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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

xQUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
F(l)r9 3;116 quarterly period ended June 30, 2015

OR

“TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
Clogrf’lfnission File Number: 001-34756

Tesla Motors, Inc.

(Exact name of registrant as specified in its charter)

Delaware 91-2197729
(State or other jurisdiction of (I.R.S. Employer

incorporation or organization) Identification No.)

3500 Deer Creek Road

Palo Alto, California 94304

(Address of principal executive offices) (Zip Code)
(650) 681-5000

(Registrant’s telephone number, including area code)

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

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such

files). Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or

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

Large accelerated filer x Accelerated filer

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

As of July 30, 2015, there were 127,142,147 shares of the registrant’s Common Stock outstanding.
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Forward-Looking Statements

The discussions in this Quarterly Report on Form 10-Q contain forward-looking statements reflecting our current
expectations that involve risks and uncertainties. These forward-looking statements include, but are not limited to,
statements concerning our strategy, future operations, future financial position, future revenues, future profitability,
future delivery of automobiles, projected costs, expectations regarding demand and acceptance for our technologies,
growth opportunities and trends in the market in which we operate, prospects, plans and objectives of management

and the statements made below under the heading “Management Opportunities, Challenges and Risks.” The words
“anticipates”, “believes”, “estimates”, “expects”, “intends”, “may”, “plans”, “projects”, “will”, “would” and similar expression
to identify forward-looking statements, although not all forward-looking statements contain these identifying words.
We may not actually achieve the plans, intentions or expectations disclosed in our forward-looking statements and you
should not place undue reliance on our forward-looking statements. Actual results or events could differ materially
from the plans, intentions and expectations disclosed in the forward-looking statements that we make. These
forward-looking statements involve risks and uncertainties that could cause our actual results to differ materially from
those in the forward-looking statements, including, without limitation, the risks set forth in Part II, Item 1A, “Risk
Factors” in this Quarterly Report on Form 10-Q and in our other filings with the Securities and Exchange Commission.
We do not assume any obligation to update any forward-looking statements.
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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS
Tesla Motors, Inc.

Condensed Consolidated Balance Sheets

(in thousands, except share and per share data)

December

June 30, 31,

2015 2014

(unaudited)
Assets
Current assets
Cash and cash equivalents $1,150,673 $1,905,713
Restricted cash and marketable securities 20,591 17,947
Accounts receivable 138,648 226,604
Inventory 1,212,279 953,675
Prepaid expenses and other current assets 106,430 94,718
Total current assets 2,628,621 3,198,657
Operating lease vehicles, net 1,120,246 766,744
Property, plant and equipment, net 2,646,017 1,829,267
Restricted cash 19,774 11,374
Other assets 53,527 43,209
Total assets $6,468,185 $5,849,251
Liabilities and Stockholders' Equity
Current liabilities
Accounts payable $771,637 $777,946
Accrued liabilities 345,401 268,884
Deferred revenue 288,527 191,651
Capital lease obligations, current portion 6,113 9,532
Resale value guarantees, current portion 67,700 -
Customer deposits 272,848 257,587
Convertible senior notes and other debt 632,162 601,566
Total current liabilities 2,384,388 2,107,166
Capital lease obligations, less current portion 11,254 12,267
Deferred revenue, less current portion 334,628 292,271
Convertible senior notes and other debt, less current portion 1,988,089 1,806,518
Resale value guarantees, less current portion 725,477 487,879
Other long-term liabilities 258,142 173,244
Total liabilities 5,701,978 4,879,345
Commitments and contingencies (Note 8)
Convertible senior notes (Notes 6) 50,273 58,196

Stockholders' equity:
Preferred stock; $0.001 par value; 100,000,000 shares authorized; no shares issued and — —
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outstanding
Common stock; $0.001 par value; 2,000,000,000 shares authorized as of

June 30, 2015 and December 31, 2014; 127,100,947 and

125,687,607 shares issued and outstanding as of June 30, 2015 and

December 31, 2014 127 126
Additional paid-in capital 2,502,679 2,345,266
Accumulated other comprehensive loss (14,804 ) (22 )
Accumulated deficit (1,772,068) (1,433,660)
Total stockholders' equity 715,934 911,710
Total liabilities and stockholders' equity $6,468,185 $5,849,251

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Tesla Motors, Inc.

Condensed Consolidated Statements of Operations

(in thousands, except share and per share data)

(Unaudited)

Revenues

Automotive

Services and other

Total revenues

Cost of revenues
Automotive

Services and other

Total cost of revenues
Gross profit

Operating expenses
Research and development
Selling, general and administrative
Total operating expenses
Loss from operations
Interest income

Interest expense

Other income (expense), net
Loss before income taxes
Provision for income taxes
Net loss

Net loss per share of common stock, basic and

diluted

Weighted average shares used in computing net loss

per share of common stock, basic and diluted

Three Months Ended June 30, Six Months Ended June 30,

2015

$878,090
76,886
954,976

666,386
75,220

741,606
213,370

181,712
201,846
383,558
(170,188
247
(24,352
13,233
(181,060
3,167
$(184,227

$(1.45

126,688,755

2014

$727,829
41,520
769,349

519,811
36,543

556,354
212,995

107,717
134,031
241,748
) (28,753
467
) (31,238
(1,226
) (60,750
1,150
) $(61,900

) $(0.50

124,250,428

2015

$1,771,410
123,446
1,894,856

1,298,131
123,282
1,421,413
473,443

348,866
397,211
746,077
) (272,634
431
) (50,926
) (9,072
) (332,201
6,207
) $(338,408

) $(2.68

126,319,756

The accompanying notes are an integral part of these condensed consolidated financial statements.

)
)
)
)

)

)

2014

$1,316,700
73,191
1,389,891

956,065
65,703
1,021,768
368,123

189,262
251,583
440,845
(72,722 )
608
(43,122 )
5,492
(109,744 )
1,958
$(111,702 )

$(0.90 )

123,863,753
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Tesla Motors, Inc.
Condensed Consolidated Statements of Comprehensive Loss

(in thousands)

(Unaudited)
Three Months Ended  Six Months Ended
June 30, June 30,
2015 2014 2015 2014
Net loss $(184,227) $(61,900) $(338,408) $(111,702)
Other comprehensive loss, net of tax:
Unrealized net gain on short-term marketable
securities 4 — 208 —
Foreign currency translation adjustment 1,157 — (14,990 ) —
Other comprehensive income (loss) 1,161 — (14,782 ) —
Comprehensive loss $(183,066) $(61,900) $(353,190) $(111,702)

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Tesla Motors, Inc.
Condensed Consolidated Statements of Cash Flows
(in thousands)

(Unaudited)

Cash Flows From Operating Activities
Net loss

Adjustments to reconcile net loss to net cash provided by (used in) operating activities:

Depreciation and amortization

Stock-based compensation

Amortization of discount on convertible debt
Inventory write-downs

Fixed asset disposal

Other non-cash operating activities

Foreign currency transaction (gain) loss

Changes in operating assets and liabilities
Accounts receivable

Inventories and operating lease vehicles

Prepaid expenses and other current assets

Other assets

Accounts payable and accrued liabilities

Deferred revenue

Customer deposits

Resale value guarantee

Other long-term liabilities

Net cash provided by (used in) operating activities
Cash Flows From Investing Activities

Purchases of property and equipment excluding capital leases
Purchases of short-term marketable securities
Maturities of short-term marketable securities
Business acquisition

(Increase) decrease in other restricted cash

Net cash used in investing activities

Cash Flows From Financing Activities
Collateralized lease borrowing

Proceeds from issuance of convertible and other debt

Proceeds from exercise of stock options and other stock issuances

Principal payments on capital leases and other debt
Common stock and debt issuance costs

Proceeds from issuance of warrants

Purchase of convertible note hedges

Six Months Ended June
30,
2015 2014

$(338,408 ) $(111,702 )

168,501
86,327
33,712
15,950
4,991
6,082
16,771

62,832
(706,220 )
(3,385 )
(8,355 )
61,261
116,812
19,573
143,216
29,030
(291,310 )

(831,225 )

(12,260 )
(11,696 )
(855,181 )

196,535
168,246
58,871
(13,901 )
(5,244 )

98,983
72,822
32,102
3,850
6,305
3,662

(210 )

(47,931 )
(458,132 )
(24,207 )
(457 )
185,711
101,259
64,946
109,232
20,828
57,061

(317,049 )
(200,268 )
189,131
1,616
(326,570 )

2,300,000
53,115
5,646 )
(35,150 )
389,160
(603,428 )

10
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Net cash provided by financing activities

Effect of exchange rate changes on cash and cash equivalents

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Supplemental noncash investing activities

Acquisition of property and equipment included in accounts payable and accrued

liabilities
Estimated fair market value of facilities under build-to-suit lease

404,507 2,098,051
(13,056 ) 479
(755,040 ) 1,829,021
1,905,713 845,889
$1,150,673 $2,674,910

265,970 63,861
40,468 19,213

The accompanying notes are an integral part of these condensed consolidated financial statements.

11
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Tesla Motors, Inc.

Notes to Condensed Consolidated Financial Statements
(Unaudited)

1. Overview of the Company

Tesla Motors, Inc. (Tesla, we, us or our) was incorporated in the state of Delaware on July 1, 2003. We design,
develop, manufacture and sell high-performance fully electric vehicles, advanced electric vehicle powertrain
components, and Tesla Energy products. We have wholly-owned subsidiaries in North America, Europe and

Asia. The primary purpose of these subsidiaries is to market, manufacture, sell and/or service our vehicles, and Tesla
Energy products.

2. Summary of Significant Accounting Policies
Basis of Consolidation

The condensed consolidated financial statements include the accounts of Tesla and its wholly-owned subsidiaries. All
significant inter-company transactions and balances have been eliminated in consolidation.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent liabilities at the date of the financial statements, and reported amounts of
expenses during the reporting period, including revenue recognition, residual value of operating lease vehicles,
inventory valuation, warranties, fair value of financial instruments and stock-based compensation. Actual results could
differ from those estimates.

