Edgar Filing: TESLA MOTORS INC - Form S-1/A

TESLA MOTORS INC
Form S-1/A

June 15, 2010
Table of Contents

As filed with the Securities and Exchange Commission on June 15, 2010

Registration No. 333-164593

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

AMENDMENT NO. 5
TO
FORM §-1
REGISTRATION STATEMENT

UNDER

THE SECURITIES ACT OF 1933

Tesla Motors, Inc.

(Exact name of Registrant as specified in its charter)

Table of Contents 1



Edgar Filing: TESLA MOTORS INC - Form S-1/A

Delaware
(State or other jurisdiction of

incorporation or organization)

3711
(Primary Standard Industrial

Classification Code Number)
3500 Deer Creek Road

Palo Alto, California 94304

(650) 681-5000

91-2197729
(LR.S. Employer

Identification Number)

(Address, including zip code, and telephone number, including area code, of Registrant s principal executive offices)

Elon Musk

Chief Executive Officer

Tesla Motors, Inc.

3500 Deer Creek Road

Palo Alto, California 94304

(650) 681-5000

(Name, address, including zip code, and telephone number, including area code, of agent for service)

Larry W. Sonsini

David J. Segre

Mark B. Baudler

Wilson Sonsini Goodrich & Rosati, P.C.

650 Page Mill Road
Palo Alto, California 94304

(650) 493-9300

Table of Contents

Copies to:

Kevin P. Kennedy

Simpson Thacher & Bartlett LLP

2550 Hanover Street

Palo Alto, California 94304

(650) 251-5000



Edgar Filing: TESLA MOTORS INC - Form S-1/A

Approximate date of commencement of proposed sale to the public: As soon as practicable after this Registration Statement becomes effective.

If any of the securities being registered on this Form are to be offered on a delayed or continuous basis pursuant to Rule 415 under the Securities Act, check the
following box. ~

If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act, please check the following box and list the
Securities Act registration statement number of the earlier effective registration statement for the same offering. ~

If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following box and list the Securities Act registration
statement number of the earlier effective registration statement for the same offering.

If this Form is a post-effective amendment filed pursuant to Rule 462(d) under the Securities Act, check the following box and list the Securities Act registration
statement number of the earlier effective registration statement for the same offering.

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. (Check one):

Large accelerated filer - Accelerated filer
Non-accelerated filer x (Do not check if a smaller reporting company) Smaller reporting company

CALCULATION OF REGISTRATION FEE

Proposed
Proposed Maximum
Maximum Aggregate Amount of
Offering Offering Registration
Title of Each Class of Securities to be Registered Price Per Share Price (1)(2) Fee (3)
Common Stock, $0.001 par value $16.00 $204,240,000.00 $14,562.31

(1) Estimated solely for the purpose of computing the amount of the registration fee pursuant to Rule 457 under the Securities Act of 1933, as amended.
(2) Includes the aggregate offering price of additional shares that the underwriters have the option to purchase.

(3) The Registrant previously paid $7,130.00 in connection with the original filing of this Registration Statement, initially filed with the Commission on January
29, 2010.

The Registrant hereby amends this Registration Statement on such date or dates as may be necessary to delay its effective date until the Registrant shall
file a further amendment which specifically states that this Registration Statement shall thereafter become effective in accordance with Section 8(a) of the
Securities Act of 1933 or until the Registration Statement shall become effective on such date as the Commission acting pursuant to said Section 8(a) may
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The information in this preliminary prospectus is not complete and may be changed. These securities may not be sold until the
registration statement filed with the Securities and Exchange Commission is effective. This preliminary prospectus is not an offer to sell
nor does it seek an offer to buy these securities in any jurisdiction where the offer or sale is not permitted.

SUBJECT TO COMPLETION, DATED JUNE 15, 2010

11,100,000 Shares

Common Stock

This is an initial public offering of shares of common stock of Tesla Motors, Inc.

Tesla Motors is offering 10,000,000 of the shares to be sold in the offering. The selling stockholders identified in this prospectus are offering an
additional 1,100,000 shares. Tesla Motors will not receive any of the proceeds from the sale of the shares being sold by the selling stockholders.

Prior to this offering, there has been no public market for the common stock. It is currently estimated that the initial public offering price per
share will be between $14.00 and $16.00.

Application has been made for listing on The Nasdaq Global Market under the symbol TSLA .

