tve do. Our competitors may be in a
stronger position to respond quickly to new tecbgas and may be able to design, develop, markesalhtheir products more effectively.
Furthermore, certain large manufacturers offerrfaiag and leasing options on their vehicles and hés/e the ability to market vehicles at a
substantial discount, provided that the vehiclesfimanced through their affiliated financing compaWe only began offering a leasing
program in February 2010 which is currently onlhaitable to qualified customers in the United Stat¥e do not currently offer, or plan to
offer, any form of direct financing on our vehicl&ge have not in the past, and do not currentfigrafustomary discounts on our vehicles. The
lack of our direct financing options and the abseoiccustomary vehicle discounts could put usairapetitive disadvantage.
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We expect competition in our industry to intensifithe future in light of increased demand for raégive fuel vehicles, continuing
globalization and consolidation in the worldwideauotive industry. Factors affecting competitioolirde product quality and features,
innovation and development time, pricing, reliagilsafety, fuel economy, customer service andniiirag terms. Increased competition may
lead to lower vehicle unit sales and increasedritory, which may result in a further downward priessure and adversely affect our
business, financial condition, operating resultd prospects. Our ability to successfully competeunindustry will be fundamental to our
future success in existing and new markets andnauket share. There can be no assurances thatlieevable 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 customerdtoaa new customers at the prices and levelswiatd allow us to generate attractive rates
of return on our investment. Increased competitionld result in price reductions and revenue shlstfloss of customers and loss of market
share, which could harm our business, prospeaandial condition and operating results.

Demand in the automobile industry is highly volail

Volatility of demand in the automobile industry mematerially and adversely affect our business, peots, operating results and finan
condition. The markets in which we currently congpathd plan to compete in the future have been sutgeonsiderable volatility in demand
in recent periods. For example, according to autordndustry sources, sales of passenger vehiele®rth America during the quarter ended
December 31, 2008 were over 30% lower than thosagithe same period in the prior year. Demandafgomobile sales depends to a large
extent on general, economic, political and sodalditions in a given market and the introductiomefv vehicles and technologies. As a hew
automobile manufacturer and low volume producerhese less financial resources than more establish®mobile manufacturers to
withstand changes in the market and disruptiordemand. As our business grows, economic condiiodstrends in other countries and
regions where we sell our electric vehicles wilpaet our business, prospects and operating remuligell. Demand for our electric vehicles
may also be affected by factors directly impactigomobile price or the cost of purchasing and atpgy automobiles such as sales and
financing incentives, prices of raw materials aadgand components, cost of fuel and governmesgailations, including tariffs, import
regulation and other taxes. Volatility in demandyrfesd to lower vehicle unit sales and increasedritory, which may result in further
downward price pressure and adversely affect osinless, prospects, financial condition and opegagsults. These effects may have a more
pronounced impact on our business given our retismaller scale and financial resources as cosap@a many incumbent automobile
manufacturers.

Difficult economic conditions may affect consumeunghases of luxury items, such as our performandedric vehicles.

Over the last few years, the deterioration in tledal financial markets and continued challengingdition of the macroeconomic
environment has negatively impacted consumer spgratid we believe has adversely affected the sélesr Tesla Roadster. The automobile
industry in particular was severely impacted bygber economic conditions and several vehicle mastufing companies, including General
Motors and Chrysler, were forced to file for bankay. Sales of new automobiles generally have dedmjuring this recessionary period. Sales
of high-end and luxury consumer products, such as our pesgioce electric vehicles, depend in part on digmmaty consumer spending and
even more exposed to adverse changes in generaraaconditions. Difficult economic conditions dduherefore temporarily reduce the
market for vehicles in our price range. Discretigneonsumer spending also is affected by othepfacincluding changes in tax rates and tax
credits, interest rates and the availability amthgeof consumer credit.
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If the current difficult economic conditions contimor worsen, we may experience a decline in theade for our Tesla Roadster or
reservations for our Model S, either of which conrdterially harm our business, prospects, finaramablition and operating results.
Accordingly, any events that have a negative effeacthe United States economy or on foreign ecoasioi that negatively affect consumer
confidence in the economy, including disruptionsii@dit and stock markets, and actual or percedoethomic slowdowns, may harm our
business, prospects, financial condition and operaesults.

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

Our operating results may vary significantly froeripd-to-period due to many factors, including seas factors that may have an effect
on the demand for our electric vehicles. Demandéw cars in the automobile industry in generad, fam high-performance sports vehicles
such as the Tesla Roadster in particular, typiadigline over the winter season, while sales anermgdly higher as compared to the winter
season during the spring and summer months. Wecespkes of the Tesla Roadster to fluctuate oraaa®l basis with increased sales during
the spring and summer months in our second andl fistal quarters relative to our fourth and fiistal quarters. We note that, in general,
automotive sales tend to decline over the wintasse and we anticipate that our sales of the M8d®id other models we introduce may have
similar seasonality. However, our limited operatirigtory makes it difficult for us to judge the exaature or extent of the seasonality of our
business. Also, any unusually severe weather donditn some markets may impact demand for ourclefi Our operating results could also
suffer if we do not achieve revenue consistent withexpectations for this seasonal demand becaasg of our expenses are based on
anticipated levels of annual revenue.

We also expect our period-to-period operating tedolvary based on our operating costs which vieipate will increase significantly
in future periods as we, among other things, deslgaelop and manufacture our planned Model S &adriz powertrain components, build
and equip new manufacturing facilities to produee Model S and electric powertrain components, opam Tesla stores with maintenance
repair capabilities, incur costs for warranty repar product recalls, if any, increase our satesraarketing activities, and increase our general
and administrative functions to support our growapgrations.

As a result of these factors, we believe that quad-quarter comparisons of our operating resarkksnot necessarily meaningful and that
these comparisons cannot be relied upon as ind&cafduture performance. Moreover, our operatiesuits may not meet expectations of
equity research analysts or investors. If this egcihe trading price of our common stock coultlgabstantially either suddenly or over time.
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Marketplace confidence in our long-term businessogpects is important for building and maintaininguo business.

If we are unable to establish and maintain configesbout our business prospects among consumergitdui our industry, then our
financial condition, operating results and busir@sspects may suffer materially. Our vehicleshaghly technical products that require
maintenance and support. If we were to cease dvaxtk operations, even years from now, buyers o¥/ehicles from years earlier might have
much more difficulty in maintaining their vehiclaad obtaining satisfactory support. As a resulbsconers may be less likely to purchase our
vehicles now if they are not convinced that ouribess will succeed or that our operations will @ for many years. Similarly, suppliers
and other third parties will be less likely to istéime and resources in developing business oelsttips with us if they are not convinced that
our business will succeed. For example, duringet@omic downturn of 2008, we had difficulty ragsithe necessary funding for our
operations, and, as a result, in the quarter ebdegmber 31, 2008 we had to lay off approximatéesployees and curtail our expansion
plans. In addition, during this period a numbecw$tomers canceled their previously placed resenstlf we are required to take similar
actions in the future, such actions may resultggative perceptions regarding our long-term busipegspects.

Accordingly, in order to build and maintain our mess, we must maintain confidence among custorsepgliers and other parties in
liquidity and long-term business prospects. In msttto some more established auto makers, wevbdlt, in our case, the task of
maintaining such confidence may be particularly pboated by factors such as the following:

» our limited operating histon

» our limited revenues and lack of profitability tatd;

« unfamiliarity with or uncertainty about the Tesladister and the Model

e uncertainty about the lo-term marketplace acceptance of alternative fueiclehgenerally, or electric vehicles specifica

» the prospect that we will need ongoing infusiongxiernal capital to fund our planned operatic

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

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

Many of these factors are largely outside our @dnémd any negative perceptions about our long-tausiness prospects, even if
exaggerated or unfounded, would likely harm ouliress and make it more difficult to raise additidis@ds when needed.

79



Table of Contents

We may need to raise additional funds and thesedsimay not be available to us when we need thenndfcannot raise additional funds
when we need them, our operations and prospectdatbe negatively affected.

The design, manufacture, sale and servicing ofraokiles is a capital intensive business. Sinceptioe through September 30, 2010,
had incurred net losses of approximately $363.8aniand had used approximately $296.3 million a$lt in operations and while recognizing
only approximately $207.2 million in revenue. AsS#ptember 30, 2010, we had $96.6 million in cashcash equivalents, which excludes
$145.6 million in restricted cash we have set apiifecipally to fund the dedicated account underphovisions of our DOE Loan Facility and
the purchase of the Fremont facility and relatestssas of September 30, 2010, as well as the §30i6n investment by Panasonic which \
completed in November 2010. We expect that thegads from the $30.0 million investment by Panasanitthe DOE Loan Facility, togett
with our anticipated cash from operating activigesl cash on hand, will be sufficient to fund opemtions for the next 24 months. However,
if there are delays in the launch of the Modelf 846 are unable to draw down the anticipated fumttder the DOE Loan Facility, or if the costs
in building our Model S and powertrain manufactgrfacilities exceed our expectations or if we inany significant unplanned expenses, we
may need to raise additional funds through theaisse of equity, equity-related or debt securitiethmough obtaining credit from government
or financial institutions. This capital will be ressary to fund our ongoing operations, continueareh, development and design efforts,
expand our network of Tesla stores and serviceergrnmprove infrastructure and introduce new eiglsi. We cannot be certain that additional
funds will be available to us on favorable termswhequired, or at all. If we cannot raise addaidnnds when we need them, our financial
condition, results of operations, business andpacts could be materially adversely affected. Famgple, during the economic downturn of
2008, we had difficulty raising the necessary fagdior our operations and, as a result, in thetquanded December 31, 2008 we had to lay
off approximately 60 employees and curtail our exgdan plans. Additionally, under our DOE Loan Figjlwe face restrictions on our ability
to incur additional indebtedness, and in the futaes need to obtain a waiver from the DOE in otdetto so. We may not be able to obtain
such waiver from the DOE which may harm our businEsiture issuance of equity or equity-related sées will dilute the ownership interest
of existing stockholders and our issuance of debtisties could increase the risk or perceived oifsgur company.

If our vehicles fail to perform as expected, ouritity to develop, market and sell our electric velgs could be harmed.

Our vehicles may contain defects in design and rfia@twre that may cause them not to perform as ¢egdewr that may require repair. |
example, our vehicles use a substantial amourdfof/are code to operate. Software products arer@rttly complex and often contain defects
and errors when first introduced. While we havdqrened extensive internal testing, we currentlydhawery limited frame of reference by
which to evaluate the performance of our Tesla Rteadn the hands of our customers and currenthe Im@ frame of reference by which to
evaluate the performance of our Tesla Roadster sdteeral years of customer driving. We have nm&af reference by which to evaluate our
Model S upon which our business prospects depdmekelcan be no assurance that we will be abletextdand fix any defects in the vehicles
prior to their sale to consumers. We experiencedywt recalls in May 2009 and October 2010, botWwlith were unrelated to our electric
Powertrain. In May 2009, we initiated a productaleafter we determined that a condition causeéhbuyfficient torquing of the rear inner hub
flange bolt existed in some of our Tesla Roadstess result of a missed process during the matunéaof the Tesla Roadster “glider,” which
is the partially assembled Tesla Roadster that doesontain our electric powertrain. In Octobef@Qwe initiated a product recall after the 12
volt, low voltage auxiliary cable in a single veleichafed against the edge of a carbon fiber partée vehicle causing a short, smoke and
possible fire behind the right front headlamp @& tiehicle. Although the cost of the most recenaltegas not material, we may experience
additional recalls in the future, which could adedy affect our brand in our target markets andccadversely affect our business, prospects
and results of operations. Our electric vehiclesluiding the Tesla Roadster and Model S, may ndopa consistent with customers’
expectations or consistent with other vehiclesentty available. For example, our electric vehiatesy not have the durability or longevity of
current vehicles, and may not be as easy to regaither vehicles currently on the market. Any pobdiefects or any other failure of our
performance electric vehicles to perform as exgkcteild harm our reputation and result in adverg#digity, lost revenue, delivery delays,
product recalls, product liability claims, harmdor brand and reputation, and significant warramtgt other expenses, and could have a
material adverse impact on our business, finamciatlition, operating results and prospects.
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We have very limited experience servicing our védicand we are using a different service model frdme one typically used in the
industry. If we are unable to address the servieguirements of our existing and future customersrdausiness will be materially and
adversely affected.

If we are unable to successfully address the sereiquirements of our existing and future custoroarsdbusiness and prospects will be
materially and adversely affected. In addition,am¢icipate the level and quality of the servicepsavide our Tesla Roadster customers will
have a direct impact on the success of the ModeldSour future vehicles. If we are unable to satisfrily service our Tesla Roadsters
customers, our ability to generate customer loyaitgw our business and sell additional Tesla Reasisis well as Model S sedans could be
impaired.

We have very limited experience servicing our vigsicAs of September 30, 2010 we had sold onlyapprately 1,350 Tesla Roadsters
to customers, primarily in the United States antbia. We do not plan to begin production of any Bld8l vehicles until mid012 with highe
volume production not occurring until 2013, andrmbd have any experience servicing these cars ggltheot exist currently. Servicing elect
vehicles is different than servicing vehicles witternal combustion engines and requires specthbkdls, including high voltage training and
servicing techniques.

We plan to service our performance electric vekitheough our company-owned Tesla stores and througmobile service technicians
known as the Tesla Rangers. As of September 3@, 204 had opened 14 Tesla stores most of whick@uigped to actively service our
performance electric vehicles. However, eight stdr@ve been open for less than one year, andeorgahave only limited experience
servicing our performance vehicles through our 3asbres. We will need to open additional Tesleestavith service capabilities, as well as
hire and train significant numbers of new employteestaff these centers and act as Tesla Rangevsjér to successfully maintain our fleet of
delivered performance electric vehicles. We onlplemented our Tesla Rangers program in October 288%have limited experience in
deploying them to service our customarshicles. There can be no assurance that theseesarvangements or our limited experience serg
our vehicles will adequately address the servigairements of our customers to their satisfactarthat we will have sufficient resources to
meet these service requirement in a timely mansi¢éhevolume of vehicles we are able to deliveraitip increases.

We do not expect to be able to open Tesla storall the geographic areas in which our existing potintial customers may reside. In
order to address the service needs of customerargaot in geographical proximity to our serviemters, we plan to either transport those
vehicles to the nearest Tesla store for servicmdeploy our mobile Tesla Rangers to service theckes at the customer’s location. These
special arrangements may be expensive and we mdyerable to recoup the costs of providing thes@es to our customers. In addition, a
number of potential customers may choose not toh@se our vehicles because of the lack of a matespiread service network. If we do not
adequately address our customers’ service needbyand and reputation will be adversely affectedich in turn, could have a material and
adverse impact on our business, financial conditperating results and prospects.

Traditional automobile manufacturers do not provitgntenance and repair services directly. Conssimest rather service their
vehicles through franchised dealerships or thrabgh party maintenance service providers. We doha@e any such arrangements with third
party service providers and it is unclear whenwamewhether such third party service providers hallable to acquire the expertise to service
our vehicles. At this point, we anticipate thatwi#t be providing substantially all of the servifm our vehicles for the foreseeable future. As
our vehicles are placed in more locations, we nrepenter negative reactions from our consumersavadrustrated that they cannot use Ic
service stations to the same extent as they hatetigir conventional automobiles and this frustrainay result in negative publicity and
reduced sales, thereby harming our business asp@rts.
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In addition, the motor vehicle industry laws in rgastates require that service facilities be avédatith respect to vehicles physically
sold from locations in the state. Whether theseslawould also require that service facilities beilabde with respect to vehicles sold over the
internet to consumers in a state in which we havphysical presence is uncertain. While we belimweTesla Ranger program and our prac
of shipping customers’ vehicles to our nearesta sgire for service would satisfy regulators irstheircumstances, without seeking formal
regulatory guidance, there are no assurancesdgalators will not attempt to require that we pd®/physical service facilities in their states.
Further, certain state franchise laws which prahitanufacturers from being licensed as a dealacting in the capacity of dealer also restrict
manufacturers from providing vehicle service. Hues arise in connection with these laws, certspieets of Tesla’s service program would
need to be restructured to comply with state lahictv may harm our business.

We may not succeed in continuing to establish, ntain and strengthen the Tesla brand, which would tegally and adversely affect
customer acceptance of our vehicles and componeamid our business, 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 maynm#yeand adversely affect our ability to sell thesla Roadster and planned electric
vehicles, including the Model S, and sell our eiegtowertrain components. If we do not continuestablish, maintain and strengthen our
brand, we may lose the opportunity to build a caitinass of customers. Promoting and positionirrgbcand will likely depend significantly ¢
our ability to provide high quality electric canscamaintenance and repair services, and we haydiwgted experience in these areas. In
addition, we expect that our ability to develop,imain and strengthen the Tesla brand will alscedielcheavily on the success of our marketing
efforts. To date, we have limited experience witlrketing activities as we have relied primarilytba internet, word of mouth and attendance
at industry trade shows to promote our brand. Tthér promote our brand, we may be required to geaur marketing practices, which could
result in substantially increased advertising esgsnincluding the need to use traditional medéh s1$ television, radio and print. The
automobile industry is intensely competitive, anelmvay not be successful in building, maintainind sirengthening our brand. Many of our
current and potential competitors, particularlyocmbbile manufacturers headquartered in Detroitadamd the European Union, have greater
name recognition, broader customer relationshipssastantially greater marketing resources thadavédf we do not develop and maintain a
strong brand, our business, prospects, financiadition and operating results will be materiallydaadversely impacted.

We are dependent upon our relationship with Lotus the manufacturing of the Tesla Roadster.

In July 2005, we entered into a supply agreemetit lotus, which was amended in March 2010, purst@anthich Lotus agreed to assist
with the design and manufacture of our Tesla Readsithough we complete the final assembly of desla Roadster in our Menlo Park
facility for vehicles destined for the United Stataarket, currently we are dependent upon Lotustaplete the initial portion of the assembly
process of the Tesla Roadster for us in Hethel]dfrgand we expect to be so until we discontinlessaf our current generation Tesla
Roadster. The partially assembled vehicles manufadtby Lotus do not contain our electric powerntrand are referred to as “gliders.” We
currently intend to manufacture gliders with Lofasour current generation Tesla Roadster untildbgioer 2011. We intend to use these gl
in the manufacturing of the Tesla Roadster to faifiil orders placed in 2011 as well as new ordglieced in 2012 until our supply of glider:
exhausted. Accordingly, we intend to offer a numdfeFesla Roadsters for sale in 2012. We anticigiadeour next generation Tesla Roadster,
which we plan to launch at least one year aftebegin production of the Model S, will be manufaetliin our own facilities.
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Pursuant to the supply agreement with Lotus, weohligated to purchase a minimum of 2,400 partiagembled or fully assembled
vehicles over the term of the agreement, which &ipire in December 2011. If we are unable to rtt@stvolume requirement, we are still
responsible for payment to Lotus of the lessef)dhé sum of Lotus’ actual incurred costs and gread upon profit margin per vehicle up to
the minimum volume requirement or (ii) £5,400,000e do not currently have a supply agreement wittu& dor the supply of Tesla Roadster
vehicles or gliders beyond the 2,400 minimum refeeel above. To the extent we would like to producee than 2,400 vehicles, we will need
to negotiate a new or amended supply agreementlwitis but may be unable to do so on terms anditons favorable to us, if at all. In such
event, we may be required to contract with anotiied party to replace Lotus which would entail esin of the Tesla Roadster chassis,
adjustments to our supply chain and establishmieatight manufacturing facility. The expense aimdet required to complete this transition,
and to assure that the vehicles and gliders matwéatat that facility comply with all relevant tdgtory requirements, may turn out to be
higher than anticipated. Entry into any such canttvéth another third party might also require asgree to terms with Lotus on which Lotus
would license certain intellectual property rightcessary for the manufacture of the Tesla Roattsgerch third party. There can be no
assurance that we will be able to find a third yp&wtcomplete partial manufacture of the Tesla Rterdon terms favorable to us, if at all. In
addition, there can be no assurance that we wiilide to enter into an intellectual property rigitense with Lotus on terms favorable to us, if
at all. Additionally, because we are dependent uporrelationship with Lotus for the manufacturiofghe Tesla Roadster, our business
depends on Lotus continuing to operate as a viafdesolvent entity and to continue to produce tegld Roadster vehicles and gliders purs
to our supply agreement. Any delay or discontinedmg Lotus of delivery of the Tesla Roadster vedscand gliders or failure by Lotus to
produce the vehicles and gliders in accordance quitility standards would have a material adverseedn our business, prospects, operating
results and financial condition.

We are dependent on our suppliers, a significantmier of which are single or limited source suppkgfand the inability of these
suppliers to continue to deliver, or their refustd deliver, necessary components of our vehicleprates and volumes acceptable to us wc
have a material adverse effect on our business,gpects and operating results.

The Tesla Roadster uses over 2,000 purchasedvgaidis we source from over 150 suppliers, many obmtare currently single source
suppliers for these components. Our supply basedted globally, with about 30% of our supplievsdted in North America, 40% in Europe
and 30% in Asia. While we obtain components fronitiple sources whenever possible, similar to othtomobile manufacturers, many of
components used in our vehicles are purchased bpmsa single source. We refer to these composgmpliers as our single source suppliers.
To date we have not qualified alternative sourcesrfost of the single sourced components usedrinehicles and we generally do not
maintain long-term agreements with our single sestgppliers.

While we believe that we may be able to establidrrzate supply relationships and can obtain oirerey replacement components for
our single source components, we may be unable tmdn the short term or at all at prices or ctists are favorable to us. In particular, while
we believe that we will be able to secure altersaterces of supply for almost all of our singlersed components on a relatively short time
frame, qualifying alternate suppliers or developing own replacements for certain highly customizeshponents of the Tesla Roadster, such
as the carbon fiber body panels, which are supptiadg by Sotira 35, a unit of Sora Composites @rand the gearboxes, which are supplied
to us by BorgWarner Inc., may be time consuming cogdly.
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In addition, Lotus is the only manufacturer forte@ components, such as the chassis of our Texldd®er. We therefore refer to it as a
sole source supplier. Replacing the components frotus that are sole sourced may require us togieear our vehicles, which would be time
consuming and costly. We do not currently utiling aole source suppliers other than Lotus.

This supply chain exposes us to multiple potersiairces of delivery failure or component shortdgeshe Tesla Roadster, our
powertrain component sales activities and the @driviodel S. We are currently evaluating, qualifyargl selecting our suppliers for the
planned production of the Model S and we intendstiablish dual suppliers for several key componeftise Model S, although we expect t
a number of components for the Model S will be Ergpurced. We have in the past experienced salisogptions in our supply chains which
have caused delays in our production process andayeexperience additional delays in the future.

Changes in business conditions, wars, governmehgalges and other factors beyond our control oclwivie do not presently anticipate,
could also affect our suppliers’ ability to delivamponents to us on a timely basis. Furthermbree iexperience significant increased
demand, or need to replace our existing supplieese can be no assurance that additional supgliesmponent parts will be available when
required on terms that are favorable to us, abalihat any supplier would allocate sufficient gligs to us in order to meet our requirements or
fill our orders in a timely manner. In the past, hgve replaced certain suppliers because of thgiré to provide components that met our
quality control standards. The loss of any singlénited source supplier or the disruption in theply of components from these suppliers
could lead to delays in vehicle deliveries to oustomers, which could hurt our relationships witin customers and also materially adversely
affect our business, prospects and operating s2sult

Changes in our supply chain have resulted in tisg pad may result in the future, in increased anstdelay. For example, a change in
our supplier for our carbon fiber body panels cbated to the delay in our ability to ramp our puotion of the Tesla Roadster. A failure by
our suppliers to provide the components necessamnanufacture our performance electric vehicledccptevent us from fulfilling customer
orders in a timely fashion which could result igative publicity, damage our brand and have a nizdt&dverse effect on our business,
prospects, financial condition and operating resuitt addition, since we have no fixed pricing agements with any of our component
suppliers other than Lotus, our component supptietdd increase their prices with little or no metto us, which could harm our financial
condition and operating results if we are unablpass such price increases along to our customers.