Unaudited Interim Financial Statements

The accompanying condensed consolidated balance sheet as of June 30, 2015, the condensed consolidated statements
of operations and condensed consolidated statements of comprehensive loss for the three and six months ended June
30, 2015 and 2014 and the condensed consolidated statements of cash flows for the three and six months ended June
30, 2015 and 2014, and other information disclosed in the related notes are unaudited. The condensed consolidated
balance sheet as of December 31, 2014 was derived from our audited consolidated financial statements at that

date. The accompanying condensed consolidated financial statements should be read in conjunction with the audited
consolidated financial statements and related notes contained in our Form 10-K for the year ended December 31, 2014
filed with the Securities and Exchange Commission.

The accompanying interim condensed consolidated financial statements and related disclosures have been prepared on
the same basis as the annual consolidated financial statements and, in the opinion of management, reflect all
adjustments, which include only normal recurring adjustments, necessary for a fair statement of the results of
operations for the periods presented. The condensed consolidated results of operations for any interim period are not

12
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necessarily indicative of the results to be expected for the full year or for any other future year or interim period.

Beginning in the three months ended March 31, 2015, we changed the composition of the revenue and cost of revenue
lines in our consolidated statement of operations. Automotive includes revenues related to deliveries of new Model S
vehicles, including customer selected options, data connectivity, Supercharger access, sales of regulatory credits to
other automotive manufacturers, amortization of revenue for cars sold with resale value guarantees, and Model S
leasing revenue. Services and other consists of sales of electric vehicle powertrain components and systems to other
manufacturers, maintenance and development services, Tesla Energy products, and pre-owned Tesla vehicle sales.
Prior period amounts have been reclassified to conform to the current period presentation.

Beginning January 1, 2015, the functional currency of each of our foreign subsidiaries changed to their local country’s
currency. This change was based on the culmination of facts and circumstances that have developed as we expanded
our foreign operations over the past year. The adjustment of $10.0 million attributable to the current rate translation of
non-monetary assets as of the date of the change is included in accumulated other comprehensive loss on our
condensed consolidated balance sheet.

13
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Recent Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board issued an accounting update which amends the existing
accounting standards for revenue recognition. The new guidance provides a unified model to determine when and how
revenue is recognized. Under the new model, revenue is recognized as goods or services are delivered in an amount
that reflects the consideration we expect to collect. The guidance is effective for fiscal years beginning after
December 15, 2017; early adoption is permitted for periods beginning after December 15, 2016. The new standard is
required to be applied retrospectively to each prior reporting period presented or retrospectively with the cumulative
effect of initially applying it recognized at the date of initial application. We have not yet selected a transition method
and are currently evaluating the impact of adopting this guidance on our consolidated financial statements.

Revenue Recognition

We recognize revenues from sales of Model S, including vehicle options and accessories, vehicle service and sales of
regulatory credits, such as zero emission vehicle and greenhouse gas emission credits, as well as sales of electric
vehicle powertrain components and systems, such as battery packs and drive units. We recognize revenue when:

(1) persuasive evidence of an arrangement exists; (ii) delivery has occurred and there are no uncertainties regarding
customer acceptance; (iii) fees are fixed or determinable; and (iv) collection is reasonably assured.

Car sales include certain standard features and customer selected options and configurations that meet the definition of
a deliverable under multiple-element accounting guidance, including internet connectivity, Supercharging access, and
specified software updates for cars equipped with Autopilot hardware. These deliverables are valued on a stand-alone
basis and we recognize their related revenue over our performance period which is generally the eight-year life of the
car or, for software upgrades, as they are delivered. If we sell a deliverable separately, we use that pricing to determine
its fair value; otherwise, we use our best estimated selling price by considering third party pricing of similar options,
costs used to develop and deliver the service, and other information which may be available.

As of June 30, 2015, we had deferred $47.8 million, $34.6 million, $21.0 million, and $4.9 million related to the
purchase of vehicle maintenance and service plans, access to our Supercharger network, Model S connectivity, and
Autopilot software upgrades. As of December 31, 2014, we had deferred $39.7 million, $25.6 million, $14.4 million,
and $1.5 million related to these same performance obligations.

Resale Value Guarantees and Other Financing Programs

We offer resale value guarantees or similar buy-back terms to all customers who purchase a Model S in the US,
Canada and selected European and Asian markets and who finance their vehicle through one of our specified
commercial banking partners. Under these program, Model S customers have the option of selling their vehicle back
to us during the guarantee period of 36 to 39 months after delivery for a pre-determined resale value. Although we
receive full payment for the vehicle sales price at the time of delivery, we account for transactions under the resale
value guarantee program as operating leases and recognize revenue attributable to the lease on a straight-line basis
over the guarantee period to automotive revenue. The amount of proceeds related to the residual value guarantee is
deferred until the option expires or is exercised. We capitalize the cost of the leased vehicle and depreciate its value,
less expected salvage value, to cost of automotive revenue over the same period.

At the end of the resale value guarantee period, which is the earlier of 39 months or the pay-off date of the initial loan,
the resale value guarantee and any remaining deferred revenue balances are settled to automotive revenue and the net
book value of the leased vehicle is expensed to costs of automotive revenue if our customer retains ownership of the
car. In cases where a customer returns the vehicle back to us between months 36 and 39, we purchase the car in the
amount of the resale value guarantee and settle any remaining deferred revenue balance to automotive revenue. As of

14
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June 30, 2015, $67.7 million of the resale value guarantee liability relates to guarantees that are exercisable by
customers within the next twelve months.

In the fourth quarter of 2014, we also began offering residual value guarantees in connection with automobile sales to
certain bank leasing partners. As we have guaranteed the value of these vehicles and as the vehicles are leased to
end-customers, we account for them as collateralized borrowings. As of June 30, 2015 and December 31, 2014, we
had $179.3 million and $19.6 million of such borrowings recorded in resale value guarantee and $40.7 million and $0
million recorded in deferred revenue liability, of which a portion will be accreted to revenue and a portion may be
distributed to the bank leasing partner should we repurchase the vehicles at the end of the term or should the bank sell
the car to a third party and receive proceeds less than the value we have guaranteed. The maximum cash payment to
re-purchase these vehicles under these arrangements at June 30, 2015, is $131.6 million. Cash received upon the sale
of such cars, net of revenue recognized during the period, is classified as collateralized lease borrowing within cash
flows from financing activities in our consolidated statement of cash flows.

9
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Account activity related to our resale value guarantee program consisted of the following for the periods presented (in
thousands):

Three Six
Months Months
Ended Ended
June 30, June 30,

2015 2015

Operating Lease Vehicles
Operating lease vehicles under the resale value guarantee

program—beginning of period $792,711 $684,590
Net increase in operating lease vehicles under the resale value

guarantee program 208,399 348,192
Depreciation expense recorded in cost of automotive revenues (26,951 ) (48,993)
Additional depreciation expense recorded in cost of

automotive revenues as a result of early cancellation of resale

value guarantee (5,058 ) (9,455 )
Reclassifications to inventory resulting from return of vehicle under trade-in program (6,364 ) (11,597)
Operating lease vehicles under the resale value guarantee

program—end of period $962,737 $962,737
Deferred Revenue
Deferred revenue related to the resale value guarantee

program—beginning of period $424,104 $381,096
Net increase in deferred revenue including Model S deliveries with resale value

guarantee and reclassification of collateralized borrowing from long-term to short-term 118,648 210,388
Amortization of deferred revenue and short-term collateralized borrowing recorded in

automotive revenue (54,175 ) (98,924)
Additional revenue recorded in automotive revenue as a

result of early cancellation of resale value guarantee (3,310 ) (4,496 )
Release of deferred revenue resulting from return of vehicle under trade-in program (2,695 ) (5,492 )
Deferred revenue related to the resale value guarantee

program—end of period $482,572 $482,572
Resale Value Guarantee
Resale value guarantee liability—beginning of period $606,221 $487,879
Net increase in resale value guarantee 198,290 322,402

16
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Reclassification from long-term to short-term collateralized borrowing (3,743 ) (4,387 )
Additional revenue recorded in automotive revenue as a

result of early cancellation of resale value guarantee (2,966 ) (4,036 )
Release of resale value guarantee resulting from return of vehicle under trade-in program (4,625 ) (8,681 )
Resale value guarantee liability—end of period $793,177 $793,177
Model S Leasing Program

We offer a leasing program in the United States and Canada for Model S. Qualifying customers are permitted to lease
a Model S directly from Tesla for 36 months. At the end of the lease term, customers have the option of either
returning the vehicle to us or purchasing it for a pre-determined residual value. We account for these leasing
transactions as operating leases and recognize leasing revenues over the contractual term and record the depreciation
of these vehicles to cost of automotive revenues. As of June 30, 2015 and December 31, 2014, we had deferred $19.6
million and $9.4 million of lease-related upfront payments which will be recognized on a straight-line basis over the
contractual term of the individual leases. Lease revenues are recorded in automotive revenue and for the three and six
months ended June 30, 2015, we recognized $9.3 million and $15.9 million. Lease revenue for the three and six
months ended June 30, 2014 was $0.2 million.

10
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Warranties

We provide a manufacturer’s warranty on all vehicles, production powertrain components and systems sales, and we
accrue warranty reserves upon delivery to the customer. Warranty reserves include management’s best estimate of the
projected costs to repair or to replace items under warranty. These estimates are based on actual claims incurred
to-date and an estimate of the nature, frequency and costs of future claims. These estimates are inherently uncertain
and changes to our historical or projected experience may cause material changes to our warranty reserves in the
future. The portion of the warranty provision expected to be incurred within 12 months is classified as current within
accrued liabilities, while the remaining amount is classified as long-term within other long-term liabilities.

Accrued warranty activity consisted of the following for the periods presented (in thousands):

Three Months
Ended Six Months Ended
June 30, June 30,

2015 2014 2015 2014
Accrued warranty—beginning of period $155,301 $71,932 $129,043 $53,183
Warranty costs incurred (17,287) (9,271) (29,073) (18,571)
Net changes in liability for pre-existing

warranties, including expirations 567 1,541 11,329 9,661
Provision for warranty 26,014 20,169 53,296 40,098
Accrued warranty—end of period $164,595 $84,371 $164,595 $84,371

Our warranty reserves do not include projected warranty costs associated with our operating lease vehicles and
vehicles sold with resale value guarantee or similar buy-back terms as such actual warranty costs are expensed as
incurred. For the three and six months ended June 30, 2015, warranty costs incurred for our operating lease vehicles
were $2.4 million and $4.2 million and for the three and six months ended June 30, 2014 were $1.8 million and $3.0
million. Warranty expense is recorded as a component of cost of automotive revenue.