See the section entitled _Risk Factors on page 15 to read about factors you should consider before buying shares
of the common stock.

Neither the Securities and Exchange Commission nor any other regulatory body has approved or disapproved of these securities or
passed upon the accuracy or adequacy of this prospectus. Any representation to the contrary is a criminal offense.

Per Share Total
Initial public offering price $ $
Underwriting discount $ $
Proceeds, before expenses, to Tesla Motors $ $
Proceeds, before expenses, to the selling stockholders $ $

To the extent that the underwriters sell more than 11,100,000 shares of common stock, the underwriters have the option to purchase up to an
additional 565,000 shares from Tesla Motors and 1,100,000 shares from the selling stockholders at the initial public offering price less the
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underwriting discount.

The underwriters expect to deliver the shares against payment in New York, New York on ,2010.
Goldman, Sachs & Co. Morgan Stanley J.P. Morgan Deutsche Bank Securities
Prospectus dated ,2010
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You should rely only on the information contained in this prospectus and in any free writing prospectus. We, the underwriters and the
selling stockholders have not authorized anyone to provide you with information different from that contained in this prospectus. We,
the underwriters and the selling stockholders are offering to sell, and seeking offers to buy, shares of our common stock only in
jurisdictions where offers and sales are permitted. The information in this prospectus is accurate only as of the date of this prospectus,
regardless of the time of delivery of this prospectus or any sale of shares of our common stock.

Neither we, the selling stockholders, nor any of the underwriters have done anything that would permit this offering or possession or
distribution of this prospectus in any jurisdiction where action for that purpose is required, other than in the United States. Persons
outside the United States who come into possession of this prospectus must inform themselves about, and observe any restrictions
relating to, the offering of the shares of common stock and the distribution of this prospectus outside of the United States.
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This summary highlights information contained elsewhere in this prospectus. You should read the following summary together with the more
detailed information appearing in this prospectus, including Selected Consolidated Financial Data, =~ Management s Discussion and Analysis of
Financial Condition and Results of Operations,  Risk Factors,  Business and our consolidated financial statements and related notes before
deciding whether to purchase shares of our capital stock. Unless the context otherwise requires, the terms Tesla Motors,  Tesla,  the Company,

we, us and our in this prospectus refer to Tesla Motors, Inc., and its subsidiaries and the term Tesla store means Tesla retail locations as well
Tesla galleries where we show potential customers our vehicles but do not consummate sales.

Overview

We design, develop, manufacture and sell high-performance fully electric vehicles and advanced electric vehicle powertrain components. We
have intentionally departed from the traditional automotive industry model by both exclusively focusing on electric powertrain technology and
owning our vehicle sales and service network. We are the first and currently only company to commercially produce a federally-compliant
highway-capable electric vehicle, the Tesla Roadster, which combines a market-leading range on a single charge with attractive design, driving
performance and zero tailpipe emissions. Introducing the Tesla Roadster required us to develop a proprietary electric powertrain that
incorporates four key components an advanced battery pack, power electronics module, high-efficiency motor and extensive control software.
We believe our core intellectual property contained within our electric powertrain will form the foundation for our planned future electric
vehicles. Since our team combines the innovation and speed to market characteristics of Silicon Valley firms with the experience of leading
automotive companies, we believe that we will be able to rapidly and cost effectively introduce additional vehicles, such as our planned Tesla
Model S sedan, and stay at the forefront of the electric automobile industry.

We operate in a fundamentally different manner and structure than traditional automobile manufacturers to pursue what we believe is a historic
opportunity to create an integrated company which successfully commercializes electric vehicles without compromising on range, performance
or styling. In addition to designing and manufacturing our vehicles, we sell and service them through our own sales and service network. This is
different from the incumbent automobile companies in the United States who typically franchise their sales and service. We believe our
approach will enable us to operate more cost effectively, provide a better experience for our customers and incorporate customer feedback more
quickly into our product development and manufacturing processes. We are continuing to expand our distribution network globally and as of
June 14, 2010, operated 12 Tesla stores in North America and Europe.