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

We may experience increases in the cost or a sestaiterruption in the supply or shortage of raatenals. Any such an increase or
supply interruption could materially negatively iagb our business, prospects, financial conditiah@perating results. We use various raw
materials in our business including aluminum, steabon fiber, non-ferrous metals such as cogsewell as cobalt. The prices for these raw
materials fluctuate depending on market conditems global demand for these materials and couldraely affect our business and operating
results. For instance, we are exposed to multiples relating to price fluctuations for lithium-i@ells. These risks include:

» the inability or unwillingness of current batteryanufacturers to build or operate battery cell maauifring plants to supply the
numbers of lithium-ion cells required to supposr tirowth of the electric or pluig-hybrid vehicle industry as demand for such ¢
increases
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» disruption in the supply of cells due to qualitguss or recalls by the battery cell manufactuieand
* anincrease in the cost of raw materials, suctohalt used in lithiur-ion cells.

Our business is dependent on the continued supisttery cells for our vehicles and for the batteack we produce for other
automobile manufacturers. While we believe sevavalces of the battery cell we have selected ®iTe#sla Roadster are available, we have
fully qualified only one supplier for these cellmy disruption is the supply of battery cells franch vendor could temporarily disrupt
production of the Tesla Roadster and of the baftaks we produce for other automobile manufactunatil such time as a different supplier
is fully qualified. Moreover, battery cell manufaotrs may choose to refuse to supply electric vem@nufacturers to the extent they
determine that the vehicles are not sufficientfigskurthermore, current fluctuations or shortaggsetroleum and other economic conditions
may cause us to experience significant increaskesight charges and raw material costs. Substdntieeases in the prices for our raw
materials would increase our operating costs, antHaeduce our margins if we cannot recoup thesimged costs through increased electric
vehicle prices. There can be no assurance thatilvbenable to recoup increasing costs of raw makeby increasing vehicle prices. We have
also already announced an estimated price forake model of our planned Model S but do not ardateimnnouncing the final pricing of the
other variants of the Model S until at least 20a&wever, any attempts to increase the announcedpcted prices in response to increased
raw material costs could be viewed negatively byaustomers, result in cancellations of Model ®reations and could materially adversely
affect our brand, image, business, prospects aachtipg results.

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

We are currently expanding and improving our infation technology systems to assist us in the manageof our business. In
particular, our production of the Model S will nesitate the improvement, design and developmemicsé expanded supply chain systems to
support our operations as well as production aig floor management. The implementation of neweafé management platforms and the
addition of these platforms at new locations regsignificant management time, support and costebler, there are inherent risks associated
with developing, improving and expanding our corstems, including supply chain disruptions that ratfgct our ability to obtain supplies
when needed or to deliver vehicles to our Tesleestand customers. We cannot be sure that thesa@sg systems will be fully or effectively
implemented on a timely basis, if at all. If wemlat successfully implement this project, our operst may be disrupted and our operating
results could be harmed. In addition, the new systmay not operate as we expect them to, and webmagquired to expend significant
resources to correct problems or find alternatouerees for performing these functions.

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

Automobile enthusiasts may seek to “hack” our viglsito modify its performance which could compraenighicle safety systems. Also,
we are aware of customers who have customizedvbhicles with after-market parts that may compsamdriver safety. For example, some
customers have installed seats that elevate therdsuch that airbag and other safety systems dmutmbmpromised. Other customers have
changed wheels and tires, while others have iestddirge speaker systems that may impact the ielgctystems of the vehicle. We have not
tested, nor do we endorse, such changes or prodinetddition, customer use of improper externaliog or unsafe charging outlets can
expose our customer to injury from high voltagecgleity. Such unauthorized modifications couldued 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 result
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The success of our business depends on attracting @etaining a large number of customers. If we an@able to do so, we will not be
able to achieve profitability.

Our success depends on attracting a large numipateifitial customers to purchase our electric Vehids of September 30, 2010 we
had sold approximately 1,350 Tesla Roadsters tmmess, almost all of which were sold in the Unigtdtes and Europe, and had accepted
reservations for approximately 3,000 Model S sedHimar existing and prospective customers dopasteive our vehicles and services to be
of sufficiently high value and quality, cost comifieé and appealing in aesthetics or performancd,tbe final production version of the
Model S is not sufficiently similar to the drivabidesign prototype, we may not be able to retaincoarent customers or attract new customers,
and our business and prospects, operating reswtéreancial condition would suffer as a resultakidition, because our performance electric
vehicles to date have been sold largely throughdwémouth marketing efforts, we may be requiredchtwr significantly higher and more
sustained advertising and promotional expendittiras we have previously incurred to attract custsmend use more traditional advertising
techniques. In addition, if we engage in traditicadvertising, we may face review by consumer i@ enforcement agencies and may ir
significant expenses to ensure that our advertiglaigns are fully supported. To date we have lichig@perience selling our electric vehicles
and we may not be successful in attracting andniatha large number of customers. For exampletr ba# of our current sales team has less
than one year of experience in marketing and gebiur performance electric vehicles. If for anytltgse reasons we are not able to attract and
maintain customers, our business, prospects, apgnasults and financial condition would be mathyiharmed.

Regulators could review our practice of taking regation payments and, if the practice is deemedialate applicable law, we could be
required to pay penalties or refund the reservatipayments that we have received for vehicles thatr@ot immediately available for
delivery, to stop accepting additional reservatipayments, to restructure certain aspects of oureestion program, and potentially to
suspend or revoke our licenses to manufacture aetl sur vehicles.

To begin building a Tesla Roadster to a custorrspé&ifications, we require the customer to payraefandable deposit, which is
applied towards the purchase price for our vehicfEmn delivery of the vehicle. For vehicles purdtadirectly from our showrooms, no dep
is required. We also occasionally accept refundeggervation payments for the Tesla Roadster ifséoener is interested in purchasing a
vehicle but not yet prepared to select the velspkifications. For customers who have placedundztble reservation payment with us, the
reservation payment becomes a nonrefundable depustthe customer enters into a purchase agreemerstelects the vehicle specifications.
These reservation payments and deposits are usesl toyfund, in part, our working capital requirertseand help us to align production with
demand. For our 2010 model year Tesla Roadstersfactnred to specification, our current purchaseagent requires the payment of an
initial $9,900, €11,500 or £10,000 deposit, depegdin the location of the customer. For the Model&require an initial refundable
reservation payment of at least $5,000. As of Sepé 30, 2010, we had collected reservation paysrfentundelivered Tesla Roadsters in an
aggregate amount of $2.4 million and reservatiommnts for Model S sedans in an aggregate amowf®mb million. At this time, we do not
plan to hold reservation payments separately aniescrow or trust fund or pay any interest onrv@gi®n payments except to the extent
applicable state laws require us to do so. We gdlgarse these funds for working capital and otemeral corporate purposes.
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California laws, and potentially the laws of otlséates, restrict the ability of licensed auto desale advertise or take deposits for vehicles
before the vehicles are available to the dealenfitee manufacturer. In November 2007, we becameeathiat the New Motor Vehicle Board
of the California Department of Transportation bassidered whether our reservation policies anédiding comply with the California
Vehicle Code. To date, we have not received anyngonications on this topic from the New Motor Veki&oard or the Department of Motor
Vehicles, or DMV, which has the power to enforcesth laws. There can be no assurance that the DMYiatitake the position that our
vehicle reservation or advertising practices violde law. We expect that if the DMV determined tha may have violated the law, it would
initially discuss its concerns with us and requedtintary compliance. If we are ultimately foundb® in violation of California law, we might
be precluded from taking reservation payments,taedMV could take other actions against us, iniclgdevying fines and requiring us to
refund reservation payments. Resolution of anyinyquay also involve restructuring certain aspeétte reservation program. In addition,
California is currently the only jurisdiction in wdh we have licenses to both manufacture and selvehicles so any limitation imposed on
operations in California would be particularly dayimey to our business. The DMV also has the powsugpend licenses to manufacture and
sell vehicles in California, following a hearing thre merits, which it has typically exercised ise&a of significant or repeat violations and/or a
refusal to comply with DMV directions.

Certain states may have specific laws which appheservations payments accepted by dealers, onfactorers selling directly to
consumers, or both. For example, the state of Vgt requires that reservation payments or otagments received from residents in the
state of Washington must be placed in a segregettealint until delivery of the vehicle, which accborust be unencumbered by any liens
from creditors of the dealer and may not be usethbylealer. Consequently, we established a seigakgacount for reservation payments in
the state of Washington in January 2010. Therebeamo assurance that other state or foreign jatisdis will not require similar segregation
reservation payments received from customers. @ability to access these funds for working captaiposes could harm our liquidity.

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

If our vehicle reservation or advertising practioe®ther business practices were found to vidledaws of a jurisdiction, we may face
exposure under those laws and our business anpggatssvould be adversely affected. For examplegifire required to return reservation
payment amounts, we may need to raise additiomalsfto make such payments. There can be no assutatcsuch funding would be
available on a timely basis on commercially reabtmterms, if at all. If a court were to find thair reservation agreement or advertising does
not comply with state laws, we may face exposueunthose laws which may include exposure undeswoer protection statutes such as
those that deal with unfair competition and faldeeatising. Moreover, reductions in our cash assalt of redemptions or an inability to take
reservation payments could also make it more difffifor us to obtain additional financing. The goest of reductions in cash, even if
unrealized, may also make it more difficult to ebténancing.
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Our plan to expand our network of Tesla stores witlquire significant cash investments and managemegsources and may not meet
our expectations with respect to additional salésar electric vehicles. In addition, we may not béle to open stores in certain states.

Our plan to expand our network of Tesla stores reijuire significant cash investments and managemesaurces and may not meet our
expectations with respect to additional sales ofedectric vehicles. This planned global expangibfiesla stores may not have the desired
effect of increasing sales and expanding our bpadence to the degree we are anticipating. Funtbrer there can be no assurances that we
will be able to construct additional storefrontstba budget or timeline we have established. Wkalgb need to ensure we are in compliance
with any regulatory requirements applicable toghke of our vehicles in those jurisdictions, whicluld take considerable time and expense. If
we experience any delays in expanding our netwbilkesla stores, this could lead to a decreasel@s $d our vehicles and could negatively
impact our business, prospects, financial conditiod operating results. As of September 30, 20&thad opened 14 Tesla stores in major
metropolitan areas throughout the United Stateskamdpe. We plan to open additional stores duridt02 with a goal of establishing
approximately 50 stores globally within the nextesal years in connection with the planned Modedi®ut. However, we may not be able to
expand our network at such rate and our plannedresipn of our network of Tesla stores will requignificant cash investment and
management resources, as well as efficiency irxieeution of establishing these storefronts artdring and training the necessary employees
to effectively sell our vehicles.

Furthermore, certain states and foreign jurisdittimay 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 jurisditti Any such prohibition or restriction may
lead to decreased sales in such jurisdictions,wtdald harm our business, prospects and openamdts.

We recently began to offer a leasing alternativeciostomers, which exposes us to risks commonly eisged with the prolonged
ownership of vehicles and the extension of consurnezdit.

We began offering a leasing alternative to custesmoéour Tesla Roadster in the United States mankieebruary 2010 through our
wholly owned subsidiary Tesla Motors Leasing, ldader this program, we currently permit qualifyicigstomers in the United States to lease
the Tesla Roadster for 36 months, after which tiney have the option of either returning the vehtol us or purchasing it for a predetermined
residual value. We retain responsibility for thadly collection of payments from our customers, aratherefore exposed to the possibility of
loss from a customer’s failure to make paymentstiog to contract terms.

As we retain ownership of the vehicle and custorhaxee the option of returning the vehicle to usrafhe lease is complete, we also are
exposed to the risk that the vehicles’ residualeahay be lower than our estimates and the voludmehicles returned to us may be higher
than our estimates. Currently, there is only a Vienijted secondary market for our electric vehidleparticular, and electric vehicles in gene
on which to base our estimates, and such a segondaket may not develop in the future. Our créalises could exceed our expectations or
our residual value and return volume estimatesccprdve to be adversely incorrect, either of whdolild harm our financial condition and
operating results.
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We face risks associated with our international @pgons, including unfavorable regulatory, politidatax and labor conditions, which
could harm our business.

We face risks associated with our internationakratpens, including possible unfavorable regulat@gijtical, tax and labor conditions,
which could harm our business. We currently haterirational operations and subsidiaries in Augtrdlianada, Denmark, Germany, Hong
Kong, Italy, Japan, Monaco, Singapore, Switzerldradywan and the United Kingdom that are subje¢h&legal, political, regulatory and
social requirements and economic conditions inglessdictions. Additionally, as part of our grdwdtrategy, we intend to expand our sales,
maintenance and repair services internationallyvéier, we have limited experience to date sellimg) servicing our vehicles internationally
and such expansion would require us to make sggmifiexpenditures, including the hiring of localptoyees and establishing facilities, in
advance of generating any revenue. We are sulgjechtimber of risks associated with internationaitess activities that may increase our
costs, impact our ability to sell our electric veas and require significant management attenfibese risks include:

conforming our vehicles to various internationaukatory requirements where our vehicles are swithomologation
difficulty in staffing and managing foreign opemts;
difficulties attracting customers in new jurisdats;

foreign government taxes, regulations and permjirements, including foreign taxes that we mayb®#ble to offset against
taxes imposed upon us in the United States, amibfotax and other laws limiting our ability to eg¢pate funds to the United
States

fluctuations in foreign currency exchange ratesiatetest rates, including risks related to angiiest rate swap or other hedg
activities we undertake

our ability to enforce our contractual and intellesd property rights, especially in those foreigmetries that do not respect and
protect intellectual property rights to the samteekas do the United States, Japan and Europeetrias, which increases the risk
of unauthorized, and uncompensated, use of ountéaty;

United States and foreign government trade rekgrist tariffs and price or exchange contr
foreign labor laws, regulations and restrictic

preferences of foreign nations for domesticallyduwed vehicles

changes in diplomatic and trade relationsh

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

the strength of international economi
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We also face the risk that costs denominated idorcurrencies will increase if such foreign conies strengthen quickly and
significantly against the dollar. A portion of czwsts and expenses for the year ended Decemb2034 were denominated in foreign
currencies such as the British pound and the &tms.is primarily due to the contract with Lotustire United Kingdom to assemble the Tesla
Roadster vehicles and gliders and other parts sdurcEurope. If the value of the United Statedadalepreciates significantly against the
British pound and the euro, our costs as measuarkhhited States dollars will correspondingly in@eand our operating results will be
adversely affected. In addition, our battery celighases from Asian suppliers are subject to cayreisk. Although our present contracts are
United States dollar based, if the United Statdsuddepreciates significantly against the localrency it could cause our Asian suppliers to
significantly raise their prices, which could haoor financial results.

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

The unavailability, reduction or elimination of g@rnment and economic incentives could have a matkadverse effect on our business,
financial condition, operating results and prospeac

Any reduction, elimination or discriminatory apg@tton of government subsidies and economic inceatbecause of policy changes, the
reduced need for such subsidies and incentivesadiine perceived success of the electric vehideaf tightening or other reasons may result
in the diminished competitiveness of the alterreafivel vehicle industry generally or our electréhicles in particular. This could materially
and adversely affect the growth of the alternatired automobile markets and our business, prospiescial condition and operating results.

Our growth depends in part on the availability antbunts of government subsidies and economic irvesntor alternative fuel vehicles
generally and performance electric vehicles speadifi. For example, in December 2009, we finaliaedarrangement with the California
Alternative Energy and Advanced Transportation Rairag Authority that will result in an exemptiorofn California state sales and use taxes
for up to $320 million of manufacturing equipmena the extent all of this equipment is purchasediwauld otherwise be subject to Califor
state sales and use tax, we believe this incentiwgd result in tax savings by us of up to appraadiety $31 million over a three year period
starting in December 2009. This exemption is onigilable for equipment that would otherwise be eabjo California sales and use taxes and
that would be used only for the following three mses: to establish our production facility for Medel S sedan, to upgrade our Palo Alto
powertrain production facility, and to expand ourrent Tesla Roadster assembly operations at ontdvark facility. If we fail to meet these
conditions, we would be unable to take full advgetaf this tax incentive and our financial positmuld be harmed.

In addition, certain regulations that encouragessaf electric cars could be reduced, eliminateappiied in a way that creates an adv
effect against our vehicles, either currently oamy time in the future. For example, while theefied and state governments have from time to
time enacted tax credits and other incentivestfemurchase of alternative fuel cars, our compstitave more experience and greater
resources in working with legislators than we duj ao there is no guarantee that our vehicles wioeileligible for tax credits or other
incentives provided to alternative fuel vehicleghia future. This would put our vehicles at a cotitipe disadvantage. As another example,
government disincentives have been enacted in Eudmmas-powered vehicles, which discourage tleeofisuch vehicles and allow us to set a
higher sales price for the Tesla Roadster in Eurbpthe event that such disincentives are redocediminated, sales of electric vehicles,
including our Tesla Roadster, could be adversdbcefd. Furthermore, low volume manufacturers aesmgt from certain regulatory
requirements in the United States and the Europedon. This provides us with an advantage over higlame manufacturers that must
comply with such regulations. Once we reach a tetteeshold number of sales in each of the Un8&tes and the European Union, we will
no longer be able to take advantage of such exengin the respective jurisdictions, which couladeis to incur additional design and
manufacturing expense. We do not anticipate thatillde able to take advantage of these exemptigtisrespect to the Model S which we
plan to produce at significantly higher volumesrtitiae Tesla Roadster.
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If we are unable to grow our sales of electric vele components to original equipment manufacturersr financial results may suffer. Ii
addition, if Daimler proceeds with its plans to ptace all of its lithiumion batteries by 2012 as part of a joint venturethvEvonik Industries
AG, we are likely to lose a significant customerair powertrain business

We may have trouble attracting and retaining poraartcustomers which could adversely affect ouiiress prospects and results.
Daimler and its affiliates and Toyota are curretitly only customers of our electric powertrain bass. In May 2009, we formalized a
development agreement with Daimler as a resultto€lwwe performed specified research and developserices. In addition, we have been
selected by Daimler to supply it with up to 1,0G0tbry packs and chargers to support a trial ofStmart fortwo electric drive in at least five
European cities. Daimler has notified us thattiéivds to increase its purchase commitment by 50¥%6@0 battery packs and chargers. We
began shipping the first of these battery packsdwadgers in November 2009 and started to recogaiznue for these sales in the quarter
ended December 31, 2009. In the first quarter dD2@aimler engaged us to assist with the developiaued production of a battery pack and
charger for a pilot fleet of its A-Class electrighicles to be introduced in Europe during 2011wadntered into a formal agreement for this
arrangement in May 2010. There is no guaranteentbatill be able to secure future business withniar or its affiliates as it has indicated its
intent to produce all of its lithium-ion batteribg 2012 as part of a joint venture with Evonik Istlies AG and has announced it has entered
into a joint venture with BYD Auto to collaborate the development of an electric car under a jpiottned new brand for the Chinese mai
If Daimler goes through with its production planghaEvonik, we are likely to lose the sole custonmeour powertrain business. Recently,
Daimler has indicated that there may be an oppiytfior us to continue supplying electric powentraomponents, including battery packs, in
2012 and beyond, but we have not entered into grgeanents with Daimler for these arrangements andhay never do so. In October 2010,
Tesla and Toyota entered into an agreement to deeValidated electric powertrain for the Toyota\R. However, we may not be able to
enter into additional agreements with Toyota inftitare. We have also announced our intention &813 to receive Toyota’s support with
sourcing parts and production and engineering éispefior the Model S. Other than our agreementh aimler and Toyota, we have no
significant development or sales agreements irgpiadrive our electric powertrain revenues. E¥eme do develop such relationships, ther
no assurance that we can adequately pursue suchtopities simultaneously with the execution of plans for our vehicles.

Our relationship with Daimler is subject to varioussks which could adversely affect our businessdafinture prospects.

Daimler has agreed to purchase components of eatriel powertrain to support a trial of the Smartwo electric drive in at least five
European cities. In addition, we are negotiatinggaments for Daimler to provide us with accessaigous parts, automotive support and
engineering for the Model S and regarding variaheoareas of strategic cooperation with Daimléralgh there are no assurances that we
will be able to enter into any such agreements. ¢l@m, our relationship with Daimler poses varideks to us including:

» potential delays in launching the Model S if wedd@aimler’'s automotive support and are unablertd én alternative in a timely
manner;
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* potential loss of access to various parts thatnwérecorporating into our Model S design; ¢

» potential loss of business and adverse publicityuobrand image if there are defects or otherlprob discovered with our electric
powertrain components that Daimler has incorporatemtheir vehicles

The occurrence of any of the foregoing could adslgraffect our business, prospects, financial comaliand operating results.

In addition, our exclusivity and intellectual prafyeagreement, or EIP Agreement, with Daimler Noktherica Corporation, or DNAC,
an affiliate of Daimler provides that, if a Daiml@mpetitor offers to enter into a competitive &ggc transaction with us, we are required to
give DNAC notice of such offer and DNAC will havespecified period of time in which to notify us wher it wishes to enter into such
transaction with us on the same terms as offeretidoyhird party. Because we will be able to ety such a transaction with a third party
only if DNAC declines to do so, this may decredselikelihood that we will receive offers from tliparties to enter into strategic
arrangements in the future.

Our relationship with Toyota is subject to variousks which could adversely affect our business dnture prospects.

In October 2010, Tesla and Toyota entered intogreeament to develop a validated electric powerti@irthe Toyota RAV4. We have
also previously announced our intention for Tesleeteive Toyota’s support with sourcing parts pratiuction and engineering expertise for
the Model S. However, we have not entered intoagrgements with Toyota for any such assistancerarfy commercial supply, and we may
never do so. There are no assurances we will leetal@dnter into any further agreements with Toyota long-term supply of electric
powertrains for the Toyota RAV4, or any other védsc

We may not be able to identify adequate strategil@tionship opportunities, or form strategic relatships, in the future.

Strategic business relationships will be an impartactor in the growth and success of our businéssexample, our strategic
relationship with Daimler has provided us with wais benefits and we have recently entered int@egeaent to develop a validated electric
powertrain for the Toyota RAV4 with Toyota. Howeydrere are no assurances that we will be ableetatify or secure suitable business
relationship opportunities in the future or our gmtitors may capitalize on such opportunities befee do. Our strategic relationship with
Daimler involved Blackstar, an affiliate of Daim|enaking a significant equity investment in us adl\as a representative from Daimler,

Dr. Herbert Kohler, joining our Board. In additiohgyota made a significant equity investment ircascurrent with the closing of our IPO in
July 2010. We may not be able to offer similar gseo other companies that we would like to ebtlband maintain strategic relationships
with which could impair our ability to establishcturelationships. Moreover, identifying such oppaities could demand substantial
management time and resources, and negotiatinfjreatting relationships involves significant coatgl uncertainties. If we are unable to
successfully source and execute on strategic eektiip opportunities in the future, our overallwgtio could be impaired, and our business,
prospects and operating results could be mateaalxersely affected.
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If we fail to manage future growth effectively, waay not be able to market and sell our vehicles ceasfully.