Cost of automotive revenue during the six months ended June 30, 2015 included a $11.3 million increase to our
warranty reserve to reflect the additional preventative repairs we plan to perform on customer drive units and
high-voltage battery packs when brought in for warranty related service.

Inventory Valuation

We value our inventories at the lower of cost or market. Inventories are recorded at cost on a first-in, first-out basis.
We record inventory write-downs when we have amounts of inventory that are in excess of our planned production or
where inventory has become obsolete to our production requirements.

We also review inventory to determine whether its carrying value exceeds the net amount realizable upon the ultimate
sale of the inventory. This requires us to determine the estimated selling price of our vehicles less the estimated cost to
convert inventory on hand into a finished product. Should our estimates of future selling prices or production costs
change, material changes to these reserves may be required. A change in our estimates may result in a material charge
to our reported financial results.

Concentration of Risk

18
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Credit Risk

Financial instruments that potentially subject us to a concentration of credit risk consist of cash, cash equivalents,
restricted cash and accounts receivable. Our cash equivalents are primarily invested in money market funds with high
credit quality financial institutions in the United States. At times, these deposits and securities may be in excess of
insured limits. We invest cash not required for use in operations in high credit quality securities based on our
investment policy. Our investment policy provides guidelines and limits regarding credit quality, investment
concentration, investment type, and maturity that we believe will provide liquidity while reducing risk of loss of
capital. Our investments are currently of a short-term nature and include U.S. treasury bills.

As of June 30, 2015 and December 31, 2014, our accounts receivable were derived primarily from amounts to be
received from financial institutions and leasing companies offering various financing products to our customers, sales
of regulatory credits, as well as the development and sales of powertrain components and systems to automotive
original equipment manufacturers (OEMs). As of June 30, 2015, we have two customers who individually account for
11% and 10% of our accounts receivable.

11
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Supply Risk

Although there may be multiple suppliers available, many of the components used in our vehicles are purchased by us
from a single source. If these single source suppliers fail to satisfy our requirements on a timely basis at competitive
prices, we could suffer manufacturing delays, a possible loss of revenues, or incur higher cost of sales, any of which
could adversely affect our operating results.

Stock-Based Compensation

We use the fair value method of accounting for our stock options and restricted stock units (RSUs) granted to
employees and our Employee Stock Purchase Plan (ESPP) to measure the cost of employee services received in
exchange for the stock-based awards. The fair value of stock options and ESPP are estimated on the grant date and
offering date using the Black-Scholes option-pricing model. The fair value of RSUs is measured on the grant date
based on the closing fair market value of our common stock. The resulting cost is recognized over the service period
which is generally four years for stock options and RSUs and six months for the ESPP. Stock-based compensation
expense is recognized on a straight-line basis, net of estimated forfeitures.

Net Loss per Share of Common Stock

Our basic and diluted net loss per share of common stock is calculated by dividing net loss by the weighted-average
shares of common stock outstanding for the period. Potentially dilutive shares, which are based on the number of
shares underlying outstanding stock options and warrants as well as our convertible senior notes, are not included
when their effect is antidilutive.

The following table presents the potential weighted common shares outstanding that were excluded from the
computation of diluted net loss per share of common stock for the periods presented. Anti-dilutive share counts for the
twelve months ended December 31, 2014 have been updated.

Twelve
Months
Ended
Three Months Six Months Ended June  December
Ended June 30, 30, 31,
2015 2014 2015 2014 2014
Employee share based awards 14,339,572 13,883,882 14,396,259 14,124,057 14,729,749
Convertible senior notes 2,517,573 2,145,517 2,301,823 2,082,759 2,344,998

Warrants issued May 2013 1,177,659 626,447 858,019 533,469 921,985
Since we expect to settle the principal amount of our outstanding convertible senior notes in cash, we use the treasury
stock method for calculating any potential dilutive effect of the conversion spread on diluted net income per share, if
applicable. The conversion spread will have a dilutive impact on diluted net income per share of common stock when
the average market price of our common stock for a given period exceeds the conversion price of $124.52, $359.87
and $359.87 per share for the convertible senior notes due 2018 (2018 Notes), convertible senior notes due 2019
(2019 Notes), and convertible senior notes due 2021 (2021 Notes).

Uncertain Tax Positions

20



Edgar Filing: TESLA MOTORS INC - Form 10-Q

As of June 30, 2015 and December 31, 2014, the aggregate balances of our gross unrecognized tax benefits were
$57.1 million and $41.4 million. $54.1 million and $39.1 million of these aggregate balances would not give rise to
changes in our effective tax rate since these tax benefits would increase a deferred tax asset which is currently offset
by a full valuation allowance.

3. Balance Sheet Components
Inventory

As of June 30, 2015 and December 31, 2014, our inventory consisted of the following (in thousands):

December
June 30, 31,
2015 2014

Raw materials  $395,171  $392,292

Work in process 99,116 56,114

Finished goods 597,329 397,318

Service parts 120,663 107,951

Total $1,212,279 $953,675
12
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Finished goods inventory includes vehicles in transit to fulfill customer orders, new vehicles available for immediate
sale at our retail and service center locations, and pre-owned Tesla vehicles. The increase in finished goods inventory
was primarily due to customer orders that were in transit for delivery at quarter-end while there was a reduction in the
new vehicles available for immediate sale.

Property, Plant and Equipment

As of June 30, 2015 and December 31, 2014, our property, plant and equipment, net, consisted of the following (in
thousands):

December

June 30, 31,

2015 2014
Machinery, equipment and office furniture $918,134  $720,746
Construction in progress 1,027,256 572,125
Leasehold improvements 339,398 230,270
Tooling 340,090 295,906
Building and building improvements 243,750 154,362
Computer equipment and software 129,143 98,970
Land 52,115 49,478

3,049,886 2,121,857

Less: Accumulated depreciation and amortization (403,869 ) (292,590 )

Total $2,646,017 $1,829,267
Construction in progress is comprised primarily of tooling and equipment related to the manufacturing of our Model S
and Model X, Gigafactory construction, and capitalized interest expense. Completed assets are transferred to their
respective asset class and depreciation begins when the asset is ready for its intended use. Interest expense on
outstanding debt is capitalized during the period of significant capital asset construction. Capitalized interest on
construction in progress is included in property, plant and equipment, and is amortized over the life of the related
assets. During the three and six months ended June 30, 2015, we capitalized $12.3 million and $20.6 million of
interest expense. During the three and six months ended June 30, 2014, we capitalized $2.0 million and $3.2 million
of interest expense.

We are sometimes involved in construction at our leased facilities primarily related to retail stores, service centers,
and certain manufacturing facilities. In accordance with Accounting Standards Codification 840, Leases, for
build-to-suit lease arrangements where we are involved in the construction of structural improvements prior to the
commencement of the lease or take some level of construction risk, we are considered the owner of the assets and land
during the construction period. Accordingly, upon commencement of our construction activities, we record a
construction in progress asset and a corresponding financing liability. Once the construction is completed, if the lease
meets certain “sale-leaseback” criteria, we will remove the asset and related financial obligation from the balance sheet
and treat the building lease as an operating lease. If upon completion of construction, the project does not meet the
“sale-leaseback” criteria, the leased property will be treated as a capital lease and included in building and building
improvements in the table above. As of June 30, 2015 and December 31, 2014, the table above includes $102.6
million and $52.4 million of build-to-suit assets. As of June 30, 2015 and December 31, 2014, corresponding
financing obligations of $0.6 million and $21.0 million are recorded in accrued liabilities and $102.0 million and
$31.4 million are recorded in other long-term liabilities.
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Depreciation and amortization expense during the three and six months ended June 30, 2015 was $60.8 million and
$112.9 million. Depreciation and amortization expense during the three and six months ended June 30, 2014 was
$36.1 million and $65.0 million. Total property and equipment assets under capital lease as of June 30, 2015 and
December 31, 2014 were $36.1 million and $33.4 million. Accumulated depreciation related to assets under capital
lease as of these dates were $16.8 million and $12.8 million.

We have acquired land for the site of our Gigafactory and have incurred $206.6 million of construction costs as of
June 30, 2015.

13
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Accrued Liabilities

As of June 30, 2015 and December 31, 2014, our accrued liabilities consisted of the following (in thousands):

December

June 30, 31,

2015 2014
Taxes payable $49288 $71,229
Accrued purchases 146,177 68,547
Payroll and related costs 66,588 54,492
Other 83,348 74,616
Total $345,401 $268,884

4. Fair Value of Financial Instruments

The carrying values of our financial instruments including cash equivalents, marketable securities, accounts receivable
and accounts payable approximate their fair value due to their short-term nature. As a basis for determining the fair
value of certain of our assets and liabilities, we established a three-tier fair value hierarchy which prioritizes the inputs
used in measuring fair value as follows: (Level I) observable inputs such as quoted prices in active markets; (Level II)
inputs other than the quoted prices in active markets that are observable either directly or indirectly; and (Level III)
unobservable inputs in which there is little or no market data which requires us to develop our own assumptions. This
hierarchy requires us to use observable market data, when available, and to minimize the use of unobservable inputs
when determining fair value. Our financial assets that are measured at fair value on a recurring basis consist of cash
equivalents and marketable securities.

All of our cash equivalents and current restricted cash, which are comprised primarily of money market funds, are
classified within Level I of the fair value hierarchy because they are valued using quoted market prices or market
prices for similar securities. Our restricted short-term marketable securities are classified within Level I of the fair
value hierarchy.

As of June 30, 2015 and December 31, 2014, the fair value hierarchy for our financial assets that are carried at fair
value was as follows (in thousands), and unrealized gains (losses) on all financial assets for all periods presented were
less than $1.0 million:

June 30, 2015 December 31, 2014
Fair Fair
Level Level Level
Value Level I II 111 Value Level I II Level III
Money market funds $349,556 $349,556 $§ —$ —$1,275346 $1,275,346 $§ —$ —
U.S. treasury bills 16,662 16,662 — — 16,673 16,673 — —
Total $366,218 $366,218 $ —$ —$1,292,019 $1,292,019 $§ —$ —3
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As of June 30, 2015, the estimated fair value of our 2018 Notes, 2019 Notes, and 2021 Notes was $1.44 billion (par
value $659.8 million), $908.5 million (par value $920.0 million), and $1.36 billion (par value $1.38 billion). As of
December 31, 2014 the estimated fair value of our 2018 Notes, 2019 Notes, and 2021 Notes was $1.22 billion (par
value $659.8 million), $852.2 million (par value $920.0 million), and $1.25 billion (par value $1.38 billion). These
fair values represent Level II valuations. When determining the estimated fair value of our long-term debt, we used a
commonly accepted valuation methodology and market-based risk measurements that are indirectly observable, such
as credit risk. As of June 30, 2015, the $114.3 million carrying value of our Warehouse Facility liability and $50
million carrying value of our Asset Backed Credit Facility approximates the fair value of these borrowings.