The Tesla Roadster, our first vehicle, showcases our technology and illustrates our leadership in electric vehicle innovation. Introduced in 2008,
the Tesla Roadster can accelerate from zero to 60 miles per hour in 3.9 seconds and produces zero tailpipe emissions. The Tesla Roadster has a
battery pack capable of storing approximately 53 kilowatt-hours of usable energy, almost double the energy of any other commercially available
electric vehicle battery pack. The Tesla Roadster has a range of 236 miles on a single charge, as determined using the United States
Environmental Protection Agency s, or EPA s, combined two-cycle city/highway test. Further improvements in the energy efficiency of the Tesla
Roadsters that we will begin producing in the next several months will increase the range of these vehicles to 245 miles on a single charge, as
determined using the EPA s combined two-cycle city/highway test. Recently, the EPA announced its intention to develop and establish new
energy efficiency testing methodologies for electric vehicles, which we believe could result in a significant decrease to the advertised ranges of
all electric vehicles, including ours. The Tesla Roadster reportedly set a new world distance record of 313 miles on a single charge for a
production electric car in a rally across Australia as part of the 2009 Global Green Challenge. To date, our customers have driven their Tesla
Roadsters an estimated aggregate of over 4.0 million miles.
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As of March 31, 2010 we had sold 1,063 Tesla Roadsters to customers in 22 countries. In July 2009, less than one year after the date of the
commercial introduction of the Tesla Roadster, we introduced a new Roadster model, the Tesla Roadster 2, with improved electric powertrain
performance and interior styling and lower production costs. At the same time we introduced the Roadster Sport, which accelerates from zero to
60 miles per hour in 3.7 seconds. We delivered our first right-hand drive model of the Tesla Roadster in January 2010, which we believe further
demonstrates our ability to rapidly launch new products. Using a 240 volt, 40 amp outlet that is widely available in many homes in the United
States for electric appliances, charging the Tesla Roadster battery pack to full capacity will take approximately 7 hours, which can be reduced to
4.5 hours with a professionally installed 70 amp circuit.

We intend to continue to develop our electric powertrain technology and introduce additional electric vehicles, such as our planned Model S
sedan. We are designing the Model S to be a four door, five passenger premium sedan that offers exceptional performance, functionality and
attractive styling with zero tailpipe emissions at a compelling cost of ownership. We are designing the Model S to include a third row with two
rear-facing child seats, subject to applicable safety regulations and requirements, allowing us to offer a seven passenger sedan. The drivable
early prototype of the Model S was revealed to the public in March 2009 and despite a limited marketing effort, as of March 31, 2010, we had
received approximately 2,200 customer reservations with a minimum refundable payment of $5,000.

The Model S, which is planned to compete in the premium vehicle market, is intended to have a significantly broader customer base than the
Tesla Roadster. We currently intend to begin volume production of the Model S in 2012 with a target annual production of up to approximately
20,000 cars per year. We currently anticipate introducing the base Model S at an effective price of $49,900 in the United States, assuming and
after giving effect to the continuation of a currently available United States federal tax credit of $7,500 for the purchase of alternative fuel
vehicles. Even without this tax credit, we believe the Model S will be competitive from a pricing perspective with other premium vehicles.

In order to meet customer range expectations, we are designing the planned Model S to offer a variety of range options from 160 miles to 300
miles on a single charge, as projected using the EPA s combined two-cycle city/highway test. The EPA has announced its intention to develop
and establish new energy efficiency testing methodologies for electric vehicles, which we believe could result in a significant decrease to the
advertised ranges of all electric vehicles, including ours. The Model S is being designed to be charged at home, but we are also planning to offer
the capability to fast charge the vehicle in as little as 45 minutes at commercial charging stations that we anticipate may be available in the
future. The Model S battery pack is also being designed with the capability of being rapidly swapped out at specialized commercial battery pack
exchange facilities that we anticipate may be available in the future.

We are designing the Model S to have an adaptable platform architecture and common electric powertrain in order to allow us to efficiently
create other electric vehicles, which may include, as examples, a crossover/sport utility vehicle, van or a cabriolet. By developing our future
vehicles from this common platform, we believe we can reduce their development time and, as a result, reduce the required additional capital
investment. Our long-term goal is to offer consumers a full range of electric vehicles, including a product line at a lower price point than the
planned Model S. In May 2010, we publicly announced our intent to develop a third generation electric vehicle to be produced at our planned
manufacturing facility in Fremont, California. We intend to offer this vehicle at a lower price point and expect to produce it at higher volumes
than our planned Model S. We expect that this vehicle will be produced a few years after the introduction of the Model S.