Any failure to manage our growth effectively coutdterially and adversely affect our business, o) operating results and financial
condition. We have recently expanded our operatsigsificantly, increasing our total number of emyes from 268 as of December 31, 2
to 767 as of September 30, 2010 and further siganifi expansion will be required, especially in ation with the planned establishment of
our Model S production facility, our electric powrain manufacturing facility, the expansion of owtwork of Tesla stores and service centers,
our mobile Tesla Rangers program and requiremériiging a public company. Our future operating ltssdepend to a large extent on our
ability to manage this expansion and growth sudabgsRisks that we face in undertaking this exgian include:

e training new personne

» forecasting production and reveni

» controlling expenses and investments in anticipatibexpanded operatior

» establishing or expanding design, manufacturinigssand service facilitie!

* implementing and enhancing administrative infracttite, systems and process
» addressing new markets; a

» expanding international operatiol

We intend to continue to hire a significant numbgadditional personnel, including design and mantifring personnel and service
technicians for our performance electric vehicBscause our high-performance vehicles are baseddifferent technology platform than
traditional internal combustion engines, individualith sufficient training in performance electviehicles may not be available to hire, and we
will need to expend significant time and expena@ing the employees we do hire. Competition falividuals with experience designing,
manufacturing and servicing electric vehicles temse, and we may not be able to attract, asseniiatin or retain additional highly qualified
personnel in the future. The failure to attractegmate, train, motivate and retain these additiemgployees could seriously harm our business
and prospects.

If we are unable to attract and retain key emplogesnd hire qualified management, technical and velei engineering personnel, our
ability to compete could be harmed.

The loss of the services of any of our key empleyemild disrupt our operations, delay the develograad introduction of our vehicles
and services, and negatively impact our businegssppcts and operating results. In particular, meehgghly dependent on the services of Elon
Musk, our Chief Executive Officer, Product Architemd Chairman of our Board of Directors, and JBu8tel, our Chief Technical Officer.
None of our key employees is bound by an employragreement for any specific term. There can bessarance that we will be able
successfully attract and retain senior leadersbgessary to grow our business. Our future sucagssndls upon our ability to attract and retain
our executive officers and other key technologjesamarketing and support personnel and any atlmido so could adversely impact our
business, prospects, financial condition and operaesults. We have in the past and may in theréu¢xperience difficulty in retaining
members of our senior management team. In additierdo not have “key person” life insurance pokoi®vering any of our officers or other
key employees. There is increasing competitioridtanted individuals with the specialized knowleddelectric vehicles and this competition
affects both our ability to retain key employeed &ire new ones.
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We are highly dependent on the services of Elon Musur Chief Executive Officer.

We are highly dependent on the services of ElonkViasr Chief Executive Officer, Product Archite€hairman of our Board of
Directors and largest stockholder. While Mr. Musis thistorically provided a significant amount of fands required for our operations, we
have not received any funding from Mr. Musk sincarth 2009 and are no longer dependent on the fimlaresources of Mr. Musk to fund ¢
expected growth given the funds available under @& Facility and the proceeds of our IPO andctirecurrent private placement with
Toyota. We do not believe that Mr. Musk’s persditencial situation has any impact on us. Altholyh Musk spends significant time with
Tesla and is highly active in our management, hesdmt devote his full time and attention to Telsla. Musk also currently serves as Chief
Executive Officer and Chief Technical Officer ofé®e Exploration Technologies, a developer and naatwifer of space launch vehicles, and
Chairman of SolarCity, a solar equipment instadlattompany.

In addition, our financing agreements with Blackstantain certain covenants relating to Mr. Musé’sployment as our Chief Executive
Officer. These covenants provide that if Mr. Muskbt serving as our Chief Executive Officer at #me until the later of December 31, 2012
or the launch of the Model S, Mr. Musk shall prompiropose a successor Chief Executive Officer @ndkohler, or his successor, must
consent to any appointment of such person by oardof Directors. If Mr. Musk departs as our CHigecutive Officer prior to December 31,
2010, for reasons other than his death or disgpditd Dr. Kohler, or his successor, has not carskto the appointment of a new Chief
Executive Officer, Daimler has the right to termtany or all of its strategic collaboration agreais with us. Furthermore, if at any time
during the period from January 1, 2011 through Ddwer 31, 2012, Mr. Musk is not serving as eithar@hief Executive Officer or Chairman
of our Board of Directors for reasons other thandgath or disability, and Dr. Kohler, or his sigsm®, has not consented to the appointment of
a new Chief Executive Officer or if during suchiperMr. Musk renders services to, or invests iry, ather automotive OEM other than us,
Daimler has the right to terminate any or all efstrategic collaboration agreements with us.i#f Were to occur, our business would be
harmed.

Furthermore, our DOE Loan Facility provides thatwik be in default under the facility in the evevit. Musk and certain of his affiliat
fail to own, at any time prior to one year after emnplete the project relating to the Model Sgast 65% of the capital stock held by
Mr. Musk and such affiliates as of the date of li®E Loan Facility. Mr. Musk’s shares of our capiédck are held directly by his personal
trust. Mr. Musk is currently engaged in divorcegredings and previously entered into a post-nuatisgement which provides that the
holdings of the trust, including Mr. Musk’s shamdur capital stock, shall remain solely his pndpeThis post-nuptial agreement has been
upheld by the Superior Court of Los Angeles thosigbh decision may be subject to an appeal. Howexedo not believe that the divorce
proceedings will result in Mr. Musk owning lessthg5% of the capital stock held by him as of theedd the DOE Loan Facility, or otherwise
result in a material reduction of Mr. Muskholdings of our capital stock. We do not expbketdivorce proceedings to have a material impa
Mr. Musk’s ability to serve as our Chief Executi@éficer and Chairman. We also do not believe that Musk would have to liquidate a
significant percentage of his holdings in ordesatisfy any settlement reached in connection witthgroceedings.
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Many members of our management team are new todbmpany or to the automobile industry, and executiof our business plan and
development strategy could be seriously harmeaiégration of our management team into our compaisynot successful.

Our business could be seriously harmed if integnatif our management team into our company is umtessful. We expect that it will
take time for our new management team to integné®eour company and it is too early to predict whige this integration will be successful.
We have recently experienced significant changesiirmanagement team and expect to continue taiexge significant growth in our
management team. Our senior management team habnoitéd experience working together as a groygedically, four of the six members
of our senior management team have joined us wiltgnast two years. For example, Gilbert PassinMice President of Manufacturing,
joined us in January 2010, George BlankenshipMice President of Sales and Customer Experienggggious in July 2010, and Ei
Whitaker, our General Counsel, joined us in Oct@®8H0. This lack of long-term experience workingether may impact the team’s ability to
collectively quickly and efficiently respond to fMlems and effectively manage our business. Althouglare taking steps to add senior
management personnel that have significant autemetiperience, many of the members of our curremibs management team have limited
or no prior experience in the automobile or electghicle industries.

We are subject to various environmental laws angjuéations that could impose substantial costs upgand cause delays in building
our manufacturing facilities.

As an automobile manufacturer, we and our operstibath in the United States and abroad, are sutoje@tional, state, provincial
and/or local environmental laws and regulationsluiding laws relating to the use, handling, storaigposal and human exposure to hazar
materials. Environmental and health and safety amgsregulations can be complex, and we expecbtirdbusiness and operations will be
affected by future amendments to such laws or ather environmental and health and safety laws wirialy require us to change our
operations, potentially resulting in a material abe effect on our business. These laws can giedailiability for administrative oversight
costs, cleanup costs, property damage, bodilyyrgand fines and penalties. Capital and operatipgeses needed to comply with
environmental laws and regulations can be significand violations may result in substantial fiaesl penalties, third party damages,
suspension of production or a cessation of ouraijars.

Contamination at properties formerly owned or ofetdy us, as well as at properties we will own apédrate, and properties to which
hazardous substances were sent by us, may rediabiiity for us under environmental laws and rigions, including, but not limited to the
Comprehensive Environmental Response, Compensatidhiability Act, or CERCLA, which can impose lifity for the full amount of
remediation-related costs without regard to fdoltthe investigation and cleanup of contaminatgitiaaxd ground water, for building
contamination and impacts to human health anddarabes to natural resources. The costs of complyithgenvironmental laws and
regulations and any claims concerning noncompliaocgability with respect to contamination in theure, could have a material adverse
effect on our financial condition or operating iésiuWe may face unexpected delays in obtainingheessary permits and approvals required
by environmental laws in connection with our plathmeanufacturing facilities that could require sfgrant time and financial resources and
delay our ability to operate these facilities, whigould adversely impact our business prospectpedating results.

95



Table of Contents

Our DOE Loan Facility conditions the availabilitftbe full amount of the loans on meeting certaimipnmental requirements relating
to the sites on which our Model S manufacturinglitgcand our electric powertrain facility are Idea, including receiving a satisfactory Phase
| environmental site assessment, and if requireB®¥, a Phase Il environmental site assessmentatigfaction of any additional
environmental requirements, including NEPA and CE@#h respect to our manufacturing facility in Frent, or the Fremont Site, and our
electric powertrain facility located in Palo Altwe have obtained from the DOE a categorical exafuiom NEPA.

NUMMI has identified environmental conditions aetRremont Site which affect soil and groundwated, i currently undertaking
efforts to address these conditions. Although weehzeen advised by NUMMI that it has documentedraadaged the environmental issues at
the Fremont Site, we have not yet performed areptfdenvironmental assessment on this facility,v@adannot determine the potential costs
to remediate any pre-existing contamination witi e@rtainty at this time, and we may be exposaddterial liability as a result of the
existence of any environmental contamination afteenont Site.

As the owner of the Fremont Site, we may be resptmander federal and state laws and regulationghe entire investigation and
remediation of any environmental contaminatiorhatEremont Site, whether it occurred before o dfte date we purchase the property. We
have reached an agreement with NUMMI under whiser @ ten year period, we will pay the first $1milion of any costs of any
governmentally-required remediation activities dontamination that existed prior to the closindghef purchase for any known or unknown
environmental conditions, or Remediation Activifiaad NUMMI has agreed to pay the next $15.0 nmlfior such Remediation Activities. C
agreement provides, in part, that NUMMI will pay tapthe first $15.0 million on our behalf if suckpenses are incurred in the first four years
of our agreement, subject to our reimbursementicii €osts on the fourth anniversary date of theitp

On the ten-year anniversary of the closing or wkien&30.0 million has been spent on the Remediatidivities, whichever comes first,
NUMMI ’s liability to us with respect to Remediation Agties ceases, and we are responsible for any lheddaronmental conditions at the
Fremont Site. At that point in time, we have agreethdemnify, defend, and hold harmless NUMMI frathliability, including attorney fees,
or any costs or penalties it may incur arisingafutr in connection with any claim relating to emrimental conditions and we have released
NUMMI for any known or unknown claims except for IMMI’s obligations for representations and warrantieden the agreement.

There are no assurances that NUMMI will perfornmoitdigations under our agreement and NUMMI’s faglto perform would require us
to undertake these obligations at a potentiallpifitant cost and risk to our ability to build, éguand operate our planned Model S facility at
the Fremont Site. Any Remediation Activities oretlenvironmental conditions at the Fremont Sitdatbarm our operations and the future
use and value of the Fremont Site and could dalaypmduction plans for the Model S.

We may not be able to obtain, or to agree on acabfg terms and conditions for, all or a significaiportion of the government grants,
loans and other incentives for which we have apgliand may in the future apply. As a result, our bness and prospects may be adversely
affected.

We have applied for federal and state grants, laandstax incentives under government programs deditp stimulate the economy and
support the production of electric vehicles andtesd technologies. We anticipate that in the futheee will be new opportunities for us to
apply for grants, loans and other incentives fromWnited States, state and foreign governmentsa@ility to obtain funds or incentives from
government sources is subject to the availabilitiunds under applicable government programs ampdosal of our applications to participate
in such programs. The application process for tlfiesgs and other incentives is and will be hightynpetitive. We cannot assure you that we
will be successful in obtaining any of these addiéil grants, loans and other incentives. If wenatesuccessful in obtaining any of these
additional incentives and we are unable to findrakitive sources of funding to meet our plannedtalapeeds, our business and prospects «
be materially adversely affected.
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Our business may be adversely affected by unionvétas.

Although none of our employees are currently regméed by a labor union, it is common throughoutati®mobile industry generally fi
many employees at automobile companies to beloagutmion, which can result in higher employee castsincreased risk of work stoppages.
As we expand our business to include full in-homssufacturing of our vehicles, as is planned feriodel S, there can be no assurances that
our employees will not join or form a labor uniontbat we will not be required to become a unigmnatory. We recently purchased an exis
automobile production facility in Fremont, Califeerfrom NUMMI. Prior employees of NUMMI were unionembers and our future work
force at this facility may be inclined to vote ewvbr of forming a labor union. We have publiclytsththat we are neutral as to the formation of
a union at this facility. We are also directly ndirectly dependent upon companies with unionizeckviorces, such as parts suppliers and
trucking and freight companies, and work stoppagesrikes organized by such unions could have t@nahadverse impact on our business,
financial condition or operating results. For exéampertain employees at the sea freight compahiesigh which we ship our Tesla Roadster
gliders to the United States after assembly in &mdjimay be represented by unions, as may be enggl@yeertain of our suppliers. If a work
stoppage occurs, it could delay the manufacturesatedof our performance electric vehicles and tzaneterial adverse effect on our business,
prospects, operating results or financial condition

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

Our performance electric vehicles, the sale of meéhicles in general and the electronic componeses! in our vehicles are subject to
substantial regulation under international, fedestate, and local laws. We have incurred, and @&xpeincur in the future, significant costs in
complying with these regulations. For example,@hean Air Act requires that we obtain a CertificafeaConformity issued by the EPA and a
California Executive Order issued by the CaliforAiaResources Board with respect to emission®torvehicles. We received a Certificate of
Conformity for sales of our Tesla Roadsters in 208 did not receive a Certificate of Conformity tales of the Tesla Roadster in 2009 until
December 21, 2009. In January 2010, we and the &Réred into an Administrative Settlement Agreenzemnt Audit Policy Determination in
which we agreed to pay a civil administrative pgnal the sum of $275,000 for failing to obtain ar@ficate of Conformity for sales of our
vehicles in 2009 prior to December 21, 2009.

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

» the increase of subsidies for corn and ethanolywridoh could reduce the operating cost of vehities use ethanol or
combination of ethanol and gasolir

» changes to the regulations governing the assenmolyransportation of lithiu-ion batteries, such as the UN Recommendatiol
the Safe Transport of Dangerous Goods Model Ragakabr regulations adopted by the U.S. Pipelirgldazardous Materials
Safety Administration, or PHMSA, could increase tlost of lithiun-ion batteries

97



Table of Contents

» the amendment or rescission of the federal law ratmglincreased fuel economy in the United Stasfesred to as the “Corporate
Average Fuel Econon” or “CAFE” standards could reduce new business opportundiesuir powertrain busines

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

« changes to regulations governing exporting of godpcts could increase our costs incurred to depveducts outside the United
States or force us to charge a higher price fovehicles in such jurisdiction

In addition, as the automotive industry moves talsajreater use of electronics for vehicle systéhS[ SA and other regulatory bodies
may in the future increase regulation for thesetedaic systems.

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

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

We use our vehicles’ electronic systems to logrimi@tion about each vehicle’s use in order to aithughicle diagnostics, repair and
maintenance, as well as to help us collect datardégg our customergharge time, battery usage, mileage and efficidvadyjts. Our custome
may object to the use of this data, which may hammbusiness. Possession and use of our custopegssinal information in conducting our
business may subject us to legislative and regylddordens in the United States and foreign jucigdins that could require notification of data
breach, restrict our use of such personal informnagind hinder our ability to acquire new custonennarket to existing customers. For
example, we are subject to local data protectias i Europe. We may incur significant expensesotmply with privacy, consumer protecti
and security standards and protocols imposed byrkgulation, industry standards or contractuaigaiions. If third parties improperly obtain
and use the personal information of our custonveesnay be required to expend significant resoureessolve these problems. A major
breach of our network security and systems coule [sgrious negative consequences for our businessefsiture prospects, including poss
fines, penalties and damages, reduced customemaifoiaour vehicles, and harm to our reputation larashd.
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Our vehicles make use of lithium-ion battery celishich on rare occasions have been observed tolcéite or vent smoke and flame.

The battery pack in the Tesla Roadster makes ukhiofn-ion cells, which have been used for yaaraptops and cell phones. We also
currently intend to make use of lithium-ion celisthe battery pack for the Model S and any futwkicles we may produce. On rare occasions,
lithium-ion cells can rapidly release the energgytikontain by venting smoke and flames in a matirarcan ignite nearby materials. Highly
publicized incidents of laptop computers and cbebtpes bursting into flames have focused consuntemtain on the safety of these cells. The
events have also raised questions about the dititadfithese lithium-ion cells for automotive aptions. To address these questions and
concerns, a number of cell manufacturers are pugsaiternative lithium-ion battery cell chemistriesmprove safety. We have designed our
battery pack to passively contain any single cellease of energy without spreading to neighbocilts and we are not aware of any such
incident in our customers’ vehicles. We have tesitedbatteries and subjected them to damagingtiesds such as baking, overcharging,
crushing or puncturing to assess our battery paelsgonse to deliberate and sometimes destrudiiveeaHowever, we have delivered only a
limited number of Tesla Roadsters to customerstave limited field experience with our vehicles.cArdingly, there can be no assurance that
a field failure of our battery packs will not occwrhich could damage the vehicle or lead to persiojary or death and may subject us to
lawsuits. In addition, we store a significant numbglithium-ion cells at our manufacturing facility. Any mislting of battery cells may cat
disruption to the operation of our facilities. Whilve have implemented safety procedures relatdtetbandling of the cells, there can be no
assurance that a safety issue or fire relatedetae¢hs would not disrupt our operations. Such dgera injury would likely lead to adverse
publicity and potentially a safety recall. Moreoyvaeny failure of a competitor’s electric vehiclspecially those that use a high volume of
commodity cells similar to the Tesla Roadster, mayse indirect adverse publicity for us. Such aslv@ublicity would negatively affect our
brand and harm our business, prospects, finanaaitton and operating results.

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

We may become subject to product liability claimvbjch could harm our business, prospects, operagisglts and financial condition.
The automobile industry experiences significantpiat liability claims and we face inherent riskeofposure to claims in the event our vehit
do not perform as expected or malfunction resulitmgersonal injury or death. Our risks in thissaege particularly pronounced given the
limited number of vehicles delivered to date amditied field experience of those vehicles. A sucegéggoduct liability claim against us could
require us to pay a substantial monetary awardebhgr, a product liability claim could generate stahtial negative publicity about our
vehicles and business and inhibit or prevent cormiakzation of other future vehicle candidates vihieould have material adverse effect on
our brand, business, prospects and operating se$u# maintain product liability insurance for alir vehicles with annual limits of
approximately $21 million on a claims made basig, e cannot assure that our insurance will be@afft to cover all potential product
liability claims. Any lawsuit seeking significantanetary damages either in excess of our coveragrjtside of our coverage, may have a
material adverse effect on our reputation, busiaeskfinancial condition. We may not be able tause@dditional product liability insurance
coverage on commercially acceptable terms or abregble costs when needed, particularly if we de febility for our products and are
forced to make a claim under our policy.

In connection with the development and sale ofgtanned Model S, we will need to comply with vagadditional safety regulations
and requirements that were not applicable to thess# our Tesla Roadsters, with which it may bpessive or difficult to comply. For
example, we will need to pass certain frontal impests for the Model S, which are required foesaxceeding certain annual volumes out
the United States. We performed such a test ofi¢lsta Roadster based on European Union testindatasin connection with sales
exceeding certain volume thresholds in Australid 2epan, and two criteria were not met in the Wst may experience difficulties in meeting
all the criteria for this test or similar tests faur planned Model S, which may delay our abiltiysell the Model S in high volumes in certain
jurisdictions.
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We may be compelled to undertake product recalls.

Any product recall in the future may result in acbeepublicity, damage our brand and adversely tffecbusiness, prospects, operating
results and financial condition. We previously exgeced product recalls in May 2009 and Octobet02@bth of which were unrelated to our
electric powertrain. In April 2009, we determindeéht a condition caused by insufficient torquingha rear inner hub flange bolt existed in
some of our Tesla Roadsters, as a result of a thseess during manufacture of the Tesla Roadsitir. In October 2010, we initiated a
product recall after the 12 volt, low voltage aiafy cable in a single vehicle chafed against tihgeeof a carbon fiber panel in the vehicle
causing a short, smoke and possible fire behindigine front headlamp of the vehicle. The costigiiifg this most recent recall is not material.
In the future, we may at various times, voluntaafyinvoluntarily, initiate a recall if any of owehicles or electric powertrain components
prove to be defective. Such recalls, voluntaryneoluntary, involve significant expense and divensof management attention and other
resources, which would adversely affect our branage in our target markets and could adverselgdfgr business, prospects, financial
condition and results of operations.

Our warranty reserves may be insufficient to coature warranty claims which could adversely affeotir financial performance.

If our warranty reserves are inadequate to couveréuwarranty claims on our vehicles, our businpssspects, financial condition and
operating results could be materially and advera#fiscted. We provide a three year or 36,000 nilew Vehicle Limited Warranty with every
Tesla Roadster, which we extended to four yeaB)@00 miles for the purchasers of our 2008 TesladRter. In addition, customers have the
opportunity to purchase an Extended Service Plathoperiod after the end of the New Vehicle LeditWarranty to cover additional services
for an additional three years or 36,000 miles, Whier comes first. The New Vehicle Limited Warraistgimilar to other vehicle
manufacturers’ warranty programs and is intendezbter all parts and labor to repair defects inariat or workmanship in the body, chassis,
suspension, interior, electronic systems, bat@owertrain and brake system. We record and adjastanty reserves based on changes in
estimated costs and actual warranty costs. Howbeeguse we only began delivering our first Tesladster in early 2008, we have extremely
limited operating experience with our vehicles, #merefore little experience with warranty clainos these vehicles or with estimating
warranty reserves. Since we began initiating safl@sir vehicles, we have increased our warrantgries based on our actual warranty claim
experience over the past 12 months and we maydoéree to undertake further such increases inuhaé. As of September 30, 2010, we had
warranty reserves of $5.2 million. We could in thire become subject to a significant and unexgzketarranty expense. There can be no
assurances that our existing warranty reservedwifiufficient to cover all claims or that our lied experience with warranty claims will
adequately address the needs of our customersitcttisfaction.

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

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

» cease selling, incorporating or using vehicles ithedrporate the challenged intellectual prope
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* pay substantial damage

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

» redesign our vehicle:

In the event of a successful claim of infringemagainst us and our failure or inability to obtailicanse to the infringed technology, our
business, prospects, operating results and fineommalition could be materially adversely affectedaddition, any litigation or claims, whett
or not valid, could result in substantial costs divérsion of resources and management attention.

We also license patents and other intellectual gmtgdrom third parties, and we may face claimg tha use of this in-licensed
technology infringes the rights of others. In tbase, we may seek indemnification from our licessorder our license contracts with them.
However, our rights to indemnification may be urilalde or insufficient to cover our costs and lassiepending on our use of the technology,
whether we choose to retain control over conduthefitigation, and other factors.

Our business will be adversely affected if we areble to protect our intellectual property rightsdm unauthorized use or infringement
by third parties.