5. Customer Deposits

Customer deposits include cash payments from customers at the time they place an order for a vehicle and additional
payments up to the point of delivery including the fair value of customer trade-in vehicles that are applicable toward
their new car purchase. Customer deposit amounts and timing vary depending on the vehicle model and country of
delivery. Customer deposits related to Model X currently represent fully refundable reservations. Customer deposits
are included in current liabilities until refunded or until they are applied to a customer’s purchase balance at time of
delivery.

As of June 30, 2015 and December 31, 2014, we held customer deposits of $272.8 million and $257.6 million.

14
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6. Convertible and Long-term Debt Obligations
0.25% and 1.25% Convertible Senior Notes and Bond Hedge and Warrant Transactions

In March 2014, we issued $800.0 million principal amount of 0.25% convertible senior notes due 2019 (2019 Notes)
and $1.20 billion principal amount of 1.25% convertible senior notes due 2021 (2021 Notes) in a public offering. In
April 2014, we issued an additional $120.0 million aggregate principal amount of 2019 Notes and $180.0 million
aggregate principal amount of 2021 Notes, pursuant to the exercise in full of the overallotment options of the
underwriters of our March 2014 public offering. Each $1,000 of principal of the 2019 Notes and 2021 Notes will
initially be convertible into 2.7788 shares of our common stock, which is equivalent to an initial conversion price of
approximately $359.87 per share, subject to adjustment upon the occurrence of specified events. The total net
proceeds from these offerings, after deducting transaction costs, were approximately $905.8 million from the 2019
Notes and $1.36 billion from the 2021 Notes. We incurred $14.2 million and $21.4 million, of debt issuance costs in
connection with the 2019 Notes and the 2021 Notes, which we initially recorded in other assets and are amortizing to
interest expense using the effective interest method over the contractual terms of these notes. The interest rates are
fixed at 0.25% and 1.25% per annum and are payable semi-annually in arrears on March 1 and September 1 of each
year, commencing on September 1, 2014.

In connection with the offering of these notes in March 2014, we entered into convertible note hedge transactions
whereby we have the option to purchase initially (subject to adjustment for certain specified events) a total of
approximately 5.6 million shares of our common stock at a price of approximately $359.87 per share. The total cost of
the convertible note hedge transactions was $524.7 million. In addition, we sold warrants whereby the holders of the
warrants have the option to purchase initially (subject to adjustment for certain specified events) a total of
approximately 2.2 million shares of our common stock at a price of $512.66 for the 2019 Notes and a total of
approximately 3.3 million shares of our common stock at a price of $560.64 per share for 2021 Notes. We received
$338.4 million in cash proceeds from the sale of these warrants. Similarly, in connection with the issuance of
additional notes in April 2014, we entered into convertible note hedge transactions and paid an aggregate

$78.7 million. In addition, we sold warrants to purchase (subject to adjustment for certain specified events) a total of
approximately 0.3 million shares of our common stock at a price of $512.66 per share for the warrants relating to 2019
Notes, and a total of approximately 0.5 million shares of our common stock at a price of $560.64 per share for the
warrants relating to 2021 Notes. We received aggregate proceeds of approximately $50.8 million from the sale of the
warrants. Taken together, the purchase of the convertible note hedges and the sale of warrants are intended to reduce
potential dilution and/or offset potential cash payments upon the conversion of these notes and to effectively increase
the overall conversion price from $359.87 to $512.66 per share in the case of warrants relating to 2019 Notes and
from $359.87 to $560.64 in the case of warrants relating to 2021 Notes. As these transactions meet certain accounting
criteria, the convertible note hedges and warrants are recorded in stockholders’ equity and are not accounted for as
derivatives. The net cost incurred in connection with the convertible note hedge and warrant transactions was recorded
as a reduction to additional paid-in capital on the condensed consolidated balance sheet.

During the second quarter of 2015, the closing price of our common stock did not meet or exceed 130% of the
applicable conversion price of our 2019 Notes and 2021 Notes on at least 20 of the last 30 consecutive trading days of
the quarter; furthermore, no other conditions allowing holders of the 2019 Notes and 2021 Notes to convert have been
met as of June 30, 2015. Therefore, the 2019 Notes and 2021 Notes are not convertible during the third quarter of
2015 and are classified as long-term debt. Should the closing price conditions be met in the third quarter of 2015 or a
future quarter, the 2019 Notes and 2021 Notes will be convertible at their holders’ option during the immediately
following quarter.

1.50% Convertible Senior Notes and Bond Hedge and Warrant Transactions
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In May 2013, we issued $660.0 million aggregate principal amount of convertible senior notes due 2018 (2018 Notes)
in a public offering. The net proceeds from the offering, after deducting transaction costs, were approximately

$648.0 million. We incurred $12.0 million of debt issuance costs in connection with 2018 Notes which we initially
recorded in other assets and are amortizing to interest expense using the effective interest method over the contractual
term of 2018 Notes. Each $1,000 of principal of the 2018 Notes will initially be convertible into 8.0306 shares of our
common stock, which is equivalent to an initial conversion price of approximately $124.52 per share, subject to
adjustment upon the occurrence of specified events. The interest under 2018 Notes is fixed at 1.50% per annum and is
payable semi-annually in arrears on June 1 and December 1 of each year, commencing on December 1, 2013.

15
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In connection with the offering of the 2018 Notes, we entered into convertible note hedge transactions whereby we
have the option to purchase initially (subject to adjustment for certain specified events) a total of approximately

5.3 million shares of our common stock at a price of approximately $124.52 per share. The cost of the convertible note
hedge transactions was $177.5 million. In addition, we sold warrants whereby the holders of the warrants have the
option to purchase initially (subject to adjustment for certain specified events) a total of approximately 5.3 million
shares of our common stock at a price of $184.48 per share. We received $120.3 million in cash proceeds from the
sale of these warrants. Taken together, the purchase of the convertible note hedges and the sale of warrants are
intended to reduce potential dilution and/or offset potential cash payment upon the conversion of the 2018 Notes and
to effectively increase the overall conversion price from $124.52 to $184.48 per share. As these transactions meet
certain accounting criteria, the convertible note hedges and warrants are recorded in stockholders’ equity and are not
accounted for as derivatives. The net cost incurred in connection with the convertible note hedge and warrant
transactions was recorded as a reduction to additional paid-in capital in the condensed consolidated balance sheet.

During the second quarter of 2015, the closing price of our common stock exceeded 130% of the applicable
conversion price of our 2018 Notes on at least 20 of the last 30 consecutive trading days of the quarter; therefore,
holders of 2018 Notes may convert their notes during the third quarter of 2015. As such, we classified the $609.5
million carrying value of our 2018 Notes as current liabilities and classified $50.3 million, representing the difference
between the aggregate principal of our 2018 Notes of $659.8 million and the carrying value of 2018 Notes, as
mezzanine equity on our condensed consolidated balance sheet as of June 30, 2015. Similarly, debt issuance costs
were classified as other current assets as of June 30, 2015. Should the closing price conditions be met again in the
third quarter of 2015 or a future quarter, 2018 Notes will be convertible at their holders’ option during the immediately
following quarter.

Convertible Senior Notes Carrying Value and Interest Expense

In accordance with accounting guidance on embedded conversion features, we valued and bifurcated the conversion
option associated with the Notes from the respective host debt instrument and initially recorded the conversion option
for the 2018, 2019, and 2021 Notes in stockholders’ equity. The resulting debt discounts on the 2018 Notes, 2019
Notes, and 2021 Notes are being amortized to interest expense at the effective interest rate over the contractual terms
of the Notes.

June 30, 2015 December 31, 2014
2018 2019 2018 2019
Notes Notes 2021 Notes  Notes Notes 2021 Notes
(in thousands, except years and percentages)
Carrying value $609,489  $777,287 $1,069,159 $601,566 $759,891 $1,046,627
Unamortized discount 50,273 142,713 310,841 58,196 160,109 333,373
Principal amount $659,762  $920,000 $1,380,000 $659,762 $920,000 $1,380,000
Remaining amortization period (years) 2.7 34 54
Effective interest rate on liability
component 429 % 489 % 596 %
Carrying amount of equity component ~ $82,800  $188,100  $369,400
If converted value in excess of par value $761,575 $— $—

Warehouse line of credit
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In March 2015, we entered into a loan and security agreement (the ‘“Warehouse Facility”) for a secured asset based line
of credit for a principal amount up to $100 million. In June 2015, we amended the Warehouse Facility for an
additional principal amount of $50 million, for a total of up to $150 million. Obligations under the Warehouse Facility
are secured by certain of our lease contracts with Tesla directly and the related leased vehicles. In connection with the
Warehouse Facility, we sold the beneficial interest in such lease contracts and related vehicles to a wholly owned
special purpose entity that is the borrower in the Warehouse Facility, which pledged such beneficial interest in the
underlying assets to the third-party lender under the Warehouse Facility. Borrowings under the Warehouse Facility are
generally limited to up to 72% of the net present value of the remaining lease payments and the residual vehicle values
under eligible lease contracts. As of June 30, 2015, we have borrowed $114.3 million under the Warehouse Facility.

Interest is payable monthly on amounts borrowed under the Warehouse Facility at a variable rate of LIBOR plus
1.65% and on undrawn amounts at a rate of 0.5%. The Warehouse facility matures in March 2017, at which time all
outstanding borrowing will become due. Prior to that date, principal payments will be due in the amount that the
borrowing limit decreases below our outstanding principal balance.