We have developed a purpose-built electric powertrain to deliver the performance objectives of the Tesla Roadster and our planned future
vehicles. The battery pack has been designed to use high volume lithium-ion battery cells and allows for flexibility with respect to specific
lithium-ion chemistry and battery cell
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manufacturers. This enables us to leverage the significant investments being made globally by the battery industry to improve battery cell
performance and lower cost. Harnessing the energy of a large number of lithium-ion battery cells into an electric vehicle required us to develop
sophisticated battery cooling, power, safety and management systems. Delivering the instant power and torque of electric technology also
required us to develop a proprietary alternating current 3-phase induction motor and its associated power electronics. In addition, we developed
extensive software systems to manage the overall efficiency, safety and controls of the Tesla Roadster and our planned future vehicles. These
technology innovations have resulted in an extensive intellectual property portfolio. By utilizing a combination of standard components and
innovative technology, we believe we have engineered what is currently the lowest cost battery pack when measured as a function of cost per
kilowatt-hour.

Our electric powertrain is modular and compact, with fewer moving parts than an internal combustion engine. We believe this will enable us to
easily adapt our technology to a variety of vehicle applications. We have developed a relationship with Daimler AG, or Daimler, since March
2008 to apply our technology in a battery pack and charger for Daimler s Smart fortwo electric drive. Blackstar Investco LLC, an affiliate of
Daimler, holds more than 5% of our outstanding capital stock. We have been selected by Daimler to supply it with up to 1,000 battery packs and
chargers to support a trial of the Smart fortwo electric drive in at least five European cities. Daimler has notified us that it intends to increase its
purchase commitment by 50% to 1,500 battery packs and chargers. We began shipping the first of these battery packs and chargers in November
2009 and started to recognize revenue for these sales in the quarter ended December 31, 2009. In the first quarter of 2010, Daimler engaged us to
assist with the development and production of a battery pack and charger for a pilot fleet of its A-Class electric vehicles to be introduced in
Europe during 2011 and we entered into a formal agreement for this arrangement in May 2010. In May 2010, Tesla and Toyota Motor
Corporation, or Toyota, announced their intention to cooperate on the development of electric vehicles, and for Tesla to receive Toyota s support
with sourcing parts and production and engineering expertise for the Model S. We intend to expand our electric powertrain production facility in
Palo Alto, California to develop and market powertrain components to Daimler, Toyota and other automobile manufacturers.

In January 2010, we entered into a $465.0 million long-term loan under the United States Department of Energy s Advanced Technology
Vehicles Manufacturing Incentive Program which will be used to finance the development of our planned integrated manufacturing facility for
the Model S as well as our electric powertrain production facility. Through June 14, 2010, we had received draw-downs under our loan facility
with the DOE for an aggregate of $45.4 million. We also have been granted up to approximately $31 million in tax incentives by the California
Alternative Energy and Advanced Transportation Financing Authority. We believe these loans and incentives will help accelerate the time to
volume production for both the planned Model S and our electric powertrain business. In addition, we believe these loans and incentives provide
us significant long-term financing that should enable us to focus more of our resources on the execution of our business plans.

We were incorporated in 2003 and began selling the Tesla Roadster in 2008. As of May 31, 2010, we had 646 employees worldwide.

Since inception through March 31, 2010, we had generated $147.6 million in revenue. As of March 31, 2010, we had an accumulated deficit of
$290.2 million and had experienced net losses of $78.2 million for the year ended December 31, 2007, $82.8 million for the year ended
December 31, 2008, $55.7 million for the year ended December 31, 2009, and $29.5 million for the three months ended March 31, 2010.

Recent Developments

In May 2010, we entered into a stock purchase agreement with Toyota pursuant to which Toyota will purchase $50.0 million of our common
stock at a price per share equal to the initial public offering price in a private placement to close immediately subsequent to the closing of this
offering. In addition, Tesla and Toyota
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announced their intention to cooperate on the development of electric vehicles, and for Tesla to receive Toyota s support with sourcing parts and
production and engineering expertise for the Model S. Active discussions are now underway, but we have not entered into any agreements with
Toyota for any such arrangements, including any purchase orders. We also entered into an agreement to purchase an existing automobile
production facility in Fremont, California from New United Motor Manufacturing, Inc., or NUMMI, which is a joint venture between Toyota
and Motors Liquidation Company, the owner of selected assets of General Motors. The purchase totals 207 acres, or approximately 55% of the
land at the site, and includes all of the manufacturing facilities located thereon. The purchase price for the land and the facility, excluding
whatever manufacturing equipment we may subsequently acquire from NUMMI, is approximately $42 million. We anticipate that this purchase
will close within a few months following the completion of this offering. We intend to use this facility for the production of our planned Model

S and future vehicles. We are in an early stage of planning for this facility.