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

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

» our pending patent applications may not resulb&issuance of paten
* our patents, if issued, may not be broad enougindtect our proprietary right

» the patents we have been granted may be challemyadidated or circumvented because of the-existence of similar patented
unpatented intellectual property rights or for otreasons

» the costs associated with enforcing patents, cenfidlity and invention agreements or other intllal property rights may make
aggressive enforcement impracticat
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» current and future competitors may independentiyelig similar technology, duplicate our vehiclesiesign new vehicles in a w
that circumvents our patents; &

» ourir-licensed patents may be invalidated or the holdetisese patents may seek to breach our licenaagements

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

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

We cannot be certain that we are the first creaftérventions covered by pending patent applicationthe first to file patent applicatio
on these inventions, nor can we be certain thapending patent applications will result in issyadents or that any of our issued patents will
afford protection against a competitor. In addifipatent applications filed in foreign countries aubject to laws, rules and procedures that
differ from those of the United States, and thuscanenot be certain that foreign patent applicatretested to issued U.S. patents will be issued.
Furthermore, if these patent applications issueesforeign countries provide significantly lesseeffve patent enforcement than in the United
States.

The status of patents involves complex legal antutd questions and the breadth of claims allowathcertain. As a result, we canno!
certain that the patent applications that we filk igsult in patents being issued, or that oueptt and any patents that may be issued to us in
the near future will afford protection against catifors with similar technology. In addition, pateissued to us may be infringed upon or
designed around by others and others may obtagmfzathat we need to license or design arouncgredhwhich would increase costs and may
adversely affect our business, prospects, finagoatlition and operating results.

Three of our trademark applications in the Europedsnion remain subject to six outstanding oppositipnoceedings.

We currently sell and market our vehicles in thedpean Union under the Tesla trademark. We haeetttademark applications in the
European Union for the Tesla trademark. Thesewjst to outstanding opposition proceedings brobgttwo prior owners of trademarks
consisting of the word Tesla; however, on Octohe203d.0, we entered into a settlement agreementawi¢hof the two opposing
parties. Pursuant to that settlement, the opposjtioceedings against Tesla brought by that paiftyoeswithdrawn prior to December 6,
2010. If we cannot resolve the remaining opposgtiand thereby secure registered rights in the Eam/nion, this will reduce our ability to
challenge third party users of the Tesla trademarkdilute the value of the mark as our exclushambt name in the European Union. In
addition, there is a risk that the remaining prights owner could in the future take action toldraye our use of the Tesla mark in the
European Union. This would have a severe impaausrposition in the European Union and may inhilit ability to use the Tesla mark in-
European Union. If we were prevented from usingTtesla trademark in the European Union, we wouktirte expend significant additional
financial and marketing resources on establishinglgernative brand identity in these markets.
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We may be subject to claims arising from an airptaaorash in which three of our employees died.

In February 2010, three of our employees dieddraah of an airplane owned and piloted by one ofowployees. The plane crashed
neighborhood in East Palo Alto, California. Thenaalso clipped an electrical tower, causing a pdass and business interruption in parts of
Palo Alto, including Stanford University. The caugehe accident is under investigation by the blzdl Transportation Safety Board. As a
result of the accident, claims, including but notited to those arising from loss of or damagedospnal property, business interruption losses
or damage to the electrical tower and surroundieg,anay be asserted against various parties imguts. The time and attention of our
management may also be diverted in defending slaéi& We may also incur costs both in defendirgjragj any claims and for any
judgments if such claims are adversely determiNedmaterial claims have been brought against ukste.

Our facilities or operations could be damaged ona&dsely affected as a result of disasters or unpcéable events.

Our corporate headquarters and planned manufagtfaailities are located in California, a regiorokvn for seismic activity. If major
disasters such as earthquakes, fires, floods,dames, wars, terrorist attacks, computer virusasd@mics or other events occur, or our
information system or communications network bredisn or operates improperly, our facilities mayskeeiously damaged, or we may have
to stop or delay production and shipment of oudpats. In addition, our lease for our Deer CreaHlifg permits the landlord to terminate the
lease following a casualty event if the neededireae in excess of certain thresholds and weod@gree to pay for any uninsured amounts.
We may incur expenses relating to such damageshvdoiuld have a material adverse impact on oumlessi operating results and financial
condition.

In the past material weaknesses in our internal d¢owl over financial reporting have been identifiedf we fail to remediate any material
weaknesses and maintain proper and effective inedroontrols, our ability to produce accurate andrtely financial statements could be
impaired, which could adversely affect our busingsperating results, and financial condition.

In connection with the audit of our consolidatetbficial statements for the year ended and as adrbleer 31, 2007, our independent
registered public accounting firm identified twont! deficiencies that represented material weakee in our internal control over financial
reporting for the year ended and as of Decembe2@17. In connection with the audit of our consalet! financial statements for the years
ended December 31, 2008 and 2009, our indepenegistered public accounting firm did not identifyyanaterial weaknesses in our internal
control over financial reporting for the year ended as of December 31, 2008 or 2009. Our failnienplement and maintain effective
internal controls in our business could have a netadverse effect on our business, financial dior results of operations and stock price
material weakness is a deficiency or a combinatifoteficiencies, in internal control over financiaporting, such that there is a reasonable
possibility that a material misstatement of the pany’s annual or interim financial statements wit be prevented or detected on a timely
basis.

The material weaknesses in our internal controt émancial reporting as of December 31, 2007, Wwhiesulted in audit adjustments,
were as follows:

*  We did not maintain adequate controls to ensuraticeracy, completeness and safeguarding of sgreetisused in our financial
reporting process. Specifically, we maintained mamyporting financial schedules on a manual andimgrated spreadsheet
basis, which increased the risk of compiling inaatel or incomplete informatio
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» We did not maintain effective controls over cutqpfbcedures for expenses. Specifically, we didhase formal cut-off procedures
in place to ensure the timely and accurate recgrdfraccruals

We have taken steps to remediate our material vesasles. However, there are no assurances that Hsirae we have taken to remed
these internal control weaknesses were complettdgtieve or that similar weaknesses will not reddur remediation efforts for the material
weaknesses in our internal control over finan@glarting in 2007 have included:

* anincreased level of spreadsheet maintenanceeaigv, as well as continuing exploration of autdorabpportunities

« expanded cro-functional involvement and input into period engberse accruals, as well as process improvemettte jprocur-
to-pay cycle and analytics in establishing certairt cester accruals; ar

* increased reporting capabilities from our finaneiatl enterprise resource planning systems to nroenit track financial reportin

Additionally, as part of our on-going efforts topnove our financial accounting organization andcpsses, we have hired several senior
accounting personnel in the United States.

We plan to continue to assess our internal contnotsprocedures and intend to take further actsomegessary or appropriate to address
any other matters we identify.

Because of these material weaknesses, there isteeay risk that a material misstatement of owarfoial statements relating to the years
ended and as of December 31, 2007 was not preventigtected. While no material weaknesses werdifagl during the course of our audit
for the years ended December 31, 2008 or 2009 aweat assure you that these or other similar issilesot arise in future periods.

To date, the audit of our consolidated financiateshents by our independent registered public attaufirm has included a
consideration of internal control over financigboeting as a basis of designing their audit procesiubut not for the purpose of expressing an
opinion on the effectiveness of our internal colstver financial reporting. If such an evaluatlead been performed or when we are required
to perform such an evaluation, additional matexi@dknesses and other control deficiencies may hege or may be identified. Ensuring that
we have adequate internal financial and accourttimgrols and procedures in place to help producarate financial statements on a timely
basis is a costly and time-consuming effort thatdseto be evaluated frequently. We will incur irsed costs and demands upon management
as a result of complying with the laws and regaladiaffecting public companies relating to interatrols, which could materially adversely
affect our operating results.

If our suppliers fail to use ethical business pra@s and comply with applicable laws and regulatgrour brand image could be harmed
due to negative publicity.

Our core values, which include developing the higlogiality electric vehicles while operating witttégrity, are an important component
of our brand image, which makes our reputationigalerly sensitive to allegations of unethical mess practices. We do not control our
independent suppliers or their business practidesordingly, we cannot guarantee their complianéé ethical business practices, such as
environmental responsibility, fair wage practicasg compliance with child labor laws, among othA&rtack of demonstrated compliance cc
lead us to seek alternative suppliers, which coudcease our costs and result in delayed deliveoupproducts, product shortages or other
disruptions of our operations.

104



Table of Contents

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

Risks Related to the Ownership of our Common Stock

We will incur increased costs and demands upon mgaaent as a result of complying with the laws arejulations affecting public
companies, which could adversely affect our openatresults.

As a public company, we will incur significant légaccounting and other expenses that we did roofrias a private company, including
costs associated with public company reporting@nrgdorate governance requirements. These requitsrimeriude compliance with
Section 404 and other provisions of the SarbandsyOict, as well as rules implemented by the Séiesriand Exchange Commission, or SEC,
and The Nasdaq Stock Market. In addition, our manemnt team will also have to adapt to the requirgsef being a public company. We
expect complying with these rules and regulatioilssubstantially increase our legal and financiaimpliance costs and to make some
activities more time-consuming and costly.

The increased costs associated with operatingoablec company will decrease our net income oréase our net loss, and may require
us to reduce costs in other areas of our busiressm@ase the prices of our products or serviddslitionally, if these requirements divert our
management’s attention from other business conctireg could have a material adverse effect orbosiness, prospects, financial condition
and operating results.

As a public company, we also expect that it maynoee difficult and more expensive for us to obdirector and officer liability
insurance, and we may be required to accept recamléy limits and coverage or incur substantiddigher costs to obtain the same or similar
coverage. As a result, it may be more difficult isrto attract and retain qualified individuals&sve on our board of directors or as our
executive officers.

Concentration of ownership among our existing exdime officers, directors and their affiliates mayg@vent new investors from
influencing significant corporate decisions.

Upon completion of our IPO and the investment bydta, our executive officers, directors and théfitiates beneficially owned, in the
aggregate, approximately 56.0% of our outstandiragess of common stock. In particular, Elon Musk;, Gtief Executive Officer, Product
Architect and Chairman of our Board of Directorsnéficially owned approximately 28.5% of our outstimg shares of common stock
immediately after the completion of our IPO anditheestment by Toyota. As a result, these stocldrslavill be able to exercise a significant
level of control over all matters requiring stoclder approval, including the election of directamendment of our certificate of incorporat
and approval of significant corporate transactidrss control could have the effect of delayingpoeventing a change of control of our
company or changes in management and will makappeoval of certain transactions difficult or impitde without the support of these
stockholders.
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We are obligated to develop and maintain proper aftective internal control over financial reportig. We may not complete our analy
of our internal control over financial reporting ina timely manner, or these internal controls maytriwe determined to be effective, which
may adversely affect investor confidence in our qmny and, as a result, the value of our common &toc

We will be required, pursuant to Section 404 of $faebanes-Oxley Act, to furnish a report by manag#ron, among other things, the
effectiveness of our internal control over finahceporting for the first fiscal year beginningeafthe effective date of our IPO. This assess|
will need to include disclosure of any material Weesses identified by our management in our intexmatrol over financial reporting, as well
as a statement that our independent registereicmdalounting firm has issued an attestation repoiffectiveness of our internal controls
over financial reporting.

We are in the very early stages of the costly drallenging process of compiling the system and ggsing documentation necessary to
perform the evaluation needed to comply with Sectio4. We may not be able to remediate future rizteeaknesses, or to complete our
evaluation, testing and any required remediatica fimely fashion. During the evaluation and tegtinocess, if we identify one or more
material weaknesses in our internal control oveairicial reporting, we will be unable to assert thatinternal controls are effective. If we are
unable to assert that our internal control oveariitial reporting is effective, or if our auditorg ainable to express an opinion on the
effectiveness of our internal controls, we coulselénvestor confidence in the accuracy and compésteof our financial reports, which would
have a material adverse effect on the price ofcootmon stock.

The trading price of our common stock is likely bee volatile.

Our shares of common stock began trading on the&tp&lobal Select Market on June 29, 2010 and fitrerethe trading history for our
common stock has been limited. In addition, thditrg price of our common stock has been highly teland could continue to be subject to
wide fluctuations in response to various factoosnps of which are beyond our control. For examdker @pening at $17 per share at the IPO,
our common stock has experienced an intra-dayrtgaliigh of $30.42 per share and a low of $14.98&hare through October 31, 2010.

In addition, the stock market in general, and ttaekmat for technology companies in particular, hgsegienced extreme price and volume
fluctuations that have often been unrelated orrdjzprtionate to the operating performance of trezgapanies. Broad market and industry
factors may seriously affect the market price ohpanies’ stock, including ours, regardless of datparating performance. These fluctuations
may be even more pronounced in the trading madteidr stock during the period following our IP@.dddition, in the past, following peric
of volatility in the overall market and the marlggice of a particular company’s securities, se@sitlass action litigation has often been
instituted against these companies. This litigatibimstituted against us, could result in substdrtosts and a diversion of our management’s
attention and resources.

A substantial majority of our total outstanding shas are currently restricted from immediate resal®jt may be sold on a stock exchange
in the near future. The large number of shares dlide for public sale or subject to rights requirings to register them for public sale could
depress the market price of our common stock.

The market price of our common stock could dectise result of sales of a large number of sharesrofommon stock in the market in
the future, and the perception that these salelsl ameur may also depress the market price of oarmeon stock. As of September 30, 2010
had 93,253,398 shares of common stock outstan@hthese shares, a substantial majority are cuyresdtricted as a result of securities laws,
lock-up agreements or other contractual restristitvat restrict transfers for at least 180 dayar dfte date of the closing of our IPO, which is
December 27, 2010, subject to certain potentigresions.
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Beginning on such date, stockholders owning anexgge of approximately 75,000,000 shares will ligled, under contracts providing
for registration rights, to require us to registkares of our common stock owned by them for pudalie in the United States, subject to the
restrictions of Rule 144.

In addition, we have registered approximately 26,186 shares previously issued or reserved forduisuance under our equity
compensation plans and agreements. Subject t@tiséastion of applicable exercise periods anadrtain cases, lock-up agreements, the
shares of common stock issued upon exercise ofapuliig options will be available for immediatealesin the United States in the open
market.

Sales of our common stock as restrictions end syaunt to registration rights may make it moreiciift for us to sell equity securities in
the future at a time and at a price that we deepnogpiate. These sales also could cause our staak fo fall and make it more difficult for y«
to sell shares of our common stock.

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

Our certificate of incorporation, bylaws and Delagviaw contain provisions which could have the @ffef rendering more difficult,
delaying or preventing an acquisition deemed umdkks by our board of directors. Our corporate goaace documents include provisions:
» creating a classified board of directors whose mamberve staggered th-year terms

» authorizing“blank chec” preferred stock, which could be issued by the beatidout stockholder approval and may contain vt
liquidation, dividend and other rights superiootr common stock

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

* requiring advance notice of stockholder proposaidiisiness to be conducted at meetings of oukistdders and for nominatior
of candidates for election to our board of direst

» controlling the procedures for the conduct and datieg of board and stockholder meetings;

» providing the board of directors with the expresw/gr to postpone previously scheduled annual mgeamd to cancel previously
scheduled special meeting

These provisions, alone or together, could delgyevent hostile takeovers and changes in controhanges in our management.

As a Delaware corporation, we are also subjectdwipions of Delaware law, including Section 203té Delaware General Corporation
law, which prevents some stockholders holding ntlbae 15% of our outstanding common stock from emggiy certain business
combinations without approval of the holders ofstahtially all of our outstanding common stock.
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Any provision of our certificate of incorporatiom bylaws or Delaware law that has the effect oagllg or deterring a change in control
could limit the opportunity for our stockholdersrexeive a premium for their shares of our comntooks and could also affect the price that
some investors are willing to pay for our commarckt

Our current agreements with Blackstar, an affiliatef Daimler, contain certain restrictions that deease the likelihood that potential
acquirors would make a bid to acquire us.

Our financing agreements with Blackstar, an atfliaf Daimler, include certain restrictions thatmse the likelihood that potential
acquirors would make a bid to acquire us, includjing Blackstar a right of notice on any acquisitproposal we receive for which we
determine to engage in further discussions witbtangial acquiror or otherwise pursue. Blackstanthas a right, within a specified time
period, to submit a competing acquisition proposeaddition, Elon Musk, our Chief Executive Offic@roduct Architect, Chairman and
largest stockholder, has agreed that he will ravtdfer any shares of our capital stock benefic@aliyed by him to any automobile original
equipment manufacturer, other than Daimler, wittlackstar’s consent. Mr. Musk has further agreetto vote any shares of our capital
stock beneficially owned by him in favor of a deehtigquidation transaction to which any automobitgimal equipment manufacturer, other
than Daimler, is a party without Blackstar’s cortsdinese provisions could delay or prevent hostikeovers and changes in control of us,
which could cause our stock price or trading voluméall.

If securities or industry analysts do not publishr oease publishing research or reports about usr business or our market, or if they
change their recommendations regarding our stockvadsely, our stock price and trading volume coulelatine.

The trading market for our common stock will beuehced 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 stock
adversely, or provide more favorable relative recmndations about our competitors, our stock prioal@likely decline. If any analyst who
may cover us were to cease coverage of our comprafajl to regularly publish reports on us, we abldse visibility in the financial markets,
which in turn could cause our stock price or trgdimolume to decline.

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

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

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
Unregistered Sales of Equity Securities

On July 2, 2010, we sold 2,941,176 shares of oomaon stock to Toyota Motor Corporation at a pric§57.00 per share, for aggregate
proceeds of $50.0 million.

On November 2, 2010, we sold 1,418,573 sharesrof@ummon stock to an entity affiliated with Pandsddorporation at a price of
$21.148 per share, for aggregate proceeds of $3illion.
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The shares described above were issued in priratséctions pursuant to Section 4(2) of the Seéearict of 1933, as amended.

Use of Proceeds

Our IPO of common stock was effected through a eggion Statement on Form S-1 (File No. 333-164588t was declared effective
by the Securities and Exchange Commission on J8n2®0, which registered an aggregate of 15,2958@res of our common stock,
including 1,995,000 shares that the underwritetstha option to purchase. On July 2, 2010, 11,88Ddhares of common stock were sold on
our behalf and 3,414,400 shares of common stock s@d on behalf of the selling stockholders, idaig 1,995,000 shares sold by the selling
stockholders upon exercise in full of the underevst option to purchase additional shares, at &hpHce of $17.00 per share, for an aggregate
gross offering price of $201,970,200 to us, and %8800 to the selling stockholders. The undeessiof the offering were Goldman, Sach
Co., Morgan Stanley & Co. Incorporated, J.P. Mor§asurities Inc. and Deutsche Bank SecuritiesHodowing the sale of the shares in
connection with the closing of the IPO, the offgrierminated.

We paid to the underwriters underwriting discowartd commissions totaling approximately $13.1 millio connection with the offerin
In addition, we incurred additional costs of appmeately $4.4 million in connection with the offegnwhich when added to the underwriting
discounts and commissions paid by us, amountgabfees and costs of approximately $17.5 millibhus, the net offering proceeds to us,
after deducting underwriting discounts and comroissiand offering costs, were approximately $184ldom. No offering costs were paid
directly or indirectly to any of our directors difioers (or their associates) or persons owningpertent or more of any class of our equity
securities or to any other affiliates, other thaimbursement of legal expenses for selling stoakdrsl

There was no material change in the use of prodeeutsour initial public offering as described inrdinal prospectus filed with the SEC
pursuant to Rule 424(b). From the effective datthefregistration statement through June 30, 2@&Mhave used the net proceeds of the
offering for working capital purposes, includingeexditures for inventory, personnel costs, equigraed other operating expenses.

ITEM 3. DEFAULT UPON SENIOR SECURITIES
None.

ITEM4. (REMOVED AND RESERVED)

ITEM5. OTHER INFORMATION
None.

ITEM 6. EXHIBITS
See Index to Exhibits at end of report.

109



Table of Contents

SIGNATURE

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

Tesla Motors, Inc

Date: November 12, 2010 / s/ DEEPAKA HUJA
Deepak Ahuja
Chief Financial Officer
(Principal Financial Officer and
Duly Authorized Officer)
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INDEX TO EXHIBITS

Incorporated by Reference

Exhibit Filed
Number Exhibit Description Form File No. Exhibit Filing Date Herewith
3.1 Amended and Restated Certificate of Incorporatibthe Registran ~ S-1 333164593 3.1 January 29, 201
3.2 Amended and Restated Bylaws of the Regist S-1 333-164593 3.2 January 29, 201
4.1 Specimen common stock certificate of the Regis! S-1/A 333164597 4.1 May 27, 201C
4.2 Fifth Amended and Restated Investors’ Rights Agreetydated as
of August 31, 2009, between Registrant and cehtalders of the
Registrar’s capital stock named there S-1 33:2-16459: 4.2 January 29, 201
4.2~  Amendment to Fifth Amended and Restated Inve’ Rights
Agreement, dated as of May 20, 2010, between Ragisand
certain holders of the Registr’s capital stock named there S-1/A 3316459 4.2A May 27, 201(
4.2E  Amendment to Fifth Amended and Restated Inve’ Rights
Agreement between Registrant, Toyota Motor Corpamend
certain holders of the Registr’s capital stock named there S-1/A 3316459 4.2B May 27, 201(
4.2C  Amendment to Fifth Amended and Restated Invesi®ights
Agreement, dated as of June 14, 2010, between tRagiand
certain holders of the Registr’s capital stock named there S-1/A 333-16459: 4.2C June 15, 201
4.2C  Amendment to Fifth Amended and Restated Inv’'s Rights
Agreement, dated as of November 2, 2010, betwegisRant and
certain holders of the Registr’s capital stock named there 8-K 001-34756 4.1 November 4, 201
4.3 Registration Rights Agreement between the UnitedeSt
Department of Energy and the Registrant dated darofary 20,
2010 S-1/A  33:- 164597 4.3 May 27, 201C
4.32 Amendment to Registration Rights Agreement betwikerUnited
States Department of Energy and the Registrantddet®f May 21,
2010 S-1/A  33:- 16459 4.3A May 27, 201C
4.4 Warrant to Purchase Shares of Preferred Stockddsyi¢he
Registrant to the United States Department of Bndeged January
20, 201C S-1/A  33%- 16459 4.4 May 27, 201(C
4.5 Warrant to Purchase Shares of Common Stock issyéteb
Registrant to the United States Department of Bndeged May 21,
2010 S-1/A  33:- 164597 45 May 27, 201C
4.6 Form of Warrant to Purchase Shares of Common Statdd as o
May 20, 201( S-1/A  33:- 164597 4.6 May 27, 201C
4.7 Common Stock Purchase Agreement, dated as of Ma3(M,
between the Registrant and Toyota Motor Corpore S-1/A 33z 164597 4.7 May 27, 201(
10.1 Sale and Purchase Agreement between RegistraMMandnited
Motor Manufacturing, Inc., dated August 13, 2( — — — — X
10.2 Addendum No. 1 to the Sale and Purchase Agreenatwebn
Registrant and New United Motor Manufacturing, Jmtated
September 23, 201 — — — — X
10.3 Amendment No. 1 to the Letter Agreement betweerRibgistran
and New United Motor Manufacturing, Inc. dated JaBe201C — — — — X
10.4 Amendment No. 2 to the Letter Agreement betweerRtbhgistrant
and New United Motor Manufacturing, Inc. dated Getol, 201( — — — — X
10.5 Amendment No. 3 to the Letter Agreement betweerRtbhgistrant
and New United Motor Manufacturing, Inc. dated (eto8, 201( — — — — X
10.6 Amendment No. 4 to the Letter Agreement betweerRtbhgistrant
and New United Motor Manufacturing, Inc. dated Getol3, 201( — — — — X
10.7

Amendment No. 5 to the Letter Agreement betweerRibgistran



and New United Motor Manufacturing, Inc. dated etol5, 201( — — — — X
10.8t  Amendment No. 6 to the Letter Agreement betweerRtbgistran

and New United Motor Manufacturing, Inc. dated ®eo019, 201( — — — — X
31.1 Rule 13a-14(a) / 15(d)-14(a) Certification of Pipad Executive

Officer — — — — X
31.2 Rule 13a-14(a) / 15(d)-14(a) Certification of Pipad Financial

Officer — — — — X

32.1* Section 1350 Certificatior — — — —

* Furnished herewit
Tt Tesla Motors, Inc. has requested confidentialtinent with respect to certain portions of thisieithwhich have been separately filed with
the Securities and Exchange Commiss
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Exhibit 10.1
SALE AND PURCHASE AGREEMENT

THIS SALE AND PURCHASE AGREEMENT (the “Agreemeni¥ made as of the 18 day of August, 2010 (the ‘tiffe Date”), between
TESLA MOTORS, INC. , (“TESLA"), a Delaware corporation, with its principal offiazhted at 3500 Deer Creek Road, Palo Alto, Cali&

94304 andNEW UNITED MOTOR MANUFACTURING, INC. , a California corporation, with its place of buesés at 45500 Fremont Blv
Fremont, California 94538 (“NUMMI").