We are required to meet various covenants, including meeting certain reporting requirements, such as the completion
and presentation of audited consolidated financial statements for our borrowings. As of June 30, 2015 we were in
compliance with all covenants contained in the Warehouse Facility agreement.
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Asset-Based Credit Agreement

In June 2015, we entered into a senior secured asset-based revolving credit agreement (the “Credit Agreement”) with a
syndicate of banks. The Credit Agreement provides for a senior secured asset-based revolving credit facility of up to
$500.0 million (the “Credit Facility””), which we may draw upon as needed. We may increase the total commitments
under the Credit Facility by up to an additional $250.0 million, subject to certain conditions, for total commitments up
to $750 million. In addition, the Credit Agreement provides for a $100.0 million letter of credit sub-facility and a
$40.0 million swing-line loan sub-facility. The Credit Agreement is collateralized by a pledge of certain of our
accounts receivable, inventory, and equipment, and availability under the Credit Agreement is based on the value of
such assets, as reduced by certain reserves.

Borrowed funds bear interest, at our option, at an annual rate of (a) 1% plus LIBOR or (b) the highest of (i) the federal
funds rate plus 0.50%, (ii) the lenders “prime rate” or (iii) 1% plus LIBOR. The fee for undrawn amounts is 0.25% per
annum. Interest is payable quarterly. The Credit Agreement terminates, and all outstanding loans become due and
payable, in June 2020. As of June 30, 2015, we have borrowed $50.0 million under the Credit Facility.

We are required to meet various covenants, including meeting certain reporting requirements, such as the completion
and presentation of audited consolidated financial statements for our borrowings. As of June 30, 2015 we were in
compliance with all covenants contained in the Credit Agreement.

Interest Expense

The following table presents the aggregate amount of interest expense recognized on the Warehouse Facility, Credit
Agreement, 2018 Notes, 2019 Notes, and 2021 Notes relating to the contractual interest coupon and amortization of
the debt issuance costs and debt discount.

Three Months Six Months Ended
Ended June 30, June 30,
2015 2014 2015 2014

Contractual interest coupon $7,741 $7,522 $15,048 $11,174
Amortization of debt issuance costs 1,727 1,516 3,257 2,252

Amortization of debt discount 24213 23,609 47,851 32,102
Total $33,681 $32,647 $66,156 $45,528

7. Equity Incentive Plans

Performance-based Stock Option Grant
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In 2014, to create incentives for continued long term success beyond the Model S program and to closely align
executive pay with our stockholders’ interests in the achievement of significant milestones by our company, the
Compensation Committee of our Board of Directors granted stock options to certain employees to purchase an
aggregate 1,073,000 shares of our common stock. Each such grant consists of four vesting tranches with a vesting
schedule based entirely on the attainment of future performance milestones, assuming continued employment and
service to us through each vesting date.

-1/4th of the shares subject to the options are scheduled to vest upon completion of the first Model X Production
Vehicle;

-1/4th of the shares subject to the options are scheduled to vest upon achieving aggregate vehicle production of
100,000 vehicles in a trailing 12-month period;

-1/4th of the shares subject to the options are scheduled to vest upon completion of the first Gen III Production
Vehicle; and

-1/4th of the shares subject to the options are scheduled to vest upon achievement of annualized gross margin of

greater than 30.0% in any three years.
As of June 30, 2015, the following performance milestone was considered probable of achievement.

-Completion of the first Model X Production Vehicle.

For the three and six months ended June 30, 2015, we recorded stock-based compensation expense of $4.0 million and

$7.7 million related to this grant. For the three and six months ended June 30, 2014, we recorded stock-based
compensation expense of $3.4 million and $6.3 million related to this grant.
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2012 CEO Grant

In August 2012, our Board of Directors granted 5,274,901 stock options to our CEO (2012 CEO Grant). The 2012
CEO Grant consists of ten vesting tranches with a vesting schedule based entirely on the attainment of both
performance conditions and market conditions, assuming continued employment and service to us through each
vesting date.

Each of the ten vesting tranches requires a combination of one of the ten pre-determined performance milestones and
an incremental increase in our market capitalization of $4.0 billion, as compared to the initial market capitalization of
$3.2 billion measured at the time of the 2012 CEO Grant.

As of June 30, 2015, the market conditions for six vesting tranches and the following performance milestones were
achieved and approved by our Board of Directors:

-Successful completion of the Model X Alpha Prototype; and
-Successful completion of the Model X Beta Prototype.
As of June 30, 2015, the following three performance milestones were considered probable of achievement:

-Completion of the first Model X Production Vehicle;

-Successful completion of the Model 3 Alpha Prototype; and

-Aggregate vehicle production of 100,000 vehicles.

For the three and six months ended June 30, 2015, we recorded stock-based compensation expense of $1.3 million and
$2.7 million related to this grant. For the three and six months ended June 30, 2014, we recorded stock-based
compensation expense of $4.4 million and $14.4 million related to this grant.

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

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

Three Months

Ended Six Months Ended

June 30, June 30,

2015 2014 2015 2014
Cost of sales $4,820 $3,912 $9.421 $7,018
Research and development 19,912 14,822 39,704 28,367
Selling, general and administrative 18,603 17,049 37,236 37,436
Total $43,335 $35,783 $86,361 $72,821

8. Commitments and Contingencies
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Legal Proceedings

From time to time, we are subject to various legal proceedings that arise from the normal course of business activities.
In addition, from time to time, third parties may assert intellectual property infringement claims against us in the form
of letters and other forms of communication. If an unfavorable ruling were to occur, there exists the possibility of a
material adverse impact on our results of operations, prospects, cash flows, financial position and brand.

In November 2013, a putative securities class action lawsuit was filed against Tesla in U.S. District Court, Northern
District of California, alleging violations of, and seeking remedies pursuant to, Sections 10(b) and 20(a) of the
Securities Exchange Act of 1934 and Rule 10b-5. The complaint, made claims against Tesla and our CEO, Elon
Musk, sought damages and attorney’s fees on the basis of allegations that, among other things, Tesla and Mr. Musk
made false and/or misleading representations and omissions, including with respect to the safety of Model S. This case
was brought on behalf of a putative class consisting of certain persons who purchased Tesla’s securities between
August 19, 2013 and November 17, 2013. On September 26, 2014, the trial court, upon the motion of Tesla and

Mr. Musk, dismissed the complaint with prejudice, and thereafter issued a formal written order to that effect. The
plaintiffs have appealed from the trial court’s order, and that appeal is pending.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The following discussion and analysis should be read in conjunction with our condensed consolidated financial

statements and the related notes that appear elsewhere in this Form 10-Q.

Overview and Quarter Highlights

We design, develop, manufacture and sell high-performance fully electric vehicles, advanced electric vehicle
powertrain components and energy storage products. We are currently producing and selling our second vehicle, the
Model S sedan. Model S is a four door, five-passenger premium sedan that offers exceptional performance,
functionality and attractive styling. We commenced deliveries of Model S in June 2012 and have delivered over
78,000 Model S vehicles through June 30, 2015. In 2014, we announced the availability of our All-Wheel Drive
Model S and began delivery, starting with a performance-optimized version, in December 2014. Since then, we
announced a 70 kWh Model S both with All-Wheel Drive and rear wheel drive options and an upgrade to a 90 kWh
battery pack, and we discontinued the 60 kWh Model S. In addition, we recently announced the next generation of
our energy storage products, the 7 kWh and 10 kWh Powerwall for residential applications and the 100 kWh
Powerpack for commercial and industrial applications. We expect to begin production and deliveries of these
products, which we will market under the Tesla Energy brand, later this year.

We are continuing to develop our Model X crossover vehicle and intend to commence customer deliveries late in the
third quarter of 2015. After Model X, our goal is to begin deliveries of Model 3, a lower priced sedan designed for the
mass market, in late 2017.

Our primary source of revenue is from the sale of our vehicles. During the three months ended June 30, 2015, we
recognized total revenues of $955.0 million, an increase of $185.7 million over total revenues of $769.3 million for
the three months ended June 30, 2014, primarily driven by growth of Model S deliveries worldwide. Gross margin for
the three months ended June 30, 2015 was 22.3%, a decrease from 27.7% for the three months ended June 30, 2014.

We continue to increase our sales and service footprint worldwide and expand our Supercharging network. With the
continued global expansion of our customer support and Supercharger infrastructure, selling, general and
administrative expenses were $201.8 million for the three months ended June 30, 2015, compared to $134.0 million
for the three months ended June 30, 2014.

Management Opportunities, Challenges and Risks
Orders, Production and Deliveries

We have broadened the appeal of Model S by introducing new variants that improve range, performance and

value. For those wanting a more affordable car, we introduced Model S 70 with a starting price of only $70,000
before incentives and fuel savings. A new 90kWh battery pack option increases the range of our 85D by 6%, which
enables almost 300 miles of range at 65 mph. Finally, for our performance enthusiasts, the new Ludicrous mode
option improves 0 to 60 mph acceleration to 2.8 seconds. In addition, we remain on track to introduce Model X late in
the third quarter of this year and to begin to ramp production in the fourth quarter. We expect that demand for our
vehicles will continue to increase worldwide as more people drive and become aware of our vehicles, as we grow our
customer sales and support infrastructure, and as we continue to develop our products.

We are highly confident of having combined Model S and Model X production and demand levels of 1,600 to 1,800
vehicles per week in 2016. Additionally, we are executing a plan to have the capacity to produce up to 2,000
combined Model S and Model X vehicles that we can utilize should circumstances warrant. In August 2014, we began
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our production ramp by transitioning to our new final assembly line and upgrading our body center. We are continuing
to make further investment in production capacity during 2015, including building a new paint shop, a new body shop
for Model X, and additional stamping capacity. We expect our annual production will increase over 50% each year for
the next several years. In addition, scaling our deliveries entails that we will continue to have a number of
customer-configured cars in-transit. We therefore expect production to exceed deliveries, resulting in higher finished
goods inventory.