In June 2010, we identified an error related to the understatement in stock-based compensation expense subsequent to the issuance of the
consolidated financial statements for the year ended December 31, 2009. This error had the effect of understating selling, general and
administrative expenses and net loss for the year ended December 31, 2009 by $2.7 million. The error did not have an effect on the valuation of
the stock options. As stock-based compensation expense is a non-cash item, there was no impact on net cash used in operating activities for the
year ended December 31, 2009. We determined that the impact of this error was not material and will correct the error by recording additional
stock-based compensation expense of $2.4 million in the three month period ending June 30, 2010. See Note 16 to our consolidated financial
statements included elsewhere in this prospectus.

Industry Overview

We believe incumbent automobile manufacturers are at a crossroads and face significant industry-wide challenges. The reliance on the
gasoline-powered internal combustion engine as the principal automobile powertrain technology has raised environmental concerns, created
dependence among industrialized and developing nations on oil largely imported from foreign nations and exposed consumers to volatile fuel
prices. In addition, we believe the legacy investments made by incumbent automobile manufacturers in manufacturing and technology related to
the internal combustion engine have to date inhibited rapid innovation in alternative fuel powertrain technologies.

We believe that shifting consumer preferences together with increasing government regulation and incentives will result in significant growth in
the market for electric vehicles. We believe many consumers are increasingly willing to consider buying electric-based vehicles due to the
environmental, economic and national security consequences of using gasoline-powered vehicles, as demonstrated by the increased sales of
hybrid electric vehicles in recent years. We also believe government regulations and incentives are accelerating the growth of the electric vehicle
market. Many governments in countries throughout the world are regulating vehicle emissions and fuel economy standards and offering
incentives to consumers to purchase more energy efficient vehicles. According to Frost & Sullivan, a business research and consulting firm, the
market for electric-based vehicles, which includes electric vehicles, hybrid electric vehicles and plug-in hybrid electric vehicles, is expected to
grow to approximately 10.6 million units worldwide, or approximately 14% of new vehicles sold by 2015 from approximately 1.75 million units
or 3% of new vehicles sold in 2008.

We believe incumbent automobile manufacturers have faced significant challenges that to date have inhibited their ability to capitalize fully on
the electric vehicle opportunity, including:

Dependence on the Internal Combustion Engine. While GM and Toyota have each invested over $1 billion in hybrid and plug-in
electric vehicle programs, we believe many incumbent automobile
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manufacturers continue to emphasize investment in internal combustion engine technologies over investment in fully electric
technologies because of their need to support their existing revenue base and core competencies.

Limited Electric Powertrain Expertise. To date, many incumbent automobile manufacturers have pursued multiple alternative fuel
programs and, in doing so, have outsourced key components of alternative fuel powertrain development. By exploring a diverse
range of alternative fuel programs while simultaneously continuing to invest in the internal combustion engine, we believe
incumbent automobile manufacturers have inhibited their ability to focus on a specific alternative fuel powertrain technology such as
electric powertrains.

Profitability Pressures and Reduced Operating Flexibility. Many incumbent automobile manufacturers have recently faced
deteriorating margins and liquidity, which we believe has significantly reduced their operating flexibility and to date has constrained
their liquid capital resources.

Expensive New Product Development Process. While certain incumbent automobile manufacturers have already introduced or

anticipate introducing plug-in hybrid or fully electric vehicles, new product launches by incumbent automobile manufacturers from

development to production have historically required significant capital investments.
Despite the automobile industry s challenges, incumbent automobile manufacturers have attempted over time to respond to shifting consumer
desires and government mandates by incorporating elements of electric propulsion into their vehicles by introducing hybrid powertrains.
Although hybrid electric vehicles address some of the concerns associated with the historical reliance on the internal combustion engine, we
believe they are a transitional technology between internal combustion engine vehicles and fully electric vehicles. The increased complexity and
weight of the dual powertrain system inherent in hybrid and plug-in hybrid electric vehicles forces engineering compromises which result in a
less energy efficient vehicle and generally limits performance. Consequently, these hybrid vehicles do not realize the full benefits of electric
propulsion, and still consume gasoline and produce emissions. While incumbent automobile manufacturers may recognize the benefits of
electric propulsion, we believe that due to technology limitations and their relatively limited expertise in battery, software and electric
powertrain technologies, incumbent automobile manufacturers have to date been unable to design and offer a commercially successful electric
vehicle that offers compelling range, vehicle design and performance at an affordable cost.