RECITALS:

A.  Whereas, NUMMI intends to sell certain of its assand

B. Whereas, TESLA desires to purchase and acceptrcegsets that NUMMI owns and used in the prodaatibautomobiles (th
“Assets”), including without limitation, the initizapital asset purchase contemplated by TESLA1®,469,682.43 million (the
“Initial Capital Assets”). Initial Capital Assetadlude, to the extent transferable, all warraniiedemnification rights, service
agreements and licenses associated with the I@ifipltal Assets. For avoidance of doubt, Assetslaitidl Capital Assets do not

include spare parts associated with the buildirsgesys described in the Letter Agreement between NIlUdhd TESLA dated
May 26, 2010 (th¢ Real Estate Agreeme”).

NOW THEREFORE, based upon the following recitaljoh are incorporated into and made a part ofAlgieement and for other
good and valuable consideration, the receipt affic&ncy of such consideration being acknowledgéd, parties hereby agree as follows:

1. Sale and Purchase of Initial Capital Asset. Upon the terms and subject to the conditionsigealin this Agreement, NUMMI hereby
agrees to convey, sell, transfer, and deliverfalldMMI’s right, title and interest in the InitiaCapital Assets to TESLA free and clear of
any and all security interests, mortgages, pledgess, charges, restrictions, reservations, claliakilities, obligations, encumbrances,
leases and interests or claims of every other passentity of every kind and nature whatsoeveléctively, the “Liens”), and TESLA
hereby agrees to purchase and accept the Initjsital&ssets

2. Sale Date for Initial Capital Assets. NUMMI shall convey and deliver the Initial Capitassets to TESLA on the closing date of
Real Estate Agreement (the “Sale Date”). The sadepaurchase of the Assets and the Initial Capitsets shall be subject to the terms

and conditions set forth herein. The parties agraeNUMMI will cease from and after the Effectildate any further marketing activity
or negotiations with third parties with respecttte Initial Capital Asset:



3.

4.

Purchase Price of Initial Capital Assets.

3.1. Installment Payment for Initial Capital Assets. Conveyance of the Assets shall be by Bill of Salessantially in the form of Bill
of Sale attached hereto Eghibit A (“Bill of Sale”). The aggregate purchase price (f€hase Price”) for the Initial Capital Assets
shall be $13,469,682.43, which purchase price siedl be stated in the Bill of Sale attached hesstexhibit B to be delivered by
NUMMI to TESLA on the Sale Date. The Purchase Pwidkebe delivered to NUMMI in two (2) installmenteach by wire transfe
of immediately available funds as follow

(@  30% nor-refundable initial deposit (ttInitial Deposi”) within three (3) days after the Effective Date; :
(b)  70% (the*Final Paymer”) on the Sale Datt

3.2 Backstop Payment: No Real Estate Closin. If TESLA fails to make the Final Payment for thétibd Capital Assets, whic
are identified orkexhibit C , because the closing of the real estate acquisifithe NUMMI manufacturing facility and land
in Fremont, California does not occur, TESLA agribed NUMMI shall have the right to keep the Inifizeposit as a
Breakup Fee and no additional liability shall aecto either party

3.3 Backstop Payment: Real Estate Closing Without Inital Capital Asset Sale. If, prior to or on the Sale Date, TESLA
decides not to purchase some or all of the In@igpbital Assets, NUMMI shall use commercially reseduala efforts to sell the
Initial Capital Assets to a third-party and to nmaide the sale price of such Initial Capital Assétthe net sale price to a
third-party is less than the purchase price ofititeal Capital Assets, as agreed to herein byptasies, TESLA shall pay
NUMMI a fee equal to the difference between the@that NUMMI sold the Initial Capital Assets teetthird party and th
price at which TESLA agreed to purchase the In@fiapital Assets from NUMMI. NUMMI will deduct thigee from the
Initial Payment prior to seeking additional paymisom TESLA. TESLA further agrees that for the perending March 31,
2011, NUMMI, its agents, representatives, succesand assigns, shall have access to the Facilitgruerms to be agreed
by the parties, and such access shall not be wmably withheld, to undertake all commercially i@ssble activities related
to the marketing, sale, and subsequent removéleoAtset(s) from the Facilit

Payment. TESLA’s payment shall be by wire transfer to ancant or accounts as designated in writing by NUMNUMMI shall
verify wire payment transfer prior to conveyanced delivery of the Initial Capital Assel



Delivery of Transfer Documents. On the Sale Date, NUMMI shall deliver to TESLA ateeuted Bill of Sale to convey good title, fi
and clear of all Liens, and all other documentstrinments, and writings as NUMMI and TESLA may meebly deem necessary or
appropriate for the legal transfer of such Ini€@alpital Assets to TESLA pursuant to the terms i&f Agreement, including without
limitation, all certificates of title or origin (dike documents), and all documents necessanatwster to TESLA all manufacturers’
warranties, indemnification rights, service agreeta@nd licenses associated with the Initial Capissets, to the extent such
manufacturer’ warranties, service agreements and licenses arsf¢rable (collectively, th*Transfer Documen”).

Possession and Titl.

6.1. Identification of Initial Capital Assets . After payment of the Initial Deposit, TESLA, wittssistance from NUMMI, will mak
commercially reasonable efforts to segregate thialiCapital Assets from any other goods or asaatkclearly mark and identify
the Initial Capital Assets as property purchasechfNUMMI.

6.2. Teardown and Movement of Initial Capital Assets. The parties acknowledge that certain Initial Gaphssets will require
extensive teardown and movement within the NUMMiilfy (the “Facility”) to satisfy TESLAS Model S production requiremer

Nevertheless, the Assets are <* as i” “where i< .

. Movement of Initial Capital Assets Requested by TEISA. Prior to moving any Initial Capital Asset(s), TESIsAall
pay in full for such specific Initial Capital Asg¢g} to be moved before moving such Initial Capitaset(s). Upon
receipt of payment in full for such specific Inlt@apital Asset(s) to be moved, TESLA shall haweright to move
such Initial Capital Asset(s) at TESLA'’s expenseluding relocation to TESLA'’s powertrain facility Palo Alto,
California. Such teardown and movement of a spetiitial Capital Asset(s) shall be permitted pdrd it does not
interfere with NUMMI’s previously scheduled teardowchedule. TESLA and its agents will use reas@nednie in the
dismantling and movement of the Initial Capital &&s), and as between TESLA and NUMMI, TESLA shafhr all
costs associated with any damage to the Initiait&lafisset(s). If such teardown activity occursdrefthe Sale Date,
TESLA agrees to indemnify, defend and hold NUMMirhkess for any property damage or injury to thiedtjes
directly or indirectly caused by TESLA, its ageatsl/or representatives in the process of the teardmd movement
of the Initial Capital Asset(s




Movement of Initial Capital Assets Requested by NUNI . If NUMMI desires to move specific Initial Capit
Assets prior to the Sale Date, NUMMI will obtairetprior written consent of TESLA before moving thiial Capital
Asset(s). NUMMI shall be solely responsible for erpes associated with movement of such specitiall@apital
Assets. NUMMI, its agents and or representativésuse reasonable care in the movement of thealnapital Asset
(s). NUMMI shall be solely responsible to TESLA tbe financial costs of any damage to the Initiapital Asset(s)
arising from a teardown or movement of the Ini@alpital Asset(s) by NUMMI. TESLA must submit evidenof the
physical condition of the Initial Capital Assetf®jor to any asserted damage claim(s), and any daotage claim(s)
must be submitted to NUMMI on or before DecemberZ110. If the parties mutually agree that NUMMEliamage
the Initial Capital Asset(s) listed dxhibit C , NUMMI, in its sole discretion, may either reptie damaged
equipment or refund the price of the Initial Caphaset(s) to TESLA. NUMMI shall not be requiredreplace any
damaged Initial Capital Asse

Transfer of Software.

7.1. Software Enhancement:s. NUMMI will transfer to TESLA with the Initial Cap#l Assets, at no additional cost, all software

required to operate the Initial Capital Assets. Trigal Capital Assets shall not include any NUMIgerformance data,
improvements, enhancements or modifications deeeldyy NUMMI, Toyota Motor Corporation (“Toyota”)r any Toyota
affiliated company. To the extent that any of thitidl Capital Assets have software that is licehkeNUMMI, is proprietary, or is
otherwise non-transferable, TESLA shall be resgmador obtaining such licenses. A list of non-starable software associated
with the Initial Capital Assets is (Exhibit E .

. Software related to Maximo. NUMMI will transfer to TESLA existing copies of M&no software, if permitted by the terms of -

applicable license agreeme

Title . Title to the Initial Capital Assets shall transfe TESLA upon receipt of the Final Payment of Ehechase Price pursuant to the
terms set forth herei



9.

10.

Representations and Warranties of NUMMI.

9.1. Representations and Warranties. NUMMI represents and warrants to TESLA: (i) NUMMI a corporation duly incorporate

9.2.

validly existing and in good standing under thedafthe State of California, and is authorizettémsact business in the State of
California, (i) NUMMI has, and at all times haschdull corporate power and authority to own anakke its properties as such
properties are now owned and leased and to coitdumisiness as and where such businesses haweeandw being conducted,
(iif) NUMMI is the lawful and sole (100%) owner tfe Initial Capital Assets, and has full right, pavand authority to execute this
Agreement and to sell, grant, convey, assign, tearmsd deliver and set over unto TESLA all of thig#ial Capital Assets, (iv) this
Agreement has been duly executed and deliveredliyiMI, and constitutes the legal, valid, and bindotgigation of NUMMI,
enforceable in accordance with its terms, (v) tiidl Capital Assets have been checked by NUMMIHazardous materials and if
applicable, MSDS sheets have been prepared, fpeathleum products or other commercial cleaningritation or similar
products used in the ordinary course of businessimpliance with environmental laws, (vi) at thdeSaate, NUMMI has no debts,
obligations or liabilities, relating to the Initi@lapital Assets, other than obligations for propakes related to the Initial Capital
Assets, which are not yet due and payable (butbgilpaid by NUMMI when due and payable), (vii) NUMNAs fee simple, good
and marketable title to all right, title, and irgst in the Initial Capital Assets, free and cldaalbLiens, (viii) no litigation has been
filed that would prohibit the transactions conteatptl herein or would have a material adverse afigat any of the Initial Capital
Assets, (ix) NUMMI is in compliance with all of itsontractual and legal obligations relating to liidal Capital Assets,

(x) NUMMI is free to deal with TESLA to sell theitial Capital Assets, and NUMM$' negotiation and execution of this Agreerr
with TESLA do not violate its articles of incorpdticn or bylaws or any agreement or understandingiMI, (xi) all taxes,
including without limitation all property taxes, el@and payable with respect to the Initial Capitatéts have been paid,

(xii) NUMMI has not dealt with or engaged any broke finder in connection with the transactions teomplated by this
Agreement; and (xiii) the Initial Capital Assetsr&én good working condition as of April 1, 2010 evshNUMMI ceased
production, and NUMMI will provide any existing nmé&nance records related to the Initial CapitaleAs:

“As-1s” . EXCEPT AS EXPRESSLY PROVIDED IN THIS SECTION 9, NWM MAKES NO REPRESENTATIONS OF
WARRANTIES OF ANY KIND, EXPRESS OR IMPLIED, ORAL ORVRITTEN, CONCERNING OR WITH RESPECT TO Tt
INITIAL CAPITAL ASSETS. THE SALE AND TRANSFER OF TH INITIAL CAPITAL ASSETS FROM NUMMI TO TESLA
ARE MADE ON AN*AS IS”, “WHERE 1S”, “ALL FAULTS” BASIS EFFECTIVE AS OF THE SALE DATE, EXCEPT AS
OTHERWISE SET FORTH HEREIN

Representations and Warranties of TESLA. TESLA represents and warrants to NUMMI: (i) TESLsAa corporation duly incorporatt

validly existing and in good standing under thedafthe State of Delaware, and is authorizedaosact business in the State of
California, (ii) TESLA has not dealt with or engalgany broker or finder in connection with the traetions contemplated by this
Agreement;(iii) TESLA has full right, power and hatity to execute this Agreement and to purchasdrttial Capital Assets, (iv) this
Agreement has been duly executed and deliverecdE8LA, and constitutes the legal, valid, and binddbdjgation of TESLA,
enforceable in accordance with its terms, (v) toéktent necessary, TESLA has the approval ofoerd of Directors and the Departm
of Energy, as lender, to execute this Agreementpanfbrm its obligations for the transaction(s) onplated herein; and (vi) TESLA h
the financial resources to consummate the trarggs)i contemplated herein without the need forfamag from any third-party,
excluding the Department of Ener¢



11.

12.

Covenants of NUMMI.

11.1.Release of LiensSo long as this Agreement remains in place, NUMMIIS(i) use its best efforts to prevent any Liémsn
attaching to any of the Initial Capital Assets, dii}dcause all Liens to be released and dischaggelde Sale Datt

11.2.No Conveyances or LeaseSo long as this Agreement remains in effect, NUMi&ll not convey, lease, or sublease all or any
portion of the Initial Capital Assets or agree ty af the foregoing

11.3. Maintenance of Initial Capital Assets. NUMMI will maintain the Initial Capital Assets ithe condition as they existed on-
Effective Date through the Sale Date. NUMMI willraply with its obligations under the Real Estate égmnent to the extent they
relate to or affect the Initial Capital Assets,lirding but not limited to those relating to decorasioning and environmental
matters.

11.4.Spare Parts. TESLA shall purchase spare parts on the follovigrgs:
a. Purchase Initial Capital Assets spare parts ta@aih7 million, as listed oExhibit F ;

b.  Purchase incidental items previously tagged B$OA, and any incidental items selected by TESLAhia future, at
50% of the original acquisition or replacement sdset new items, and 25% of the original acquisitis replacement
costs for used item

11.5.Payment for Spare Parts Related to Initial CapitalAssets. TESLA shall pay the $1,700,000.00 million for sppeets related to
the Initial Capital Assets (“Spare Parts”) in twstallments: the initial 30%, or $510,000, shalplgable within three (3) days of
the Effective Date. The second installment of 701,190,000, will be paid on the Sale Di

Conditions Precedent. The obligations of TESLA under this Agreement toghase any Initial Capital Assets upon Final Payrséall
be subject to the satisfaction, on or prior to FPayment, of all of the following conditions, aage or more of which may be waived in
writing at the option of TESLA

12.1.Transfer Documents.NUMMI will deliver to TESLA all of (i) the TransfeDocuments; (ii) copies of all manufacturers’ waties,
service agreements and licenses for the Initiait@efissets; and (iii) copies of all maintenancstbiies as kept in the ordinary course of
business, operating manuals, user manuals for acfvand license agreements for any software pedwidth the Initial Capital Asset




13.

14.

15.

16.

12.2.Results of Physical InspectionThe results of the physical inspection of the &ti€apital Assets undertaken by TESLA pursuant to
Section 13of this Agreement shall be reasonably satisfadimESLA and no material adverse effect shall has@irred with respect to
the Initial Capital Assets since the Effective Date

12.3.Lien ReleasesNUMMI has delivered to TESLA any and all released ather sufficient documents to release all Lizgainst the
Initial Capital Assets.

12.4.Accuracy of Representations and WarrantiesAll representations and warranties of NUMMI arestand correct as of the Sale
Date.

12.5.No Breach of Obligations.NUMMI shall not have breached any obligation topeeformed by NUMMI under this Agreement.

12.6.Permit Transfer . NUMMI will provide to TESLA, at no additional cgsany transferable licenses and operating pemgligged to
the Initial Capital Assets. For avoidance of dotii, transfer of permits or licenses in this sectioes not relate to VOC credits.

Inspection by TESLA. TESLA acknowledges that prior to the Effective D&&MMI has granted TESLA, its agents and
representatives, access to the Facility to conidspiections of the Initial Capital Assets for thegose of establishing, among other
things, the quantity, quality and value of theialiCapital Assets. TESLA further acknowledges tRatMMI has cooperated fully with
TESLA and its representatives with respect to sospections. TESLA has a continuing right to ingghe Initial Capital Assets from tl
Effective Date through the Sale De

Risk of Loss; Insurance.NUMMI shall bear the risk of loss prior to the Fifayment. NUMMI at its sole expense shall maintdi-risk
property insurance consistent with common, prudehistry practice, covering physical loss of, aaddge to, to the Initial Capital
Assets while under the ownership of NUMN

Casualty and Condemnatior. If at any time prior to the Final Payment any llifCapital Assets to be purchased are materiatyadged
by fire or other casualty or condemnation, then T&A&ay elect (i) not to purchase such damageddn@iapital Assets and the Purchase
Price reduced accordingly, or (ii) to proceed with purchase of the damaged Initial Capital Asaptsall insurance proceeds to be
received by NUMMI with respect to such damagedahiCapital Assets shall be assigned to or otherwad to TESLA, along with any
deductibles. NUMMI shall not be required to replacs such Initial Capital Asset(:

Indemnification by NUMMI. EFFECTIVE UPON FINAL PAYMENT, NUMMI SHALL INDEMNIFY AND HOLD TESLA, AND ITS
DIRECTORS, OFFICERS, AGENTS, SUCCESSORS AND ASSIGNSRMLESS FROM ANY AND ALL CLAIMS, LAWSUITS,
LIABILITIES, DAMAGES, COSTS, EXPENSES OR LOSSES,GNUDING WITHOUT LIMITATION, EXPENSES OF LITIGATION
AND REASONABLE ATTORNEYS FEES (COLLECTIVELY, “CLAIMS”), ARISING FROM (I) THE OWNERSHIP AND
OPERATION OF THE INITIAL CAPITAL ASSETS BY NUMMI ONOR PRIOR TO FINAL PAYMENT, INCLUDING, WITHOUT
LIMITATION, CLAIMS ARISING OUT OF THE WILLFUL NEGLECT OF NUMMI OR ITS EMPLOYEES OR AGENTS, (Il) ANY
BREACH OF ANY REPRESENTATION OR WARRANTY MADE BY NMMI IN THIS AGREEMENT, AND (lll) ANY BREACH
OF ANY COVENANT OR OBLIGATION OF NUMMI IN THIS AGREEMENT. TESLA SHALL GIVE REASONABLE NOTICE TO
NUMMI OF ANY SUCH CLAIMS (BUT FAILURE TO GIVE SUCHNOTICE SHALL NOT RELIEVE NUMMI OF ITS
OBLIGATION TO INDEMNIFY). THE INDEMNIFICATION PROVIDED TO TESLA IN THIS SECTION 16 SHALL NOT BE THE
EXCLUSIVE REMEDY AVAILABLE TO TESLA. TESLA SHALL HAVE ALL OTHER REMEDIES AVAILABLE AT LAW OR
EQUITY.




17.

18.

19.

20.

Indemnification by TESLA. EFFECTIVE UPON FINAL PAYMENT, TESLA SHALL INDEMNIFYAND HOLD NUMMI, AND ITS
DIRECTORS, OFFICERS, AGENTS, SUCCESSORS AND ASSIGNSRMLESS FROM ANY AND ALL CLAIMS, ARISING
FROM (I) THE OWNERSHIP AND OPERATION OF THE INITIAICAPITAL ASSETS BY TESLA AFTER FINAL PAYMENT,
INCLUDING, WITHOUT LIMITATION, CLAIMS ARISING OUT OF THE NEGLIGENCE OR WILLFUL NEGLECT OF TESLA O
ITS EMPLOYEES OR AGENTS, (Il) ANY BREACH OF ANY REFESENTATION OR WARRANTY MADE BY TESLA IN THIS
AGREEMENT, AND (Ill) ANY BREACH OF ANY COVENANT OROBLIGATION OF TESLA IN THIS AGREEMENT. NUMMI
SHALL GIVE REASONABLE NOTICE TO TESLA OF ANY SUCH ICAIMS (BUT FAILURE TO GIVE SUCH NOTICE SHALL
NOT RELIEVE TESLA OF ITS OBLIGATION TO INDEMNIFY)THE INDEMNIFICATION PROVIDED TO NUMMI IN THIS
SECTION 17 SHALL NOT BE THE EXCLUSIVE REMEDY AVAILABLE TO NUMMI. NUMMI SHALL HAVE ALL OTHER
REMEDIES AVAILABLE AT LAW OR EQUITY.

Sales and Use Taxe. Pursuant to the California Exemption Certificateached aExhibit D , the Purchase Price for each of the As
purchased by TESLA are exempt from state and keaals and use taxes under California Revenue axatida Code section 6352. The
parties shall cooperate in timely filing all necagsforms and reports with the appropriate taxintharities in order to report the sale of
the Assets and Initial Capital Assets pursuanhi®Agreement

Further Assurances.Each of the parties shall use commercially readerefforts to take all actions and to do all thimgeessary, prop
or advisable to consummate the transactions cornéteapby this Agreemer

Miscellaneous Provision:s.

20.1.No Third Party Beneficiaries . This Agreement shall not confer any rights, reiledr obligations upon any person other than the
parties and their respective successors and pethatsigns




20.2.Entire Agreement . This Agreement (including the documents refetcelerein) constitutes the entire agreement amloagarties
and supersedes any prior understandings, agregmemngpresentations by or among the parties, evritir oral, with respect to the sub
matter hereof all of which are merged herein.

20.3.Succession and AssignmentThis Agreement shall be binding upon and inurthébenefit of the parties named herein and their
respective successors and permitted assigns. Nprpay assign either this Agreement or any ofights, interest, or obligations
hereunder without the prior written approval of tdiker parties.

20.4.Counterparts . This Agreement may be executed in two or morentmparts, each of which shall be deemed an ofliguzall of
which together shall constitute one and the samsteument.

20.5.Headings. The section headings contained in this Agreeraentnserted for convenience only and shall na&cfih any way the
meaning or interpretation of this Agreement.

20.6.Natices. All notices, requests, demands, claims, and otbemeunications hereunder shall be in writing. Anyice request,
demand, claim, or other communication hereunddi bealeemed duly delivered five (5) business d#iar it is sent by registered or
certified mail, return receipt requested, postagg@id, or one business day after it is sent vigpatable nationwide overnight courier
service (such as Federal Express, Airborne ExgmeBsL), in each case to the intended recipierdgeagorth below:

To TESLA:

TESLA MOTORS, INC.