During 2015, we are working to achieve significant efficiencies in Model S production and begin production of Model
X with the intent of achieving a significantly faster initial production ramp than we achieved with Model S. The
introduction of Model X into our existing production process will add increased complexity and may affect our ability
to initially meet efficiency and delivery targets. In the past, when we have added complexity to our production line,
we have experienced unexpected delays. These problems may occur again as we begin to simultaneously produce
Model S and Model X vehicles.
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In addition to expanding our production, we expect to continue to lower the cost of manufacturing our vehicles over
the next several quarters. We expect that this trend will contribute to improved gross margin over time, excluding the
impact of foreign currency movements and product mix. Significant cost improvements for Model S were achieved in
2014 and 2015, including material cost reductions from both engineering and commercial actions, and manufacturing
efficiencies. During our product introductions in 2014 and 2015, we incurred manufacturing inefficiencies which
negatively impacted our gross margin. When we introduce Model X, we expect that both production inefficiencies and
supply chain inefficiencies typical of a new product introduction will suppress Model X margins for several quarters.
If we are not able to achieve the planned cost reductions from our various cost savings and process improvement
initiatives or introduce Model X efficiently, our ability to reach our gross margin goals would be negatively affected
in the short-term.

We expect to deliver between 50,000 and 55,000 Model S and Model X cars in 2015. Our first priority always is to
deliver great cars. While our equipment installation and final testing of Model X has gone well to date, there are
many dependencies that could influence our fourth quarter production and deliveries. We are still testing the ability of
many Model X suppliers to deliver high quality production parts in quantities sufficient to meet our planned
production ramp. Since production ramps rapidly late in the fourth quarter, for example, a one-week push out of this
ramp due to an issue at even a single supplier could reduce Model X production by approximately 800 units for the
quarter. Furthermore, since Model S and Model X are produced on the same general assembly line, Model X
production challenges could slow Model S production. In addition, the timing of the Model X production ramp and
high total deliveries in the fourth quarter create operational challenges for our delivery organization towards the end of
the year. These dependencies add complexity in predicting our production and delivery rates with precision.

To support our planned growth in 2016, we plan to continue expanding stores and service infrastructure worldwide,
provide more timely service in areas with a high concentration of Model S customers, and continue expanding our
Supercharger network. Since we now offer Model S in many countries throughout North America, Europe and Asia,
our expansion will primarily occur in geographic areas in which we already have a presence. We expect our long-term
sales outside of North America will be almost half of our worldwide automotive revenue. Despite initial challenges in
China, we plan to continue to invest in our infrastructure there as we believe that China could be one of our largest
markets within a few years. However, as compared to markets in the United States and Europe, we have relatively
limited experience in China and other Asian markets; thus, we may face continuing difficulties meeting our future
expansion plans in Asia.

Trends in Capital Expenditures and Operating Expenses

Our capital expenditures and operating expenses have significantly increased in the past year. As we continue to
invest in the long term growth of Tesla, capital spending and operating expenses will continue to increase, but at a
more moderate pace than in 2014. During 2015, capital expenditures are expected to be about $1.5 billion as we
expand production capacity, complete Model X development, and continue to build the Gigafactory; expand our stores
and service centers, expand our Supercharger network, and continue other product development programs, including
Model 3.

Our operating expenses are expected to grow by 45% to 50% in 2015 as compared to 2014 which will be less than
half the pace of growth in 2014. Our R&D expenses will continue to increase in Q3 2015 due to development,
validation, and testing of Model X and will slow down beyond that. R&D expenses will start to increase again in 2016
with engineering work on Model 3 as we get closer to its launch. We expect sales, general and administrative
expenses to decline over time as a percentage of revenue as we focus on increasing operational efficiency while
continuing to expand our customer and corporate infrastructure. Over time, we also expect overall operating expenses
to decrease as a percentage of revenue.
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As of June 30, 2015 and December 31, 2014, the net book value of our Supercharger network was $139.8 million and
$107.8 million and currently includes 480 locations globally. We plan to continue investing in our Supercharger
network for the foreseeable future, including in North America, Europe and Asia and expect such spending to be
approximately 5% of total capital spending over the next 12 months. During 2015, this investment will grow our
Supercharger network by about 50%. We allocate Supercharger related expenses to cost of automotive revenues and
selling, general, and administrative expenses. These costs were immaterial for all periods presented.

Customer Financing Options

We offer loans and leases in North America, Europe and Asia primarily through various financial institutions. We
offer a resale value guarantee in connection with certain loans offered by financial institutions and provide this
guarantee to approximately 13,600 Model S customers. We expanded this program to selected European and Asian
markets during the first half of 2015. Resale value guarantees available for exercise within the next 12 months are
$67.7 million and relate to 1,635 vehicles.
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Model S deliveries with the resale value guarantee do not impact our near-term cash flows and liquidity, since we
receive the full amount of cash for the vehicle sales price at delivery. However, this program requires the deferral of
revenues and costs into future periods as they are considered leases for accounting purposes. As these deferred
revenue and costs are recognized over the residual value periods, total automotive revenue and gross margin increase.

While we do not assume any credit risk related to the customer, if a customer exercises the option to return the vehicle
to us, we are exposed to liquidity risk that the resale value of vehicles under these programs may be lower than our
guarantee, or the volume of vehicles returned to us may be higher than our estimates, or we may be unable to resell
the used cars in a timely manner, all of which could adversely impact our cash flows. Alternatively, in cases where
customers retain their vehicles past the expiration of the guarantee period, the remaining deferred revenues and costs
will be recognized at no gross profit.

Based on current market demand for our cars, we estimate the resale prices for our vehicles will continue to be above
our resale value guarantee amounts. Should market values of our vehicles or customer demand decrease, these
estimates may be impacted materially.

We currently offer leases in the U.S. directly from Tesla Finance, our captive financing entity, as well as through a
banking partner. Leasing through Tesla Finance is now available in 37 states, the District of Columbia and in 4
provinces of Canada. Through June 30, 2015, we have leased approximately 2,300 vehicles through Tesla Finance and
approximately 2,100 vehicles through our banking partner. Leasing through both Tesla Finance and our banking
partner exposes us to residual value risk and will adversely impact our near-term operating results by requiring the
deferral of revenues and costs into future periods under lease accounting. In addition, for leases offered directly from
Tesla Finance (but not for those offered through our bank partner), we will not receive the full amount of the cash for
the vehicle price at delivery and will assume customer credit risk. We plan to continue expanding our leasing
offerings.

The Tesla Gigafactory

We are building the Tesla Gigafactory, a facility where we intend to work together with our suppliers to integrate
production of battery material, cells, modules and battery packs in one location. In June 2014, we broke ground on the
Gigafactory outside of Reno, Nevada. Construction continued through the second quarter of 2015 with plans that the
first products will be produced in the first quarter of 2016.

We continue to invest in construction of the building and utilities at the Gigafactory and in production equipment for
battery, module and pack production. We will be responsible for the overall management of the Gigafactory and will
engage with partners who have significant experience in battery cell and material production. We have partnered with
Panasonic to manufacture and supply us with battery cells and we anticipate bringing on additional partners to create a
fully integrated industrial complex. Although planning discussions with production and supply chain partners continue
to progress, to-date we have not formalized any agreements with any other partners. Given the size and complexity of
this undertaking, the cost of building and operating the Gigafactory could exceed our current expectations and the
Gigafactory may take longer to bring online than we anticipate.

Critical Accounting Policies and Estimates

Our condensed consolidated financial statements are prepared in accordance with accounting principles generally
accepted in the United States. The preparation of these condensed consolidated financial statements requires us to
make estimates and assumptions that affect the reported amounts of assets, liabilities, revenues, costs and expenses
and related disclosures. We base our estimates on historical experience, as appropriate, and on various other
assumptions that we believe to be reasonable under the circumstances. Changes in the accounting estimates are
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reasonably likely to occur from period to period. Accordingly, actual results could differ significantly from the
estimates made by our management. We evaluate our estimates and assumptions on an ongoing basis. To the extent
that there are material differences between these estimates and actual results, our future financial statement
presentation, financial condition, results of operations and cash flows will be affected.

For a description of our critical accounting policies and estimates, please refer to the “Critical Accounting Policies and
Estimates” section of our Management’s Discussion and Analysis of Financial Condition and Results of Operations
contained in our Annual Report on Form 10-K for the year ended December 31, 2014, as filed with the Securities and
Exchange Commission (SEC). In addition, please refer to Note 2, “Summary of Significant Accounting Policies,” to our
Condensed Consolidated Financial Statements included under Part I, Item 1 of this Quarterly Report on Form 10-Q
which also includes discussion of Recent Accounting Pronouncements that may impact us.

21

39



Edgar Filing: TESLA MOTORS INC - Form 10-Q

Results of Operations
Revenues

Automotive revenue includes revenues related to deliveries of new Model S vehicles, including internet connectivity,
Supercharging access, and specified software updates for cars equipped with Autopilot hardware, as well as sales of
regulatory credits to other automotive manufacturers, amortization of revenue for cars sold with resale value
guarantees, and Model S leasing revenue.

Services and other revenue consists of sales of electric vehicle powertrain components and systems to other
manufacturers, maintenance and development services, Tesla Energy products, and pre-owned Tesla vehicles.

Automotive revenue during the three and six months ended June 30, 2015 were $878.1 million and $1.77 billion, an
increase from $727.8 million and $1.32 billion during the three and six months ended June 30, 2014. The increase was
primarily driven by the ramp in Model S deliveries. For the three and six months ended June 30, 2015, automotive
revenue includes $69.5 million and $123.2 million from the accretion of the deferred revenues from our resale value
guarantee and other similar programs, as well as Model S leasing, an increase from $29.4 million and $53.1 million
during the three and six months ended June 30, 2014 as a result of a greater number of resale value guarantees.

Service and other revenue during the three and six months ended June 30, 2015 were $76.9 million and $123.4
million, an increase from $41.5 million and $73.2 million during the three and six months ended June 30, 2014,
related primarily to increases in pre-owned vehicle sales, maintenance service revenue, and powertrain sales.

Cost of Revenues and Gross Profit

Cost of revenues includes direct parts, material and labor costs, manufacturing overhead, including amortized tooling
costs, royalty fees, shipping and logistic costs and reserves for estimated warranty expenses. Cost of revenues also
includes adjustments to warranty expense and charges to write down the carrying value of our inventory when it
exceeds its estimated net realizable value and to provide for obsolete and on-hand inventory in excess of forecasted
demand.

Cost of automotive revenues during the three and six months ended June 30, 2015 were $666.4 million and $1.30
billion, an increase from $519.8 million and $956.1 million for the three and six months ended June 30, 2014. The
increase in cost of automotive revenues was driven primarily by increased Model S deliveries. In the three and six
months ended June 30, 2015, we recognized $36.0 million and $67.4 million in cost of automotive revenues related to
cars accounted for as operating leases. In the three and six months ended June 30, 2014, we recognized $19.6 million
and $36.3 million in cost of automotive revenues related to cars accounted for as operating leases. For cars accounted
for as leases, our warranty reserves do not include projected warranty costs as such actual warranty costs are expensed
as incurred. For the three and six months ended June 30, 2015, warranty costs incurred for our lease vehicles were
$2.4 million and $4.2 million. For the three and six months ended June 30, 2014, warranty costs incurred for our lease
vehicles were $1.8 million and $3.0 million.

Cost of services and other revenue during the three and six months ended June 30, 2015 were $75.2 million and
$123.3 million, an increase from $36.5 million and $65.7 million for the three and six months ended June 30, 2014.
The increase in cost of services and other revenues was driven primarily by greater pre-owned vehicle sales and
increased cost associated with powertrain sales to Daimler and maintenance services.

Gross profit for the three and six months ended June 30, 2015 was $213.4 million and $473.4 million, an increase
from $213.0 million and $368.1 million during the three and six months ended June 30, 2014. Gross margin for the
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three and six months ended June 30, 2015 were 22.3% and 25.0%, a decrease from 27.7% and 26.5% during the three
and six months ended June 30, 2014. The lower margin was primarily due to product and regional mix shift, as a
greater percentage of sales were derived from vehicle models with lower average selling prices, and increased
manufacturing costs related to the ramp in production of the small drive unit for dual motor Model S vehicles,
obsolete inventory and lower ZEV credits revenue. This margin decrease was partially offset by an increasing amount
of revenues from vehicles accounted for as leases including direct lease vehicles and those under our resale value
guarantee programs which have a significantly higher gross margin and from material cost savings. Services and other
gross margin was also down year over year, primarily driven by a planned price reduction for powertrain sales to
Daimler.
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Research and Development Expenses

Research and development (R&D) expenses consist primarily of personnel costs for our teams in engineering and
research, supply chain, quality, manufacturing engineering and manufacturing test organizations, prototyping expense,
contract and professional services and amortized equipment expense. Also included in R&D expenses are
development services costs that we incur, if any, prior to the finalization of agreements with our development services
customers as reaching a final agreement and revenue recognition is not assured. Development services costs incurred
after the finalization of an agreement are recorded in cost of revenues.

R&D expenses for the three months ended June 30, 2015 were $181.7 million, an increase from $107.7 million for the
three months ended June 30, 2014. The increase in R&D expenses consisted primarily of a $25.6 million increase in
expensed materials primarily to support our Model X development, and other Model S improvements, a $22.6 million
increase in employee compensation expenses, a $13.1 million increase in costs related to Model X, Autopilot and dual
motor powertrain engineering, design and testing activities and a $4.5 million increase in stock-based compensation
expense related to increased headcount and increasing values of awards granted.

R&D expenses for the six months ended June 30, 2015 were $348.9 million, an increase from $189.3 million for the
six months ended June 30, 2014. The increase in R&D expenses consisted primarily of a $65.4 million increase in
expensed materials primarily to support our Model X development, Autopilot, and other Model S improvements, a
$45.4 million increase in employee compensation expenses, a $23.4 million increase in costs related to Model X,
Autopilot and dual motor powertrain engineering, design and testing activities, and a $10.5 million increase in
stock-based compensation expense related to increased headcount and increasing values of awards granted.

Selling, General and Administrative Expenses

Selling, general and administrative (SG&A) expenses consist primarily of personnel and facilities costs related to our
Tesla stores, marketing, sales, executive, finance, human resources, information technology and legal organizations,
as well as litigation settlements and fees for professional and contract services.

SG&A expenses for the three months ended June 30, 2015 were $201.8 million, an increase from $134.0 million for
the three months ended June 30, 2014. SG&A expenses increased primarily from higher headcount and costs to
support an expanded retail, service and Supercharger footprint as well as the general growth of the business. The
increase in our SG&A expenses consisted primarily of a $27.2 million increase in employee compensation expenses
related to higher sales and marketing headcount to support sales activities worldwide and higher general and
administrative headcount to support the expansion of the business, $15.6 million increase in office, information
technology and facilities-related costs to support the growth of our business as well as sales and marketing activities to
handle our expanding market presence, and a $16.1 million increase in professional and outside services costs.

SG&A expenses for the six months ended June 30, 2015 were $397.2 million, an increase from $251.6 million for the
six months ended June 30, 2014. SG&A expenses increased primarily from higher headcount and costs to support an
expanded retail, service and Supercharger footprint as well as the general growth of the business. The increase in our
SG&A expenses consisted primarily of a $60.4 million increase in employee compensation expenses related to higher
sales and marketing headcount to support sales activities worldwide and higher general and administrative headcount
to support the expansion of the business, a $37.3 million increase in office, information technology and
facilities-related costs to support the growth of our business as well as sales and marketing activities to handle our
expanding market presence, and a $30.7 million increase in professional and outside services costs.

Interest Expense
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Interest expense for the three and six months ended June 30, 2015 was $24.4 million and $50.9 million, as compared
to $31.2 million and $43.1 million during the three and six months ended June 30, 2014. For the three months ended
June 30, 2015, interest expense decreased as compared to the same period in the prior year as a result of capitalizing a
greater portion of interest expense related to our capital projects. The increase in year to date interest expense from
2014 to 2015 was due to the issuance of $920.0 million aggregate principal amount of 2019 Notes and $1.38 billion
aggregate principal amount of 2021 Notes during the first half of 2014.

Other Income (Expense), Net
Other income (expense), net, consists primarily of foreign exchange gains and losses related to our foreign
currency-denominated assets and liabilities. We expect our foreign exchange gains and losses will vary depending

upon movements in the underlying exchange rates.
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Other income (expense) was $13.2 million and ($1.2) million in the three months ended June 30, 2015 and 2014 and
($9.1) million and $5.5 million in the six months ended June 30, 2015 and 2014. Fluctuations in other income
(expense) are primarily the result of gains (losses) from foreign currency exchange of $12.8 million and ($1.4) million
in the three months ended June 30, 2015 and 2014 and ($8.8) million and $5.3 million in the six months ended June
30, 2015 and 2014.

Provision for Income Taxes

Our provision for income taxes for the three and six months ended June 30, 2015 was $3.2 million and $6.2 million,
compared to $1.2 million and $2.0 million during the three and six months ended June 30, 214. The increases in the
provision for income taxes were due primarily to the increase in taxable income in our international jurisdictions.

Liquidity and Capital Resources

As of June 30, 2015, we had $1.15 billion in principal sources of liquidity available from our cash and cash
equivalents including $349.6 million of money market funds. Amounts held in foreign currencies had a U.S. dollar
equivalent of $368.2 million as of June 30, 2015, and consisted primarily of Norwegian krone, Japanese yen, euro,
and Chinese yuan.

Sources of cash are predominately from our deliveries of Model S, as well as customer deposits for Model S and
Model X, sales of regulatory credits, sales of powertrain components, Tesla Energy products, proceeds from financing
activities, and sales from service locations. We expect that our current sources of liquidity, including cash and cash
equivalents, together with our current projections of cash flow from operating activities, will provide us with adequate
liquidity over the next 12 months based on our current plans. These cash flows enable us to fund our ongoing
operations, research and development projects for our planned Model X, Model 3, and certain other future products;
purchase tooling and manufacturing equipment required to introduce Model X and to continue to ramp up production
of Model S; construct our Gigafactory; and establish and expand our stores, service centers and Supercharger network.
We currently anticipate making aggregate capital expenditures of about $1.5 billion during 2015.

In June 2015, we entered into a senior secured asset-based revolving credit agreement with a syndicate of banks. The
Credit Agreement provides for a senior secured asset-based revolving credit facility of up to $500.0 million, which we
may draw upon as needed. We may increase the total commitments under the Credit Facility by up to an additional
$250.0 million, subject to certain conditions, for total commitments up to $750 million. Borrowed funds bear interest,

at the Company’s option, at an annual rate of (a) 1% plus LIBOR or (b) the highest of (i) the federal funds rate plus
0.50%, (ii) the lenders “prime rate” or (iii) 1% plus LIBOR. As of June 30, 2015, we have borrowed $50.0 million under
the Credit Facility.

When market conditions are favorable, we may evaluate alternatives to pursue liquidity options to fund capital
intensive initiatives. Should prevailing economic, financial, business or other factors adversely affect our ability to
meet our operating cash requirements, we could be required to obtain funding though traditional or alternative sources
of financing. We cannot be certain that additional funds would be available to us on favorable terms when required, or
at all.

Summary of Cash Flows

Six Months Ended June
30,
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2015 2014
Net cash provided by (used in) operating activities $(291,310) $57,061
Net cash used in investing activities (855,181) (326,570 )
Net cash provided by financing activities 404,507 2,098,051

Cash Flows from Operating Activities

Our cash flows from operating activities are significantly affected by our cash investments to support the growth of
our business in areas such as manufacturing, research and development and selling, general and administrative. Our
operating cash flows are also affected by our working capital needs to support growth and fluctuations in inventory,
personnel related expenditures, accounts payable and other current assets and liabilities.

Our operating cash inflows include cash from sales of our Model S, customer deposits for Model S and Model X,

sales of regulatory credits, cash from the provision of development services, and sales of powertrain components and

systems. These cash inflows are offset by payments we make to our suppliers for production materials and parts use
in our manufacturing process, employee compensation, operating leases and interest expense on our financings.
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During the six months ended June 30, 2015 and 2014, cash provided by (used in) operating activities was ($291.3)
million and $57.1 million. The decrease in operating cash flows in 2015 as compared to 2014 was due to an increase
in finished goods inventory primarily due to cars in transit for customer orders and pre-owned vehicles, partially offset
by proceeds from sales and marketing vehicles, as well as cash used for direct lease vehicles and higher operating
expenses in R&D and SG&A.

Cash Flows from Investing Activities

Cash flows from investing activities primarily relate to capital expenditures to support our growth in operations,
including investments in product manufacturing equipment and tooling and our stores, service centers and
Supercharger network infrastructure. During the six months ended June 30, 2015 and 2014, cash used in investing
activities was $855.2 million and $326.6 million. Cash flows from investing activities and variability between
comparable periods related primarily to capital expenditures, which were $831.2 million and $317.1 million during
the six months ended June 30, 2015 and 2014. Expenditures in all periods consisted primarily of purchases of capital
equipment, tooling, and facilities to support our Model S and Model X manufacturing.