3500 Deer Creek Road

Palo Alto, California 94304

Attention: Deepak Ahuja, Chief Financial Officer

To NUMML:

NEW UNITED MOTOR MANUFACTURING, INC.
45500 Fremont Blvd.

Fremont, California 94538

Attention: James W. Potts, Ill, General ManagenaRce

Any party may give any notice, request, demandpclar other communication hereunder using anyratieans (including personal
delivery, expedited courier, messenger servicectgly, ordinary mail, or electronic mail), but n@hk notice, request, demand, claim, or
other communication shall not be deemed to have Haly given unless and until it actually is re@sby the party for whom it is
intended. Any party may change the address to wiitices, requests, demands, claims, and other coications hereunder are to be
delivered by giving the other parties notice in thenner herein set fort



20.7.Governing Law . This Agreement shall be governed by and constinadcordance with the internal laws (and notldve of
conflicts of laws) of the State of California.

20.8.Amendments and Waivers. The parties may mutually amend any provisiorhaf Agreement at any time. No amendment of any
provision of this Agreement shall be valid unldss $ame shall be in writing and signed by bothigmriNo waiver by any Party of any
default, misrepresentation, or breach of warrantyovenant hereunder, whether intentional or rtw|l e deemed to extend to any prior
or subsequent default, misrepresentation, or brefalarranty or covenant hereunder or affect inaay any rights arising by virtue of
any prior or subsequent such occurrence. All waigdiall be in writing.

20.9.Severability . Any term or provision of this Agreement thatrsalid or unenforceable in any situation in anygdiction shall not
affect the validity or enforceability of the remaig terms and provisions hereof or the validityeaforceability of the offending term or
provision in any other situation or in any otheigdiction. If the final judgment of a court of cpetent jurisdiction declares that any term
or provision hereof is invalid or unenforceables garties agree that the court making the detetinimaf invalidity or unenforceability
shall have the power to reduce the scope, duratioarea of the term or provision, to delete spee@ibrds or phrases, or to replace any
invalid or unenforceable term or provision witheanh or provision that is valid and enforceable #rad comes closest to expressing the
intention of the invalid or unenforceable term ooypsion, and this Agreement shall be enforceablsamodified after the expiration of
the time within which such a judgment may be medifor appealed.

20.10.Expenses Except as otherwise expressly provided for is thjreement, each of the parties shall bear its avgts and expenses
(including attorneys, accountants, and appraigees) incurred in connection with the preparatesrecution and performance of this
Agreement and the transactions contemplated hereby.

20.11.Construction . TESLA and NUMMI have participated jointly in tieegotiation and drafting of this Agreement. Theglaage used
in this Agreement shall be deemed to be the langehgsen jointly by the parties hereto to express tnutual intent, and no rule of
strict construction shall be applied against anyypa&ny reference to any federal, state, locafaveign statute or law shall be deemed
also to refer to all rules and regulations promigddahereunder, unless the context requires otlerwi

20.12.Time of EssenceTime shall be of the essence in the performanctkeobbligations set forth in this Agreeme




20.13.Incorporation of Exhibits . The Exhibits attached to this Agreement are ipoated herein by reference and made a part hereof.

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]



20.14.Survival. All representations, warranties, covenants, indéoation obligations, and other obligations in thigreement, and any
other certificate or document delivered pursuarnhi® Agreement, shall survive the Sale Date.

IN WITNESS WHEREOF, the parties hereto have exetthis Agreement as of the date first above written
TESLA MOTORS, INC.,

By: /s/ Elon Musk
Print Name Elon Musk
Title: Chairman & CEO

NEW UNITED MOTOR MANUFACTURING, INC.

By: /s/ Jeffrey Bear
Print Name: Jeffrey Beard
Title: Chief Transaction Officer

[Exhibits C and E have been omitted but will be funished supplementally to the
Securities and Exchange Commission upon request.]



EXHIBIT A
FORM OF BILL OF SALE

KNOW ALL MEN BY THESE PRESENTS that NEW UNITED MOTR®MANUFACTURING, INC. (“NUMMI"), a California
corporation, having its principal place of busineas45500 Fremont Blvd., Fremont, California 94%@8and in consideration of the sum of
exactly US$ (the “Purchase Price”), paid by TESLA MOTORS, INO.ESLA”"), a Delaware corporation, receipt of which
acknowledged, has bargained, sold, granted, angeged and, by these presents, does hereby unaomaliji and irrevocably bargain, sell,
grant, and convey unto TESLA and TESLA's succesantsassigns, those certain initial capital asdessribed on “Attachment A” which is
attached hereto and incorporated by referencerhéttes “Initial Capital Assets”), together with altiginal certificates of title or origin (or like
documents), and all manufacturers’ warranties,iseragreements and licenses associated with sitil @apital Assets, all free and clear of
any and all security interests, mortgages, pledgess, charges, restrictions, reservations, claliakilities, obligations, encumbrances, leases
and interests or claims of every other person efyekind and nature whatsoever.

TO HAVE AND TO HOLD the same unto TESLA and TESLAS8ccessors and assigns forever.

NUMMI represents and warrants to TESLA: (i) NUMMahfee simple, good and marketable title to alitrigitle, and interest in the
Initial Capital Assets, free and clear of all séguinterests, mortgages, pledges, liens, chamgs$rictions, reservations, claims, liabilities,
obligations, encumbrances, leases and interesigions of every other person of every kind and reatwhatsoever (each a “Lien”) and can and
does deliver such title to the Initial Capital Asse TESLA free of any Lien, and (i) NUMMI hastained all approvals and consents of all
necessary persons who must approve the transfee ditial Capital Assets.

EXCEPT AS EXPRESSLY PROVIDED IN THE PREVIOUS PARAGRH OF THIS BILL OF SALE AND IN SECTIONS 9 AND 11
OF THAT CERTAIN SALE AND PURCHASE AGREEMENT DATED BGUST 13, 2010 BY AND BETWEEN NUMMI AND TESLA
(THE “AGREEMENT”"), NUMMI MAKES NO REPRESENTATIONS OR WARRANTIES OF ANKIND, EXPRESS OR IMPLIED, ORA|
OR WRITTEN, CONCERNING OR WITH RESPECT TO THE INHAILL CAPITAL ASSETS. THE SALE AND TRANSFER OF THE
INITIAL CAPITAL ASSETS FROM NUMMI TO ITS IS MADE ONAN “AS IS, “WHERE 1S”, “ALL FAULTS” BASIS EFFECTNVE AS
OF THE SALE DATE.

This Bill of Sale shall be governed by and constrireaccordance with the internal laws (and notiélneof conflicts of laws) of the State
of California. This Bill of Sale shall be bindinggon and inure to the benefit of the parties namedih and their respective successors and
assigns. Each party hereto agrees, upon the rdaeaeguest of the other party hereto, to makeg@teeand deliver all documents or
instruments of any kind or character, and to perfatl such other actions, that may be reasonahidgssary or proper to effectuate, confirm,
perform or carry out the terms and provisions &f Bill of Sale.



This Bill of Sale is subject to the Sale and PusehAgreement dated August 13, 2010 by and betwé&dviMIl and TESLA (the
“Agreement”), and all terms, conditions, disclosyrexhibits, representations and warranties, cowspademnification obligations,
exceptions, and acknowledgements contained thareiincorporated herein by reference and shalbeateemed to be merged herein but shall
survive execution and delivery hereof. Capitaliuins used herein and not defined herein shall tteveneanings set forth in the Agreement.
No provision of this Bill of Sale shall be deemecdenlarge, alter or amend the terms or provisidriseAgreement. Notwithstanding anythi
to the contrary set forth herein, if there is aopftict between the terms and conditions of thik &i Sale and the terms and conditions of the
Agreement, the terms and conditions of the Agreersieall control. All representations, warrantiesyenants, and other obligations in this Bill
of Sale, and any other certificate or documentvededid pursuant to this Bill of Sale, shall survikie date hereof.

This Bill of Sale may be executed in two or moremerparts, each of which shall be deemed an aligput all of which together shall
constitute the same instrument.

IN WITNESS WHEREOF, the parties have duly executed delivered this Bill of Sale effective as of the day of , 2010.

NEW UNITED MOTOR MANUFACTURING, INC.

By:
Print Name:
Title:

TESLA, INC. , on behalf of itself and its
subsidiaries and affiliate

By:
Print Name:
Title:




ATTACHMENT A

Asset Description

NUMMI Asset #

Sale Date

Purchase Price




EXHIBIT B
BILL OF SALE FOR INITIAL CAPITAL ASSETS

KNOW ALL MEN BY THESE PRESENTS that NEW UNITED MOTR®MANUFACTURING, INC. (“NUMMI” ), a California
corporation, having its principal place of busineas45500 Fremont Blvd., Fremont, California 94%@8and in consideration of the sum of
exactly$13,469,682.4&nillion (the “Purchase Price”), paid byTESLA MOTORS, INC. (“TESLA") , a Delaware corporation, receipt of
which is acknowledged, has bargained, sold, graated conveyed and, by these presents, does henebyditionally and irrevocably barga
sell, grant, and convey unto TESLA and TESLA’s ®s830rs and assigns, those certain initial capstdta described on Exhibit C, which is
attached hereto and incorporated by referencerh@te“Initial Capital Assets” ), together with all original certificates of tite origin (or
like documents), and all manufacturers’ warrantesyice agreements and licenses associated vathisitial Capital Assets, all free and clear
of any and all security interests, mortgages, @sdbens, charges, restrictions, reservationgnsldiabilities, obligations, encumbrances,
leases and interests or claims of every other pes§every kind and nature whatsoever.

TESLA'’s payment of the Purchase Price shall beyansto the following terms and conditions: (i) TESshall make a initial 30% non-
refundable payment within three (3) days of thes&ifze Date; and (ii) unless the parties othenaigeee alter the payment schedule, TESLA
shall pay the remaining 70% of the Purchase Pad¢dMMI on or before the Sale Date. NUMMI shall rp@rmit TESLA to teardown or
move a specific Asset identified Exhibit C until TESLA has made payment in full for the specAsset(s).

TO HAVE AND TO HOLD the same unto TESLA and TESLASsccessors and assigns forever.

NUMMI represents and warrants to TESLA: (i) NUMMahfee simple, good and marketable title to alitrigitle, and interest in the
Initial Capital Assets, free and clear of all séyuinterests, mortgages, pledges, liens, chamgs$ictions, reservations, claims, liabilities,
obligations, encumbrances, leases and interesigionrs of every other person of every kind and reawhatsoever (each‘hien” ) and can
and does deliver such title to the Initial Caphabkets to TESLA free of any Lien, and (ii) NUMMIsabtained all approvals and consents of
all necessary persons who must approve the traokfee Initial Capital Assets.

EXCEPT AS EXPRESSLY PROVIDED IN THE PREVIOUS PARAGRH OF THIS BILL OF SALE AND IN SECTIONS 9 AND 11
OF THAT CERTAIN SALE AND PURCHASE AGREEMENT DATED BGUST 13, 2010 BY AND BETWEEN NUMMI AND TESLA
(THE “AGREEMENT” ), NUMMI MAKES NO REPRESENTATIONS OR WARRANTIES O&NY KIND, EXPRESS OR IMPLIED,
ORAL OR WRITTEN, CONCERNING OR WITH RESPECT TO THHITIAL CAPITAL ASSETS. THE SALE AND TRANSFER OF TH
INITIAL CAPITAL ASSETS FROM NUMMI TO TESLA IS MADEON AN “AS IS” ,“WHERE IS” , “ALL FAULTS” BASIS
EFFECTIVE AS OF THE SALE DATE.

This Bill of Sale shall be governed by and conglrireaccordance with the internal laws (and notidékeof conflicts of laws) of the State
of California. This Bill of Sale shall be bindinggon and inure to the benefit of the parties namedih and their respective successors and
assigns. Each party hereto agrees, upon the rdasaeguest of the other party hereto, to makegueeand deliver any and all documents or
instruments of any kind or character, and to penfall such other actions, that may be reasonaligssary or proper to effectuate, confirm,
perform or carry out the terms and provisions &f Bill of Sale.



This Bill of Sale is subject to the Sale and PusehAgreement dated as of August 13, 2010 by andeleet NUMMI and TESLA (the
“Agreement” ), and all terms, conditions, disclosures, exhjbgpresentations and warranties, covenants, inifieation obligations,
exceptions, and acknowledgements contained thareiincorporated herein by reference and shalbeateemed to be merged herein but shall
survive execution and delivery hereof. Capitaliuns used herein and not defined herein shall tteveneanings set forth in the Agreement.
No provision of this Bill of Sale shall be deemecdenlarge, alter or amend the terms or provisidriseAgreement. Notwithstanding anythi
to the contrary set forth herein, if there is aopftict between the terms and conditions of thik &i Sale and the terms and conditions of the
Agreement, the terms and conditions of the Agreersieall control. All representations, warrantiesyenants, and other obligations in this Bill
of Sale, and any other certificate or documentvededid pursuant to this Bill of Sale, shall survikie date hereof.

This Bill of Sale may be executed in two or moremerparts, each of which shall be deemed an aligput all of which together shall
constitute one and the same instrument.

IN WITNESS WHEREOF, the parties have duly executed delivered this Bill of Sale effective as of theday of , 2010.

NEW UNITED MOTOR MANUFACTURING, INC.

By:
Print Name: Jeffrey Bearc
Title: Chief Transaction Office

TESLA MOTORS, INC,,

By:
Print Name:
Title:




EXHIBIT D
California Exemption Certificate
TESLA MOTORS, INC. HEREBY CERTIFIES:
1. Tesla Motors, Inc. (“Tesla”) holds valid selepermit number SR'Y BH 100789956.

2. Tesla is engaged in the business of manufagtelctric, zero emissions vehicles and parts desiidor electric zero emissions vehicles.
Tesla will be making many purchases of manufactueiguipment and tooling related to the productibsuzh electric vehicles and electric
vehicle components.

3. This certificate is for the purchase from (“Vendor”) of the item(s) we have listed in paraghnad below.
[Vendor's name]

4. Description of property to be purchased: martufaty equipment to be used at Deer Creek, Palo, &A

5. The item(s) listed in paragraph 4 constitutechases of tangible personal property by Teslawiiabe neither consumed nor made use of by
Tesla before it transfers title to such tangiblespeal property to the California Alternative Engand Advanced Transportation Financing
Authority (“CAEATFA”"). The sales of tangible persalmproperty by the above listed Vendor to Teslandbconstitute sales “at reta#ihd ther:

is no “storage, use, or other consumption” of Hregtble personal property purchased by Tesla aettesms are used in Article 13, Section 35
(b) of the California Constitution.

6. All gross receipts arising from all such puraksef tangible personal property by Tesla fromaheve listed Vendor are exempt from state
and local sales and use taxes under Californiafevand Taxation Code section 6352.

7. This exemption certificate is being issued urtberauthority of California State Board of Equatian Regulation 1667(c) (Title 18, Cal.
Code of Regulations. § 1667(c)).

Name of Purchaser:

Tesla Motors, Inc.

Signature of Purchaser, Purchaseis Employee or Authorized Representative

Printed Name of Person Signinc Title :

~ Rex Liu ~_Controller

Address of Purchaset:

1050 Bing Street, San Carlos, ( 94070

Telephone Number: Date:
(650) 41:-4000




EXHIBIT F
BILL OF SALE FOR SPARE PARTS FOR INITIAL CAPITAL AS SETS

KNOW ALL MEN BY THESE PRESENTS that NEW UNITED MOTR®MANUFACTURING, INC. (“NUMMI” ), a California
corporation, having its principal place of busineas45500 Fremont Blvd., Fremont, California 94%@8and in consideration of the sum of
exactlyUS$1,700,000nillion (the “Purchase Price”), paid by TESLA MOTORS, INC.{TESLA” ), a Delaware corporation, receipt of
which is acknowledged, has bargained, sold, graated conveyed and, by these presents, does henebyditionally and irrevocably barga
sell, grant, and convey unto TESLA and TESLA’s ®830rs and assigns, those certain spare partsefaritial capital assets described on
Exhibit F (“Spare Parts” ), which is attached hereto and incorporated bgrezfce herein, all free and clear of any and allsty interests,
mortgages, pledges, liens, charges, restricti@sgrvations, claims, liabilities, obligations, emtwrances, leases and interests or claims of |
other person of every kind and nature whatsoever.

TESLA's payment of the Purchase Price shall beyamtsto the following terms and conditions: (i) TESshall make an initial 30% non-
refundable payment of $510,000.00 within threed@)s of the Effective Date; and (ii) unless thetiparotherwise agree alter the payment
schedule, TESLA shall pay the remaining 70% ofRhechase Price, or $1,190,000.00, to NUMMI on dofeethe Sale Date. NUMMI shall
not permit TESLA to remove the Spare Parts fromNiMMI facility until TESLA has made payment in fdbr the specific Spare Part.

TO HAVE AND TO HOLD the same unto TESLA and TESLAsccessors and assigns forever.

NUMMI represents and warrants to TESLA: NUMMI hae fsimple, good and marketable title to all rigiiie, and interest in the Spare
Parts, free and clear of all security interestsitgames, pledges, liens, charges, restrictionsyvations, claims, liabilities, obligations,
encumbrances, leases and interests or claims of etleer person of every kind and nature whatsoéxach dLien” ) and can and does
deliver such title to the Spare Parts to TESLA fs€any Lien, and (i) NUMMI has obtained all appats and consents of all necessary per
who must approve the transfer of Spare Parts.

EXCEPT AS EXPRESSLY PROVIDED IN THE PREVIOUS PARAGRH OF THIS BILL OF SALE AND IN SECTIONS 9 AND 11
OF THAT CERTAIN SALE AND PURCHASE AGREEMENT DATED BGUST 13, 2010 BY AND BETWEEN NUMMI AND TESLA
(THE “AGREEMENT” ), NUMMI MAKES NO REPRESENTATIONS OR WARRANTIES OKNY KIND, EXPRESS OR IMPLIED,
ORAL OR WRITTEN, CONCERNING OR WITH RESPECT TO THHPARE PARTS. THE SALE AND TRANSFER OF THE SPARE
PARTS FROM NUMMI TO TESLA IS MADE ON ANAS IS”, “WHERE IS”, “ALL FAULTS”  BASIS EFFECTIVE AS OF THE DATE.

This Bill of Sale shall be governed by and conglrireaccordance with the internal laws (and notiékeof conflicts of laws) of the State
of California. This Bill of Sale shall be bindinggan and inure to the benefit of the parties narmexdih and their respective successors and
assigns. Each party hereto agrees, upon the rdadeaeguest of the other party hereto, to makegueeand deliver any and all documents or
instruments of any kind or character, and to penfall such other actions, that may be reasonaligssary or proper to effectuate, confirm,
perform or carry out the terms and provisions & Bill of Sale.



This Bill of Sale is subject to the Sale and PusehAgreement dated as of August 13, 2010 by andeleet NUMMI and TESLA (the
“Agreement” ), and all terms, conditions, disclosures, exhjbgpresentations and warranties, covenants, inifieation obligations,
exceptions, and acknowledgements contained thareiincorporated herein by reference and shalbeateemed to be merged herein but shall
survive execution and delivery hereof. Capitaliuns used herein and not defined herein shall tteveneanings set forth in the Agreement.
No provision of this Bill of Sale shall be deemecdenlarge, alter or amend the terms or provisidriseAgreement. Notwithstanding anythi
to the contrary set forth herein, if there is aopftict between the terms and conditions of thik &i Sale and the terms and conditions of the
Agreement, the terms and conditions of the Agreersieall control. All representations, warrantiesyenants, and other obligations in this Bill
of Sale, and any other certificate or documentvededid pursuant to this Bill of Sale, shall survikie date hereof.

This Bill of Sale may be executed in two or moremerparts, each of which shall be deemed an aligput all of which together shall
constitute one and the same instrument.

IN WITNESS WHEREOF, the parties have duly executed delivered this Bill of Sale effective as of theday of , 2010.

NEW UNITED MOTOR MANUFACTURING, INC.

By:
Print Name:
Title:

TESLA MOTORS, INC,,

By:
Print Name:
Title:




Exhibit 10.2

ADDENDUM NO. 1
to the SALE AND PURCHASE AGREEMENT

THIS ADDENDUM NO. 1 (“Addendum No. 1") to the SALEND PURCHASE AGREEMENT (“Agreement”) is made astloé 23
day of September, 2010 (the “Addendum EffectiveeDatetween TESLA and NUMMI.

RECITALS:

A. Whereas, the parties entered into the Agreemeatdatigust 13, 2010 with respect to Initial CaphRakets; ant
B. NUMMI intends to sell additional asse*Additional Asset”) to Tesla.

The parties hereby agree as follows:

1. Sale and Purchase of Additional Assel. Upon the terms and subject to the conditionsigexin this Agreement, NUMMI heret
agrees to convey, sell, transfer, and deliverfdlBMMI’ s right, title and interest in the Additional Assé&t TESLA free and clear of a
Liens (as defined in the Agreement), and TESLA bgmgrees to purchase and accept the AdditionatésAs used in this Addendum
No. 1, Additional Assets are as follov

. Phase 2 Capital Assets specified in Exhibit A ie iddendum No. 1; an

. Blanking Line Assets and Spare Parts for BlankiimgelAssets specified in Exhibit B to this AddendMm. 1; CMM Assets
specified in Exhibit C to this Addendum No. 1; ¢

. Incidentals specified in Exhibit D to this Addendino. 1.

2.  Sale Date for Additional Assets. NUMMI shall convey and deliver the Additional Ads to TESLA on the Sale Date. The sale
purchase of the Additional Assets shall be sulifethe terms and conditions set forth herein. Tdwtigs agree that NUMMI will cease
from and after the Addendum Effective Date anyHertmarketing activity or negotiations with thirdrfies with respect to the Additional
Assets.

3. Purchase Price of Additional Asset.

3.1. Installment Payment for Additional Assets. Conveyance of the Assets shall be by Bill of Salesgantially in the form of Bill o
Sale attached @xhibit A to the Agreement. The aggregate purchase price¢lase Price”) for the Additional Assets shall be
$1,540,735.14, which purchase price shall alsadied in a separate Bill of Sale attached as ExBiltd the Agreement to be
delivered by NUMMI to TESLA on the Sale Date. Theréhase Price will be delivered to NUMMI in two (Rstallments, each by
wire transfer of immediately available funds addais:

(@  30% nor-refundable initial deposit within three (3) dayteathe Addendum Effective Date; a
(b)  70% on the Sale Date as defined in the Agreen




4.  Applicable Terms. This Addendum No. 1 shall be incorporated into, bed part of the Agreement. Unless otherwise &pddn this
Addendum No. 1, all terms regarding Initial Caphalets and set forth in the Agreement will applytditional Assets. The Exhibit
attached to this Addendum No. 1 are incorporatedihdy reference and made a part hereof. All otiens in the Agreement will
remain in full force and effect, except that NUMNBes not represent that the CMM Assets were in gam#ting condition as of April 1,
2010 when NUMMI ceased production. For purposeb®fCMM Assets only, NUMMI represents, and TESLAexs, that the CMM
Assets are in good working condition as of the Adtlem Effective Date

IN WITNESS WHEREOF, the parties hereto have exetthis Addendum No. 1 as of the date first abovigter.
TESLA MOTORS, INC.,

By: /s/ Diarmuid O'Connell
Print Name Diarmuid C Connell
Title: VP, Business Developme

NEW UNITED MOTOR MANUFACTURING, INC.

By: /sl Jeffrey Beard
Print Name Jeffrey Beard
Title: Chief Transaction Office

[Exhibits A, B, C and D have been omitted but wilbe furnished supplementally to the
Securities and Exchange Commission upon request.]



Exhibit 10.3

[LOGO] CONFIDENTIAL — This document was developed at private expers@aludes trade secrets and commercial or finahcia
information, or both, that Tesla Motors, Inc. calesis privileged, confidential, and exempt from ldisare under the Freedom of
Information Act (5 USC § 552(b’

June 15, 2010

Mr. John DiDonato

President

New United Motor Manufacturing, Inc.
45500 Fremont Boulevard

Fremont, California 94538-6368

Re:Amendment No. 1 to Letter Agreement
Dear John:

This letter (“Amendment No. 1) amends and addstamthl terms to the Letter Agreement dated MayZ8L0 under which Tesla
Motors, Inc. has agreed to purchase and NUMMI lgasead to sell the NUMMI manufacturing plant andogssted land in Fremont, Californ
Such amended and additional terms are as follows:

1. Waiver of Termination Right NUMMI hereby waives its right to terminate thetleg Agreement pursuant to terms set forth in the
second sentence of Section 2(c)(ii) in the Lettgre&ment.

2. Removal of Equipment The last sentence of Section 4(b)(iii)(2) of tlegter Agreement is replaced with the following tegte:

Upon 2 months advance notice which Buyer shall givéater than August 1, 2010 that specified egeipnowned by Seller will
interfere with Buyer’s Model S manufacturing opamas, such equipment will be removed by Seller kyréh 31, 2011, except as
the parties may agree otherwise in writing.

3. Access by NUMMIL. The first four sentences of Section 4(b)(v)(1jhaf Letter Agreement are replaced with the folloyihree
sentences:

(1) Seller shall have an irrevocable license t@eanto the Property for the period commencinghenGlosing and ending on
March 31, 2011, except as the parties may otheragsee, upon prior notice (including the namesdividuals proposed to
enter) and agreement by Buyer, which shall notrireasonably withheld; provided, however that s

CONFIDENTIAL: Contains proprietary commercial / éincial information and / or trade secrets. Do et#ase under FOI/



[LOGO] CONFIDENTIAL — This document was developed at private expenseiadddes trade secrets and commercial or financ

information, or both, that Tesla Motors, Incconsiders privileged, confidential, and exempt fratisclosure under the Freedom
Information Act (5 USC § 552(b))

access by Seller will not be unreasonably interf@th Buyer’'s operations. The license fee shal$heéd0 for the entire
license term. Seller agrees that the license withtnate March 31, 2011, except as the partiesotiarwise agree

All other terms of the Letter Agreement will remainfull force and effect. Please confirm that fbeegoing terms are acceptable to
NUMMI and countersign one copy of this Amendment Ml@and return to Tesla. We appreciate your assist

Sincerely,
Tesla Motors, Inc.
By: /s/ Mike Taylor

Mike Taylor
VP, Finance

ACCEPTED AND AGREED TO AS OF JUNE 15, 20
New United Motor Manufacturing, Inc.

By: /s/ John C. DiDonato
Printed:John C. DiDonato

CONFIDENTIAL: Contains proprietary commercial / éincial information and / or trade secrets. Do et#ase under FOIA.

-2-



Exhibit 10.4

From: Diarmuid O’Connell

Sent: Friday, October 01, 2010 11:39 PM

To: jdidonato@huronconsultinggroup.com; Mike Taylor

Cc: KMcKenzie@nummi.com; jbeard@huronconsultinggroom; [Email address intentionally omitted.]; [Ehsddress intentionally
omitted.]; jpotts@nummi.com; PAitelli@mofo.com; HKg@ mofo.com; MSteel@mofo.com; charding@telsamators;
dedwards@nummi.com;

Deepak Ahuja

Subject: RE: Letter Agreement Extension

John -
Acknowledged and agreed.

Best, Diarmuid

From: jdidonato@huronconsultinggroup.com [ maittpnato@huronconsultinggroup.cgm

Sent: Friday, October 01, 2010 11:36 PM

To: Diarmuid O’Connell; Mike Taylor

Cc: KMcKenzie@nummi.com; jbeard@huronconsultinggroam;

[Email address intentionally omitted.]; [Email adds intentionally omitted.]; jpotts@nummi.com; RAlit@mofo.com;
HKang@mofo.com; MSteel@mofo.com; charding@telsamsotom; dedwards@nummi.com

Subject: Letter Agreement Extension

Diarmuid and Mike:
Please acknowledge and agree to the below by retusil:

Re: Letter Agreement dated May 26, 2010 by and éetwNew United Motor Manufacturing, Inc., a Califiar corporation (“Seller”)and Tesl
Motors, Inc., a Delaware corporation (“Buyer”) (tt@riginal Letter Agreement”), as amended by thextain Amendment No. 1 to Letter
Agreement dated June 15, 2010 (“Amendment No.rd,tagether with the Original Letter Agreement, thetter Agreement”). Except as
otherwise defined herein, all capitalized termsduserein but not otherwise defined herein shalehiére meanings set forth in the Letter
Agreement.

The parties hereby agree that the Closing Daterigisally defined in Section 4(a) of the Letterrégment, is hereby amended such that the
Closing Date shall be October 8, 2010, or <



other earlier date as Buyer and Seller may mutwaghged upon in writing. Nothing in this paragrapiall be construed as Seller waiving any
rights or remedies Seller may have under the Lé&itgeement in the event Buyer fails to consummiaéeGlosing by the Closing Date or that
Seller is agreeing in advance to an extensioneftosing Date beyond the extension provided is plairagraph.

John C. DiDonato

President and Chief Restructuring Officer

NUMMI

Cell phone: [Intentionally omitted.]

Email address: jdidonato@huronconsultinggroup.com

DISCLAIMER:

The information transmitted in this e-mail messagd attachments, if any, may be attorney-cliergrimfation, including privileged and
confidential matter, and is intended only for tise wf the individual or entity named above. Disttibn to, or review by, unauthorized persons
is strictly prohibited. All personal messages egpreiews solely of the sender, which are not tathéuted to any organization. If you have
received this transmission in error, immediateljifgdhe sender and permanently delete this trassiom including attachments.



Exhibit 10.5

From: jdidonato@huronconsultinggroup.com [mailtm@hato@huronconsultinggroup.com]

Sent: Friday, October 08, 2010 6:40 PM

To: diarmuid@teslamotors.com Cc: mike@teslamotors;KMcKenzie@nummi.com; [Email address intentibnaimitted.];
jbeard@huronconsultinggroup.com; PAitelli@mofo.cdtiKang@mofo.com; MSteel@mofo.col

mike@teslamotors.com; Halpern, Sheldon; deepak@texbrs.com; Reed, Leslie D.;

james@teslamotors.ca

Subject: RE: TESLA - Extension

Diarmuid:
Acknowledged,
John

From: Diarmuid O’Connell [ mailto:diarmuid@teslarom.com]

Sent: Friday, October 08, 2010 9:37 PM

To: John DiDonato

Cc: Mike Taylor; KMcKenzie@nummi.com; [Email addsdatentionally omitted.]; Jeffrey Beard;
PAitelli@mofo.com; HKang@mofo.com; MSteel@mofo.cavike Taylor; Halpern, Sheldon;
Deepak Ahuja; Reed, Leslie D.; James Chen

Subject: RE: TESLA - Extension

John -
Acknowledged and agreed.
Diarmuid

From: jdidonato@huronconsultinggroup.com [ maittpnato@huronconsultinggroup.cgm

Sent: Friday, October 08, 2010 6:12 PM

To: Diarmuid O’Connell

Cc: Mike Taylor; KMcKenzie@nummi.com; [Email addsdatentionally omitted.]; jpeard@huronconsultinggp.com; PAitelli@mofo.com;
HKang@mofo.com; MSteel@mofo.com

Subject: TESLA - Extension

Diarmuid:



Please acknowledge and agree to the below by retuail:

Re: Letter Agreement dated May 26, 2010 by and éetNew United Motor Manufacturing, Inc., a Califier corporation (“Seller”)and Tesl
Motors, Inc., a Delaware corporation (“Buyer”) (tt@riginal Letter Agreement”), as amended by thextain Amendment No. 1 to Letter
Agreement dated June 15, 2010 (“Amendment No. &% amended by that certain e-mail agreement exigtice Closing Date dated
October 1, 2010 (“Amendment No. 2", and togethehulie Original Letter Agreement and Amendment Nahe “Letter Agreement”Excep
as otherwise defined herein, all capitalized tensexd herein but not otherwise defined herein s$talé the meanings set forth in the Letter
Agreement.

The parties hereby agree that the Closing Daterigimally defined in Section 4(a) of the Originadtter Agreement, is hereby amended such
that the Closing Date shall be October 13, 2018uch other earlier date as Buyer and Seller mayafiy agreed upon in writing. Nothing in
this paragraph shall be construed as Seller wa@imgrights or remedies Seller may have under #tteL Agreement in the event Buyer fail:
consummate the Closing by the Closing Date or3dier is agreeing in advance to an extensionefosing Date beyond the extension
provided in this paragraph.

John C. DiDonato

President and Chief Restructuring Officer

NUMMI

Cell phone: [Intentionally omitted.]

Email address: jdidonato@huronconsultinggroup.com

DISCLAIMER:

The information transmitted in this e-mail messagd attachments, if any, may be attorney-clierdrimfation, including privileged and
confidential matter, and is intended only for tise wf the individual or entity named above. Disttibn to, or review by, unauthorized persons
is strictly prohibited. All personal messages egpreiews solely of the sender, which are not tatiiébuted to any organization. If you have
received this transmission in error, immediateljifgdhe sender and permanently delete this trassiom including attachments.

DISCLAIMER:

The information transmitted in this e-mail messagd attachments, if any, may be attorney-cliergrimfation, including privileged and
confidential matter, and is intended only for tise wf the individual or entity named above. Disttibn to, or review by, unauthorized persons
is strictly prohibited. All personal messages egpreiews solely of the sender, which are not tathéuted to any organization. If you have
received this transmission in error, immediatel§ifydhe sender and permanently delete this trassimn including attachments.



Exhibit 10.6
AMENDMENT NO. 4 TO LETTER AGREEMENT

THIS AMENDMENT NO. 4 TO LETTER AGREEMENT (this “Anm@lment No. 4”) is made and entered into as of1Bib day of
October, 2010 (the “Effective Date”) by and betw&gw United Motor Manufacturing, Inc., a Califorrdarporation (“Seller”), and Tesla
Motors, Inc., a Delaware corporation (“Buyer”).

RECITALS:

A. Seller and Buyer entered into that certain Lreftgreement dated May 26, 2010, as amended bldf)dertain Amendment No. 1 to
Letter Agreement dated June 15, 2010, and (ii)ahestain e-mail amendments extending the Closiatg Bated October 1, 2010 and
October 8, 2010 (as amended, the “Letter Agreem@uai'suant to which Seller agreed to sell and Baggeed to purchase that certain real
property in the County of Alameda, State of Cafifay commonly known as 45500 Fremont Boulevardpior, California, as more
particularly described in the Letter Agreementatirof the terms and conditions set forth therein.

B. Seller and Buyer now desire to enter into thisehdment No. 4 to amend the Letter Agreement otetimes and conditions set forth in
this Amendment No. 4.

NOW THEREFORE, in consideration of the promisesnteand conditions contained herein and such gthed and valuable
consideration, the receipt and adequacy of whiethareby acknowledged, Seller and Buyer herebyeaagdollows:

A. Defined Terms and Recital€xcept as otherwise defined herein, all capiaiterms used herein but not otherwise definedrshal
have the meanings set forth in the Letter Agreentggiter and Buyer hereby agree that the recittléosth hereinabove are true and correci
incorporated into this Amendment No. 4.

B. Extension of Closing DateThe Closing Date is extended to October 15, 2651€uch earlier date as may be mutually agreed bgon
Seller and Buyer in writing. As used in the Agreemé¢he terms “Closing” and “Closing Date” shalréafter mean October 15, 2010 (or such
earlier date).

C. No Further Modifications Except as set forth herein, the Letter Agreememiains unmodified and in full force and effectthie ever
of any inconsistency between the provisions ofLiger Agreement and this Amendment No. 4, the seofithis Amendment No. 4 shall
control.

D. Governing Law This Amendment No. 4 shall be governed by, coestiand enforced in accordance with, the lawseState of
California.

E. Counterparts This Amendment No. 4 may be executed in two orentounterparts, which when taken together shalbtitute one an
the same instrument. The parties contemplate iegtinay be executing counterparts of the AmendiNen# transmitted by facsimile and
agree



and intend that a signature by facsimile machiral &iind the party so signing with the same efecthough the signature were an original

signature.

IN WITNESS WHEREOF, the parties have caused thisAdment No. 4 to be executed as of the day andfiyswritten above.

SELLER: New United Motor Manufacturing, Inc

BUYER:

a California corporatio

By: /s/ Kelley McKenzie

Name: Kelley McKenzie

Title: General Counse

Tesla Motors, Inc.
a Delaware corporatic

By: /s/ Diarmuid O’Connell

Name: Diarmuid C'Connell

Title: VP, Business Development




Exhibit 10.7
AMENDMENT NO. 5 TO LETTER AGREEMENT

THIS AMENDMENT NO. 5 TO LETTER AGREEMENT (this “Anme@lment No. 5”) is made and entered into as ofbib day of
October, 2010 (the “Effective Date”) by and betw&gw United Motor Manufacturing, Inc., a Califorrdarporation (“Seller”), and Tesla
Motors, Inc., a Delaware corporation (“Buyer”).

RECITALS:

A. Seller and Buyer entered into that certain Lreftgreement dated May 26, 2010, as amended bldf)dertain Amendment No. 1 to
Letter Agreement dated June 15, 2010, (ii) thosticee-mail amendments extending the Closing Bated October 1, 2010 and October 8,
2010, and (iii) that certain Amendment No. 4 toteeA\greement dated October 13, 2010 (as amenled|-etter Agreement”) pursuant to
which Seller agreed to sell and Buyer agreed tolmasge that certain real property in the County lafi#eda, State of California, commonly
known as 45500 Fremont Boulevard, Fremont, Califgras more particularly described in the Letterggnent, on all of the terms and
conditions set forth therein.

B. Seller and Buyer now desire to enter into thisehdment No. 5 to amend the Letter Agreement otetimes and conditions set forth in
this Amendment No. 5.

NOW THEREFORE, in consideration of the promisesnteand conditions contained herein and such athed and valuable
consideration, the receipt and adequacy of whiethareby acknowledged, Seller and Buyer herebyeaagdollows:

A. Defined Terms and RecitaléExcept as otherwise defined herein, all capiggiterms used herein but not otherwise definedrstal
have the meanings set forth in the Letter Agreentggiter and Buyer hereby agree that the recitléosth hereinabove are true and correci
incorporated into this Amendment No. 5.

B. Extension of Closing DateThe Closing Date is extended to October 19, 26§1€uch earlier date as may be mutually agreed bgon
Seller and Buyer in writing. As used in the Agreemé¢he terms “Closing” and “Closing Date” shalréafter mean October 19, 2010 (or such
earlier date).

C. No Further Modifications Except as set forth herein, the Letter Agreememiains unmodified and in full force and effectthie ever
of any inconsistency between the provisions ofLtbiéer Agreement and this Amendment No. 5, the sepfrthis Amendment No. 5 shall
control.

D. Governing Law This Amendment No. 5 shall be governed by, comrstrand enforced in accordance with, the laws®State of
California.

E. Counterparts This Amendment No. 5 may be executed in two orenoounterparts, which when taken together shalstitute one an
the same instrument. The parties contemy



that they may be executing counterparts of this Adneent No. 5 transmitted by facsimile and agreeiatehd that a signature by facsimile
machine shall bind the party so signing with thesaffect as though the signature were an origigalature.

IN WITNESS WHEREOF, the parties have caused thisAdment No. 5 to be executed as of the day andfiyswritten above.

SELLER: New United Motor Manufacturing, Inc

BUYER:

a California corporatio

By: /s/ K. Kelley McKenzie

Name: K. Kelley McKenzie

Title: General Counsel and Secret

Tesla Motors, Inc.
a Delaware corporatic

By: /s/ Michael Taylor

Name: Michael Taylor

Title: VP, Finance




CONFIDENTIAL TREATMENT REQUESTED BY TESLA MOTORSNC.
Exhibit 10.8
AMENDMENT NO. 6 TO LETTER AGREEMENT

THIS AMENDMENT NO. 6 TO LETTER AGREEMENT (this “Amedment No. 6”) is made and entered into as of1Bit day of
October, 2010 (the “Effective Date”) by and betw&w United Motor Manufacturing, Inc., a Califorrdarporation (“Seller”), and Tesla
Motors, Inc., a Delaware corporation (“Buyer”).

RECITALS:

A. Seller and Buyer entered into that certain Lreftgreement dated May 26, 2010 (the “Original Lefigreement”), as amended by
(i) that certain Amendment No. 1 to Letter Agreetraated June 15, 2010, (ii) those certain e-maérmaiments extending the Closing Date
dated October 1, 2010 and October 8, 2010, (i#) tertain Amendment No. 4 to Letter Agreementdi@etober 13, 2010, and (iv) that cer
Amendment No. 5 to the Letter Agreement dated Gatdb, 2010 (as amended, the “Letter Agreemenifjuant to which Seller agreed to
and Buyer agreed to purchase that certain reakpipm the County of Alameda, State of Califorriammonly known as 45500 Fremont
Boulevard, Fremont, California, as more particyla®scribed in the Letter Agreement (“Property™),al of the terms and conditions set forth
therein.

B. Seller and Buyer now desire to enter into thisehdment No. 6 to amend the Letter Agreement otetimes and conditions set forth in
this Amendment No. 6.

NOW THEREFORE, in consideration of the promisesnteand conditions contained herein and such gthed and valuable
consideration, the receipt and adequacy of whiethareby acknowledged, Seller and Buyer herebyeaagdollows:

A. Defined Terms and Recital€xcept as otherwise defined herein, all capiaiterms used herein but not otherwise definedrshal
have the meanings set forth in the Letter Agreentggiter and Buyer hereby agree that the recittléosth hereinabove are true and correci
incorporated into this Amendment No. 6.

B. Madifications to Letter AgreemenfThe parties agree that from and after the dathisfAmendment No. 6, the Letter Agreement shall
be modified as follows:

1. Building Systems Spare ParfBhe parties hereby acknowledge and agree thiticgrersonal property commonly referred to by
the parties as the “Building Systems Spare Palisafed in that certain area described on Schedattached hereto and made a part hereof)
are part of the “Property” as defined in the Oralihetter Agreement. At the Closing, Seller shadhsfer title to such Building Systems Spare
Parts by a bill of sale in the form attached heestdxhibit A.

2. Demolition of Model S AreaSeller shall, at its sole cost and expense, cugsdemolition of that certain area commonly nefd
to by the parties as the “Model S Area” and momipaarly described on Scheduleaftached hereto and made a part hereof. Selldr shal
endeavor to complete such demolition on or befoeedd 31, 2011, subject to any force majeure delagsised herein, “force majeure delays”
shall include any delays
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CONFIDENTIAL TREATMENT REQUESTED BY TESLA MOTORSNC.

attributable to labor stoppage, interruptions ia $ipply of utilities, material shortage, the imgos of building moratoria or other laws or
governmental requirements that prevent or delaykwamts of war, terrorism or civil unrest, weathenditions, or acts of God or actions of
governmental agencies with jurisdiction over thederty, or any other events, conditions or circameés outside of the reasonable control of
Seller. The provisions set forth in this paragrapall survive Closing.

3. Phase 2 Water ServicBuyer hereby acknowledges receipt of a copy af tertain First Amendment to the Water Service
Agreement, dated July 22, 2010, by and betweemiSatid The Alameda County Water District (“ACWDBursuant to which Seller elected
not to cause the ACWD to construct “Phase 2” afi@e inch pipeline to provide water service frdm San Francisco Public Utilities
Commission water system to the Property (the “PRadtater Service”).

Notwithstanding anything to the contrary set farthhe Letter Agreement, Buyer hereby acknowledgebagrees that in no event
shall Seller have any obligation to provide the g&ha Water Service to the Property, or have amylitigin connection with any failure to
provide the Phase 2 Water Service to the Property.

4. Temporary Water Pipeline EasemeAt Closing, Seller and Buyer shall enter into tiity Easement Agreement burdening that
certain parcel adjacent to the Property commonfmknas 45500 Fremont Boulevard, Fremont, Califo¢ffarcel 3”) (the “Parcel 3 Utility
Easement Agreement”), pursuant to which Sellerl gitaht to Buyer (a) a temporary easement overdddain area in which the existing
pipeline (which previously provided water servicen the San Francisco Public Utilities Commissiater system to the Property) is located
(the “Existing Pipeline Easement Area”), and (b)easement over that certain area along the eamternorthern boundaries of Parcel 3 (as
more particularly described in the Parcel 3 Utiligsement Agreement) (the “New Pipeline Easemesd&’ArBuyer hereby agrees to promptly
and diligently complete the construction of a nepefine in the New Pipeline Easement Area afters@ig. Notwithstanding the foregoing, the
easement over the Existing Pipeline Easement Arath automatically terminate with no further acti@guired by either party upon the earlier
of (c) the completion of the construction of a n@peline in the New Pipeline Easement Area or (dg&nber 31, 2011, and upon such
termination, Buyer shall have no further rightaige the existing pipelines located in the Exisiipeline Easement Area. Furthermore,
notwithstanding anything to the contrary set fdrénein, if Buyer fails to complete the constructafra new pipeline in the New Pipeline
Easement Area on or before December 31, 2012 abengent over the New Pipeline Easement Area shitalireatically terminate with no
further action required by either party. The partiereby acknowledge and agree that Seller’'s saiedy in the event that Buyer fails to
complete any construction in the time periods gghfherein shall be the automatic terminatiorhef applicable easements. The provisions set
forth in this paragraph shall survive Closing.

5. Phase | Environmental Repofeller shall cause that certain draft “Phasenl/imnmental report prepared by Iris Environmental
Consulting to be completed by December 31, 201830M standards and certified to Buyer and its lenttee United States
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Department of Energy, after Closing at Seller'ssmist and expense. The provisions set forth snghragraph shall survive Closing.

6. Matters relating to the Development of Parcedsid 3.

(a) At Closing, Buyer shall deposit into escrow ¢hgoriginal of the duly executed letter in therfoattached hereto as
Exhibit B and made a part hereof.

(b) Without limiting the provisions set forth in &®ns 4(e) and (f) of, and in accordance with,ltbder Agreement (as
amended hereby), after Closing, Buyer hereby agoeesoperate in good faith with any reasonableiests by Seller (which requests may
include, without limitation, meetings in personawer the phone, letters or other communicationk e City of Fremont and/or any potential
buyers of Parcel 3 or that certain parcel adjateetite Property commonly known as 45300 Fremonti@a@urd, Fremont, California (“Parcel
1)) to affirm its commitment not to object to futumixed use development (which includes residensia as a component of mixed use) of
Parcel 3 and Parcel 1 consistent with the contirusedof Parcel 2 as an automobile manufacturingjtfad’he provisions set forth in this
paragraph shall survive Closing.