In 2014, we began construction of our Gigafactory facility in Nevada. Tesla’s contribution to total capital expenditures
is expected to be about $2.0 billion over the next 5 years. During the six months ended June 30, 2015, we used cash of
$54.6 million towards the construction of this project and expect to spend up to $300 million for the full year.

Cash Flows from Financing Activities

During the six months ended June 30, 2015 and 2014, net cash provided by financing activities was $404.5 million
and $2.10 billion. Cash flows from financing activities during the six months ended June 30, 2015 consisted primarily
of $196.5 million received from vehicle sales to our bank leasing partners and $163.0 million in net proceeds from our
Warehouse Facility and Credit Facility. Cash flows from financing activities during the six months ended June 30,
2014 consisted primarily of $2.05 billion net proceeds from the issuance of our 2019 and 2021 Notes, including the
associated hedge and warrant transactions.

0.25% and 1.25% Convertible Senior Notes and Bond Hedge and Warrant Transactions

In 2014, we issued $920.0 million principal amount of 0.25% convertible senior notes due 2019 (2019 Notes) and
$1.38 billion principal amount of 1.25% convertible senior notes due 2021 (2021 Notes) in a public offering. The total
net proceeds from these offerings, after deducting transaction costs, were approximately $905.8 million from 2019
Notes and $1.36 billion from 2021 Notes. The interest rates are fixed at 0.25% and 1.25% per annum for the 2019 and
2021 Notes and are payable semi-annually in arrears on March 1 and September 1 of each year, commencing on
September 1, 2014.

In connection with the offering of these notes in 2014, we purchased a convertible note hedges for an aggregate
$603.4 million and sold warrants for an aggregate $389.2 million. Taken together, the purchase of the convertible note
hedges and the sale of warrants are intended to reduce potential dilution and/or offset potential cash payments upon
the conversion of the 2019 Notes and 2021 Notes.

During the second quarter of 2015, the closing price of our common stock did not meet or exceed 130% of the
applicable conversion price of our 2019 Notes and 2021 Notes on at least 20 of the last 30 consecutive trading days of
the quarter; furthermore, no other conditions allowing holders of these notes to convert have been met as of June 30,
2015. Therefore, the 2019 Notes and 2021 Notes are not convertible during the third quarter of 2015 and are classified
as long-term debt. Should the closing price conditions be met in the third quarter of 2015 or a future quarter, the 2019
Notes and 2021 Notes will be convertible at their holders’ option during the immediately following quarter.

46



Edgar Filing: TESLA MOTORS INC - Form 10-Q

1.50% Convertible Senior Notes and Bond Hedge and Warrant Transactions

In May 2013, we issued $660.0 million aggregate principal amount of 1.50% convertible senior notes due 2018 (the
2018 Notes) in a public offering. The net proceeds from the offering, after deducting transaction costs, were
approximately $648.0 million. The interest under the 2018 Notes is fixed at 1.50% per annum and is payable
semi-annually in arrears on June 1 and December 1 of each year, commencing on December 1, 2013.

In connection with the offering of the 2018 Notes, we purchased convertible note hedges for an aggregate $177.5
million and sold warrants for an aggregate $120.3 million. Taken together, the purchase of the convertible note hedges
and the sale of warrants are intended to reduce potential dilution and/or offset potential cash payments upon the
conversion of the 2018 Notes.
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During the second quarter of 2015, the closing price of our common stock exceeded 130% of the applicable
conversion price of our 2018 Notes on at least 20 of the last 30 consecutive trading days of the quarter; therefore,
holders of 2018 Notes may convert their notes during the third quarter of 2015. Upon conversion of 2018 Notes, we
will be obligated to pay cash for the principal amount of the converted notes and we may also have to deliver shares of
our common stock in respect of such converted notes. Any conversion of the 2018 Notes prior to their maturity or
acceleration of the repayment of the 2018 Notes could have a material adverse effect on our cash flows, business,
results of operations and financial condition. Should the closing price conditions be met again in the third quarter of
2015 or a future quarter, 2018 Notes will be convertible at their holders’ option during the immediately following
quarter. Under current market conditions, we do not expect the 2018 Notes will be converted in the short term.

For more information on the 2018 Notes, 2019 Notes, and 2021 Notes see Note 6 to our Condensed Consolidated
Financial Statements included under Part 1, Item 1 of this Quarterly Report on Form 10-Q.

Contractual Obligations

We are party to contractual obligations involving commitments to make payments to third parties, including certain
debt financing arrangements and leases, primarily for stores, service centers, certain manufacturing and corporate
offices. These also include, as part of our normal business practices, contracts with suppliers for purchases of certain
raw materials, components, and services to facilitate adequate supply of these materials and services and capacity
reservation contracts.

As of June 30, 2015, we have borrowed $114.3 million and $50.0 million under our Warehouse Facility and Credit
Facility. The Warehouse facility matures in March 2017 and the Credit Facility matures in June 2020, at which time
all outstanding borrowing will become due. Prior to that date, principal payments will be due in the amount that the
borrowing limit decreases below our outstanding principal balance. To date, no principal repayments were owed. For
more information on the Warehouse Facility and Credit Facility, see Note 6 to our Condensed Consolidated Financial
Statements included under Part 1, Item 1 of this Quarterly Report on Form 10-Q.

Under our arrangement with one of our bank leasing partners, we have guaranteed the bank will receive a minimum
residual value at the end of the lease term for each vehicle they purchase. At the end of the lease term, if the bank sells
the vehicle, we are obligated to pay the bank for any shortfall between the vehicle’s sales proceeds and the guarantee
amount, or, at our option, we may elect to repurchase the vehicles by paying the full guarantee amount, which was
$131.6 million as of June 30, 2015.

There have been no other material changes during the six months ended June 30, 2015 from the contractual
obligations disclosed in Part II, Item 7, Contractual Obligations, of our Annual Report on Form 10-K for the year
ended December 31, 2014.

Off-Balance Sheet Arrangements
During the periods presented, we did not have relationships with unconsolidated entities or financial partnerships,
such as entities often referred to as structured finance or special purpose entities, which would have been established

for the purpose of facilitating off-balance sheet arrangements or other contractually narrow or limited purposes.

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

Our revenues and costs denominated in foreign currencies are not completely matched. Accordingly, if the value of
the U.S. dollar depreciates significantly against currencies where we have a net short exposure, our costs as measured
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in U.S. dollars as a percent of our revenues will correspondingly increase which may adversely impact our operating
results. Conversely, as the value of the U.S. dollar appreciates significantly against currencies where revenues exceed
expenses, our revenues as measured in U.S. dollars may be reduced.

As a result of the favorable impact from unsettled foreign currency-denominated intercompany balances and foreign
currency cash holdings, related largely to our Norwegian kroner and euro balances, we recorded unrealized gains of
$13.2 million on foreign exchange transactions in other income (expense), net, for the six months ended June 30,
2015.

Interest Rate Risk

We had cash and cash equivalents totaling $1.15 billion as of June 30, 2015. A significant portion of our cash and
cash equivalents were invested in money market funds. Cash and cash equivalents are held for working capital
purposes. We do not enter into investments for trading or speculative purposes. We believe that we do not have any
material exposure to changes in the fair value as a result of changes in interest rates due to the short term nature of our
cash equivalents.
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As of June 30, 2015, we had $2.96 billion aggregate principal amount of convertible senior notes outstanding and
capital lease obligations of $17.4 million, all of which are fixed rate instruments. Therefore, these instruments are not
subject to fluctuations in interest rates.

We pay interest on our Warehouse Facility at a rate of LIBOR plus 1.65% and our Credit Agreement at a rate of
LIBOR plus 1.0%. As such, should interest rates increase significantly it could have an adverse impact on our results
of operations and cash flows.

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

Our management, with the participation of our chief executive officer and chief financial officer, evaluated the
effectiveness of our disclosure controls and procedures as of June 30, 2015. The term “disclosure controls and
procedures,” as defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act, means controls and other
procedures of a company that are designed to ensure that information required to be disclosed by a company in the
reports that it files or submits under the Exchange Act is recorded, processed, summarized and reported, within the
time periods specified in the SEC’s rules and forms. Disclosure controls and procedures include, without limitation,
controls and procedures designed to ensure that information required to be disclosed by a company in the reports that
it files or submits under the Exchange Act is accumulated and communicated to the company’s management, including
its principal executive and principal financial officers, as appropriate to allow timely decisions regarding required
disclosure. Based on the evaluation of our disclosure controls and procedures as of June 30, 2015, our chief executive
officer and chief financial officer concluded that, as of such date, our disclosure controls and procedures were
effective at the reasonable assurance level.

Management recognizes that any controls and procedures, no matter how well designed and operated, can provide
only reasonable assurance of achieving their objectives and management necessarily applies its judgment in
evaluating the cost-benefit relationship of possible controls and procedures.

Changes in Internal Control Over Financial Reporting

There was no change in our internal control over financial reporting which occurred during the period covered by this

Quarterly Report on Form 10-Q, which has materially affected, or is reasonably likely to materially affect, our internal
control over financial reporting.
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PART II. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS
Securities Litigation

In November 2013, a putative securities class action lawsuit was filed against Tesla in U.S. District Court, Northern
District of California, alleging violations of, and seeking remedies pursuant to, Sections 10(b) and 20(a) of the
Securities Exchange Act of 1934 and Rule 10b-5. The complaint, made claims against Tesla and our CEO, Elon
Musk, sought damages and attorney’s fees on the basis of allegations that, among other things, Tesla and Mr. Musk
made false and/or misleading representations and omissions, including with respect to the safety of Model S. This case
was brought on behalf of a putative class consisting of certain persons who purchased Tesla’s securities between
August 19, 2013 and November 17, 2013. On September 26, 2014, the trial court, upon the motion of Tesla and

Mr. Musk, dismissed the complaint with prejudice, and thereafter issued a formal written order to that effect. The
plaintiffs have appealed from the trial court’s order, and that appeal is pending.

Other Matters

From time to time, we are subject to various other legal proceedings that arise from the normal course of business
activities. In addition, from time to time, third parties may assert intellectual property infringement claims against us
in the form of letters and other fo