7. Easement Agreementét Closing, Seller and Buyer shall each depasd escrow the following items:

(a) One (1) original of the duly executed and askedged Grant of Exclusive Railroad Spur Easemiet (Exclusive
Railroad Spur Easement”);

(b) One (1) original of the duly executed and aslkiealged Grant of Exclusive Roadway Easement affgdtie area
commonly known by Seller and Buyer as “Contractoa®’ (the “Exclusive Roadway Easement”);

(c) One (1) original of the duly executed and astdedlged Grant of Exclusive Easement affecting di@oiof the northern
parking lot of the Property (the “Exclusive ParkiBgsement”);

(d) One (1) original of the duly executed and acldedged Grant of Roadway Easement burdening Parftae “Parcel 1
Roadway Easement”);

(e) One (1) original of the duly executed and aekiedged Grant of Roadway Easement burdening thpePno(the “Parcel
2 Roadway Easement”);

() One (1) original of the duly executed and acktemlged Grant of Roadway Easement burdening Pargbke “Parcel 3
Roadway Easement”);

(g) One (1) original of the duly executed and actiealged Grant of Utility Easement burdening Pafcéhe “Parcel 1
Utility Easement”);

(h) One (1) original of the duly executed and acldedlged Grant of
-3-
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Utility Easement burdening the Property (the “PhecBtility Easement”);

(i) One (1) original of the duly executed and acklezlged Grant of Utility Easement burdening Pa&@he “Parcel 3
Utility Easement”);

()) One (1) original of the duly executed and acktexlged Grant of Storm Drainage Easement burdeargel 1 (the
“Parcel 1 Storm Drainage Easement”);

(k) One (1) original of the duly executed and acklealged Grant of Storm Drainage Easement burdehiadProperty (the
“Parcel 2 Storm Drainage Easement”); and

() One (1) original of the duly executed and acktedlged Grant of Storm Drainage Easement burdePargel 3 (the
“Parcel 3 Storm Drainage Easement”).

8. PostClosing Lot Line Adjustment Seller and Buyer shall diligently and in goodtigiursue the recordation of lot line
adjustments to make permanent the Exclusive Rdil8mur Easement, the Exclusive Roadway Easemerthartekclusive Parking Easement
being executed by the parties and recorded ati@jopursuant to which lot line adjustments (i) #pproximately 2.52 acres of land currently
situated on Parcel 1 that will be subject at Clgsmthe Exclusive Railroad Spur Easement shadldzked to and become a part of Parcel 2,
(i) the approximately 6.6 acres of land currersityiated on Parcel 3 commonly referred to by thégsmas “Contractor Road” that will be
subject at Closing to the Exclusive Roadway Easéwsteall be added to and become a part of Par@ei®(iii) the approximately 4.52 acres of
land currently situated on Parcel 2 (comprisinggipn of the parking lot currently located on Rdr2) that will be subject at Closing to the
Exclusive Parking Easement shall be added to acdnbe a part of Parcel 1, the costs of which sreBhmared equally by the parties. Seller and
Buyer shall execute mutually agreeable grant daedsother appropriate conveyancing documents &ztefate the lot line adjustments,
transferring the properties to the applicable partin an “as is” basis (subject to the terms offtlust Agreement), which deeds and other
documents shall be subject only to the title exoagtexisting as of the date of this Amendment ®8land such other matters as may be
reasonably approved by the applicable grantedeHpite the parties’ diligent and good faith eBpthe lot line adjustments are not recorded
within one (1) year after Closing, then such olligashall terminate, and the Exclusive RailroadiiIpasement, the Exclusive Roadway
Easement and the Exclusive Parking Easement sl @ntinue in perpetuity pursuant to their teriiige provisions set forth in this
paragraph shall survive Closing.

9. Air Permit Transfer

(a) Within five business days of Closing, Buyer &udler will complete and file with the applicalgevernment agencies all
forms necessary to transfer the source-specifimpgthat comprise the Title V permit, as well s Title V permit itself (collectively, the
“Permits”) to Buyer.
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(b) In consideration for the transfer of the PesmBBuyer shall pay to Seller Six Million Five Huedr Thousand Dollars
($6,500,000.00), the sum of which shall be placgd €scrow by Buyer at Closing. Upon written ap@ilay the transfer of the Permits by
applicable governmental agencies from Seller toeBuyitle Company shall release the full sum of Bikion Five Hundred Thousand Dollars
($6,500,000.00) to Seller.

(c) Seller represents, to the best of its knowletlyg the Permits include rights to emit or bapgraximately one thousand,
eight hundred (1800) tons/year (“TPY") of volatdeganic compounds (“VOCs"), sixty six (66) TPY ofides of nitrogen (“NOx”) and ninety
six (96) TPY of carbon monoxide (“CO”) (collectiyglPollutants”). These rights to emit or bank siRiilutants shall transfer with the
Permit. Buyer believes, based on its internal estids) these rights are in excess of the amounireebio produce a minimum of two hundred
fifty thousand (250,000) vehicles per year.

(d) The provisions of this Section B 9 shall sueviie Closing.

10. Mutual Releases

(a) Seller and Buyer each hereby acknowledge arebabat as of the Effective Date, neither party dnay actual knowledge
of any defaults under the Letter Agreement on tir¢ @f the other party which have not been curedaived. Without limiting the provisions
set forth in Section 4(0) of the Original Letterr&gment, and any matters set forth in any documesttuted and delivered concurrently witl
after Closing (including, without limitation, thosertain Trust Agreement and Access Agreement, eatdred into by Seller and Buyer as of
the Closing Date), each party (the “Releasing Party behalf of itself and its successors andgassivaives its right to recover from, and
forever releases and discharges, the other pgstgffiliates, investment manager, and the parfrirrstees, shareholders, directors, officers,
employees and agents of each of them, and thgiectse heirs, successors, personal representanceassigns (collectively, the “Released
Parties”), from any and all demands, claims, legadministrative proceedings, losses, liabilitdgmages, penalties, fines, liens, judgments,
costs or expenses whatsoever (including, withouitdition, attorneys’ fees and costs), whether dioeéndirect, known or unknown, foreseen
or unforeseen, that may arise on account of onynveay be connected with the breach by any parteuthe terms of the Letter Agreement,
where such breach originated prior to the ClosiageDprovided, however, that such waiver and relé&asn the Releasing Party to the
Released Parties will not affect or in any way tigither party’s rights with respect to (i) any regentations and warranties provided by either
party and set forth in the Original Letter Agreeien (i) NUMMI's obligation to complete the Decanissioning Plan; or (iii) the obligation
by NUMMI to pay brokers’ fees in connection withettransaction.

(b) In connection with subsection (a), each paxfyressly waives the benefits of Section 1542 of@aéfornia Civil Code,
which provides as follows:A GENERAL RELEASE DOES NOT EXTEND TO CLAIMS WHICHHE CREDITOR DOES NOT KNOW Ol
SUSPECT TO EXIST IN HIS OR HER FAVOR AT THE TIME CBEXECUTING THE RELEASE, WHICH IF KNOWN BY HIM OR HR
MUST HAVE MATERIALLY AFFECTED HIS OR HER SETTLEMENWITH THE DEBTOR.”
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(c) The provisions of this Section B.10 shall suevihe Closing.

11. Agreement Regarding Machinery and Equipmenp&hty Taxes The parties hereby acknowledge and agree thesr $el
permitted to remove any machinery and equipmenteavgy Seller that is located on the Property, @ttandon any such machinery and
equipment, on or before March 31, 2011, and thataachinery and equipment that remains on the Ptyppéer March 31, 2011 shall be
deemed abandoned by Seller. Seller shall have ligatibn to remove such abandoned machinery angpemnt from the Property. With
respect to such abandoned machinery and equipmehigling all items classified for tax purposesébker personal property or fixtures
(“Residual Equipment”), the parties hereby acknagkand agree as follows:

(a) Seller has actively but unsuccessfully sougmarket and sell the Residual Equipment, throbgi-party auction
companies (including, without limitation, Hilco lastrial and Maynards Industries) and otherwise.

(b) Notwithstanding Seller’s aforementioned effpttee Residual Equipment was not sold or othenivesesferred to third
parties. The parties agree that the Residual Ecgripimas no value and that its age and conditioicates that the market value is zero.

(c) At such time as the parties may agree, buhinevent no later than March 31, 2011, Seller agteeonvey and transfer
at no charge to Buyer all of Seller’'s ownershigiest in the Residual Equipment, and Buyer agreasdept ownership interest in the Residual
Equipment. Seller shall transfer title to such Real Equipment by a bill of sale in the form attagthereto as Exhibit A

(d) Upon such conveyance, Buyer shall accept oviesf such Residual Equipment, and shall be sakdponsible for any
demolition or removal of the Residual Equipmentrirthe Property.

(e) Subject to the provisions set forth in Paragréfm) of the Letter Agreement with respect to &&lwinding-up of its
affairs, Seller hereby agrees to cooperate witheB((ip the extent that appropriate employees déBate available) to identify each of the
assets constituting the Residual Equipment.

(f) The provisions of this Section B.11 shall sue/the Closing.

12. Payment of Real and Personal Property TaRe£losing, First American Title Insurance Comp4filitle Company”) shall
withhold from Seller’s proceeds the sum of Sevetlidfi Twenty-Two Thousand Two Hundred Twenty-OnellBxs and sixty-six cents
($7,022,221.66) and shall apply such funds as gealin this Paragraph B.12 (the “Holdback Fundsiye Million Three Hundred Sixteen
Thousand Three Hundred Eighty Dollars and forty-omets ($5,316,380.41) of the Holdback Funds dfelised to pay the first installment of
real and personal property taxes due for the 2@id-2ax year, which installment shall be paid ithlfy Title Company on the Closing Date or
promptly thereafter. The balance of the Holdbackdau(the “Remainder Funds”) shall be applied agaimesthen-current second
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installment of real and personal property taxegtier2010-2011 tax year. Buyer hereby covenantsaaigreks that it shall pay the balance of the
second installment of such real and personal ptppaxes (in excess of the Remainder Funds) via taithe Title Company on or before

April 1, 2011. Seller and Buyer shall request fhide Company cooperate with Buyer, and Buyer hgr@frees that it shall cooperate with the
Title Company, so that the second installment chseal and personal property taxes can be paidti®eyCompany in a single lump sum
installment on or before April 4, 2011. In the evBayer fails to wire in its funds into escrow eafting the balance of such second installment
on a timely basis (time being of the essence), Thiga Company shall be authorized (without furtirestructions from any party) to disburse
the Remainder Funds to Seller and Seller shaletftgr use commercially reasonable and good féfithte to pay such Reminder Funds to the
Tax Collector, either directly or in coordinatioritivBuyer, provided that Seller shall not be resgible for any penalties or costs attributable to
a late payment. Seller and Buyer acknowledge tiet Tompany is retaining the Holdback Funds aredRlemainder Funds as a convenien
the parties hereto and that Title Company shalbeatesponsible for any penalties or costs at@itiletto late payments. The provisions set-

in this paragraph shall survive closing.

C. No Further Modifications Except as set forth herein, the Letter Agreememiains unmodified and in full force and
effect. In the event of any inconsistency betwdwmnprovisions of the Letter Agreement and this Admeant No. 6, the terms of this
Amendment No. 6 shall control, except that therdédin of the term “Seller” as used in the LettegrBement, which includes Sellgriesignes
shall apply to this ® Amendment.

D. Governing Law This Amendment No. 6 shall be governed by, colestrand enforced in accordance with, the lawsef th
State of California.

E. Counterparts This Amendment No. 6 may be executed in two orentounterparts, which when taken together shall
constitute one and the same instrument. The pamietemplate that they may be executing countesmdirthis Amendment No. 6 transmitted
by facsimile and agree and intend that a signdtyrfacsimile machine shall bind the party so signiith the same effect as though the
signature were an original signature.

[Signatures on following page]
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IN WITNESS WHEREOF, the parties have caused thisAdment No. 6 to be executed as of the day andfiyswritten above.

S New United Motor Manufacturing, Inc
ELLER :a California corporatiol

By: /s/ K. Kelley McKenzie

Name: K. Kelley McKenzie

Title: General Counsel and Secretary

B uver: Tesla Motors, Inc.
a Delaware corporatic

By: /s/ Deepak Ahuji

Name: Deepak Ahuja

Title: CFO

-8-
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Power Distribution parts- Located in “tunnel” 2-Q-2

Size
Buss 1600 A 3000A
Westinghous:t 62 14
Square C 30 2

Plus misc. “L" and “T” sections,
etc.

Tap box
Westinghouos 10
Square C 6
Tripac 12

Breakers
Westinghous:t 3
Square C 6

Tri-Pac
Westinghoust 5
Square C 4

We also have replacement trip
units for
Tri-Pacs, fuses, etc. in the tunr

Lighting parts- Next to scheduling deck

Orion Fixtures ¢
Lighting :amp .

amps ¢

lamps ¢

Misc. HID lamps

Misc Ballast

Misc parts

ASH part- Next to scheduling dec
ASH suppor Filters
Pink Roll filter
motors 30hy

ScCcHEDULE1

B UILDING SYSTEMS SPARE P ARTS

20C in boxes @ -K-18
25 boxes
6 boxes
50 boxes (24 shelve:
10C (40 shelves
3 cabinets. Breakers, connectors, fuses,

25C boxes (motor room & tunne
6 rolls (back of shop
1 (motor room)
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motors 40hyg 2 (motor room)
motors 50hg 1 (motor room)
motors 75hg 1 (motor room)

A/C parts- In Facilities shop 2-M-25
Multiple parts associated with repairing and maivitey A/C units
Filters, refrigerant, etc.
Spare parts crib- In Facilities shop 2-M-25
All parts associated with maintaining the plantuiding
Ballasts, restroom parts, door repair parts andwoble parts for general repair.

Spare motors for ASH In Motor Room 2-E-34 and 2@8-1
(see ASH parts)
Sump pump parts- 1-YY-5
There are a few replacement sump pumps at thisdoca

Water treatment spare parts- In the “canopy” neam 6tores Rec.
Replacement pumps and general spare parts for watément plant

Compressor spare parts- Compressor house and 2-B-16
Some electrical parts for maintaining the compresso
Also located in this crib: Crane spare motors, geses, etc.

[Depiction attached]
-10 -
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S CHEDULE 2
D EMOLITION A REA

The demolition shall consist of the removal offathcess equipment within the areas from concrete tio bottom cord of the building truss,
including pits (but specifically excluding the d&tl conveyor, high lift speed rack, team rooms battery charging stations) in that certain
contiguous area described as follows:

. Area 1 is equal to 248 bays and roughly boundecdoymns A to J and 23 to O
. Area 2 is equal to 209 bays and roughly boundecobymns J to V and 11 to G
. Area 3 is equal to 24 bays and roughly boundedobynens E to L and 08 to 01

[Depiction attached]
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EXHIBIT A
BILL OF SALE

For good and valuable consideration, the receiptho€h is hereby acknowledged, New United Motor Mfacturing, Inc., a California
corporation (“Seller”), does hereby sell, transterd convey to Tesla Motors, Inc., a Delaware caipan (“Buyer”), certain personal property
owned by Seller and located on and used in cororeutith the operation of that certain real propéotsated in the County of Alameda, Stati
California, commonly known as 45500 Fremont Boutdy&alifornia, as such personal property is maeiqularly described in the attached
Schedule 1

BUYER ACKNOWLEDGES THAT SELLER IS SELLING AND BUYERS PURCHASING SUCH PERSONAL PROPERTY ON AN
“AS IS WITH ALL FAULTS” BASIS AND THAT BUYER IS NOTRELYING ON ANY REPRESENTATIONS OR WARRANTIES OF
ANY KIND WHATSOEVER, EXPRESS OR IMPLIED, FROM SELIFE ITS AGENTS, OR BROKERS AS TO ANY MATTERS
CONCERNING SUCH PERSONAL PROPERTY, INCLUDING, WITRO LIMITATION, ANY WARRANTIES AS TO TITLE OR
IMPLIED WARRANTIES OF MERCHANTABILITY OR FITNESS F&® A PARTICULAR PURPOSE.

This Bill of Sale may be executed in two or moremerparts, each of which shall be deemed an alifput all of which taken together
shall constitute one and the same instrument.

Dated this __day of , 2010.

SELLER: New United Motor Manufacturing, Inc
a California corporatiol

By:
Name:
Title:

BUYER: Tesla Motors, Inc.,
a Delaware corporatic

By:
Name:
Title:
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Power Distribution parts- Located in “tunnel” 2-Q-2

Size
Buss 1600 A 3000A
Westinghoust 62 14
Square C 30 2

Plus misc“L” and“T” sections
etc.

Tap box
Westinghouos 10
Square C 6
Tripac 12

Breakers
Westinghous:t 3
Square C 6

Tri-Pac
Westinghoust 5
Square C 4

We also have replacement trip
units for
Tri-Pacs, fuses, etc. in the tunr

Lighting parts- Next to scheduling deck

Orion Fixtures 6

Lighting :amp g
amps ¢
lamps ¢

Misc. HID lamps
Misc Ballast

Misc parts

ASH part- Next to scheduling dec
ASH suppor Filters

*k%

SCHEDULE 1 TO BILL OF SALE
LIST OF PERSONAL PROPERTY

20C
25

50
10C

25C
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(40 shelves

cabinets. Breakers, connectors, fuses,

boxes (motor room & tunne
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Pink Roll filter 6 rolls (back of shop
motors 30hg 1 (motor room)
motors 40hg 2 (motor room)
motors 50hy 1 (motor room)
motors 75hg 1 (motor room)

A/C parts- In Facilities shop 2-M-25
Multiple parts associated with repairing and mairitey A/C units
Filters, refrigerant, etc.
Spare parts crib- In Facilities shop 2-M-25
All parts associated with maintaining the plantuding
Ballasts, restroom parts, door repair parts anguworable parts for general repair.

Spare motors for ASH In Motor Room 2-E-34 and 2@8-1
(see ASH parts)
Sump pump parts- 1-YY-5
There are a few replacement sump pumps at thisidoca

Water treatment spare parts- In the “canopy” neam 6tores Rec.
Replacement pumps and general spare parts for wasment plant

Compressor spare parts- Compressor house and 2-B-16
Some electrical parts for maintaining the compresso
Also located in this crib: Crane spare motors, gexes, etc.
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EXHIBIT B
LETTER ACKNOWLEDGING MIXED USED DEVELOPMENT ON PARELS 1 AND 3
TO BE TYPED ON TESLA LETTERHEAD
October__, 2010

Mr. John Didonato

President

New United Motor Manufacturing, In
Post Office Box 14440

Fremont, CA 94539

re: Future Development Plans for NUMMI Parcels 1 afdBN 519-0850-108, 519-0850-105-03 and 519-0850-02)6
Dear Mr. Didonato:

In accordance with our purchase agreement dated2da010 and for the benefit of New United MotoamMifacturing, Inc, the former owner
of Parcel 2, or its designee (“NUMMI"), Tesla Mosoinc. (“Tesla”) acknowledges that the City of faent and NUMMI may enter into one or
more agreements regarding the anticipated usémdénhd commonly known as Parcels 1 and 3 (aserfed therein). Tesla will reasonably
cooperate with and support NUMMI to [***], and Teaslill not object to, or support others to objextthe [***].

As referenced in the purchase agreement, the ioféfgsla is to continue the use of Parcel 2 asugomobile manufacturing facility.

This letter shall survive the closing of the trasiBan under the purchase agreement but otherwisains subject to the terms and conditions of
the purchase agreement.

Sincerely,

Tesla Motors, Inc.

By:
-17 -

***  Confidential treatment requested pursuant to agsifior confidential treatment filed with the Setias and Exchange Commissic
Omitted portions have been filed separately with@ommission



Exhibit 31.1

RULE 13a-14(a)/15d-14(a) CERTIFICATION
[, Elon Musk, certify that:

1.
2.

| have reviewed this Quarterly Report on Forr-Q of Tesla Motors, Inc

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgt&ie a material fact necessar
make the statements made, in light of the circunt&ts under which such statements were made, nk#adisg with respect to the period
covered by this repor

Based on my knowledge, the financial statement$,oéimer financial information included in this repdairly present in all materi:
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrar's other certifying officer and | are responsibledetablishing and maintaining disclosure contamid procedures (i
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirg @defined in Exchange Act Rules
13e-15(f) and 15-15(f)) for the registrant and hav

(@) Designed such disclosure controls and procsgorecaused such disclosure controls and procedaoiee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepa

(b) Designed such internal control over financegdarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

(c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presantads report our conclusions abc
the effectiveness of the disclosure controls andgulures, as of the end of the period coveredibyéport based on such
evaluation; ant

(d) Disclosed in this report any change in thegstgnt's internal control over financial reportithgait occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodikbal quarter in the case of an annual repost) tfas materially affected, or is
reasonably likely to materially affect, the regast’ s internal control over financial reporting; e

The registrant’s other certifying officer anbdve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theitaemmmittee of the registrant’s Board of Direct¢os persons performing the equivalent
functions):

(&) All significant deficiencies and material weaknessethe design or operation of internal contratiofinancial reporting which al
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmhcial information; ant

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significémin the registra’s
internal control over financial reportin

Date: November 12, 2010 /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. | have reviewed this Quarterly Report on Forn-Q of Tesla Motors, Inc
2. Based on my knowledge, this report does not comtajnuntrue statement of a material fact or omgitede a material fact necessar
make the statements made, in light of the circunt&ts under which such statements were made, nk#adisg with respect to the period
covered by this repor
3. Based on my knowledge, the financial statements$ atimer financial information included in this repdairly present in all materi
respects the financial condition, results of operat and cash flows of the registrant as of, amgdtf@ periods presented in this rep
4. The registrar's other certifying officer and | are responsibledetablishing and maintaining disclosure contemid procedures (i
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirg @defined in Exchange Act Rules
13e-15(f) and 15-15(f)) for the registrant and hav
(@) Designed such disclosure controls and procsgorecaused such disclosure controls and procedaoiee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepa
(b) Designed such internal control over financegarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip
(c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presantads report our conclusions abc
the effectiveness of the disclosure controls andgulures, as of the end of the period coveredibyéport based on such
evaluation; ant
(d) Disclosed in this report any change in thegstgnt's internal control over financial reportithgait occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodikbal quarter in the case of an annual repost) tfas materially affected, or is

reasonably likely to materially affect, the regast’ s internal control over financial reporting; e

5.  The registrant’s other certifying officer antdve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theitecmmmittee of the registrant’s Board of Direct¢os persons performing the equivalent
functions):

(@)  All significant deficiencies and material weaknessethe design or operation of internal contradiofinancial reporting
which are reasonably likely to adversely affectbgistrant’s ability to record, process, summaamd report financial
information; anc

(b) Any fraud, whether or not material, that inviedymanagement or other employees who have a sigmifiole in the
registran’s internal control over financial reportir

Date: November 12, 2010 /s/ Deepak Ahuja

Deepak Ahuje
Chief Financial Office!
(Principal Financial Officer



Exhibit 32.1

SECTION 1350 CERTIFICATIONS

[, Elon Musk, certify, pursuant to 18 U.S.C. Sewtk850, that, to my knowledge, the Quarterly Repbifiesla Motors, Inc. on Form 10-Q for
the quarterly period ended September 30, 201@4I§) 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 materiapesgs, the financial condition and results of
operations of Tesla Motors, Inc.

Date: November 12, 201 /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, 20)Lfylly complies with the requirements of Sectib®(a) or 15(d) of the Securities Exchange
Act of 1934 and (ii) that the information containedsuch Form 10-Q fairly presents, in all materedpects, the financial condition and results
of operations of Tesla Motors, Inc.

Date: November 12, 201 /sl Deepak Ahuji
Deepak Ahuje
Chief Financial Office
(Principal Financial Officer