Our Solution

We design, develop, manufacture and sell high-performance fully electric vehicles and advanced electric vehicle powertrain components through
our highly differentiated business model. We intend to leverage our proprietary electric powertrain system developed for the Tesla Roadster to
form the basis for our planned Model S sedan. We believe our combination of engineering and management expertise from Silicon Valley and
the automotive industry, together with our operational structure, will help us to rapidly innovate and to cost efficiently introduce new vehicles
and technologies. By owning our sales and service network, we believe we can offer a compelling customer experience while achieving
operating efficiencies and capturing sales and service revenues that incumbent automobile manufacturers do not receive in the traditional
franchised dealer model. We also plan to leverage our electric powertrain technology to develop and sell powertrain components to other
manufacturers, such as the battery packs and chargers we have recently begun to sell to Daimler.

We believe our proprietary electric powertrain system will enable us to design and develop zero emission vehicles that overcome the design,
styling and performance issues that have historically limited broad consumer adoption of electric vehicles. As a result, we believe customers of
our vehicles will enjoy many benefits, including:

Long Range and Recharging Flexibility. The Tesla Roadster has been designed to provide range capabilities significantly in excess
of any current and prior generation electric vehicles. We are
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designing our planned Model S to offer a variety of intermediate range options as well as a range option extending beyond that of the
Tesla Roadster. In addition, the Tesla Roadster incorporates our proprietary on-board charging system, permitting recharging from
almost any available electrical outlet, and we are designing the Model S to offer fast charging capability from higher power electrical
outlets.

Energy Efficiency and Cost of Ownership. We believe our Tesla Roadster offers and our planned Model S will offer consumers an
attractive cost of ownership when compared to similar internal combustion engine or hybrid electric vehicles. By using a single
powertrain and customizing the systems within the electric powertrain and the rest of the vehicle, our vehicles are more energy
efficient, and therefore less expensive to operate, than currently available hybrid or internal combustion engine vehicles.

High-Performance Without Compromised Design or Functionality. With the Tesla Roadster, we believe we have been able to
successfully overcome the design and performance tradeoff issues that encumbered earlier electric vehicle designs. We believe the
Tesla Roadster offers our customers an unparalleled driving experience with instantaneous and sustained acceleration through an
extended range of speed. We intend to apply such advancements to our future vehicles.

Our Competitive Strengths

We believe the following strengths position us well to capitalize on the expected growth in the electric vehicle market:

Singular Focus and Leadership in Electric Powertrain Technology. We are focused exclusively on developing our electric vehicles
and electric powertrain technology to achieve a compelling combination of range and performance in our vehicles. We intend to use
our electric powertrain expertise to innovate rapidly and sustain technological and time to market advantages over incumbent
automobile manufacturers. In March 2010, we were named one of the top 50 most innovative companies in the world by Technology
Review, a publication owned by the Massachusetts Institute of Technology.

Combination of Expertise from Silicon Valley and the Traditional Automotive Industry. Our roots in Silicon Valley have enabled us
to recruit engineers with strong skills in electrical engineering, software and controls, which we have complemented with significant
automotive expertise in vehicle engineering and manufacturing from other members of our team.

Proprietary Systems Integration of Vehicle and Electric Powertrain. We believe that our ability to combine our electric powertrain
expertise with our vehicle engineering expertise provides a broad capability in electric vehicle design and systems integration.

Rapid Customer Focused Product Development. We have designed our product development process to rapidly react to data
collected from our vehicles and the direct interaction with our customers at our company-owned Tesla stores, which we believe will
enable us to rapidly introduce new vehicles and features.

Ownership of Sales and Service Network. We intend for our distribution and service network to offer a compelling customer
experience while achieving operating efficiencies and capturing sales and service revenues incumbent automobile manufacturers do
not generally receive in the traditional franchised distribution and service network model.

Brand Leadership. We believe the Tesla brand is well recognized in our target market and is associated with high performance, long
range electric vehicles, despite limited marketing spending to date. In November 2009, Advertising Age selected Tesla as one of
America s hottest brands in a special report highlighting the year s 50 top brands.
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Substantial Funding in Place to Accelerate Growth. We believe our $465.0 million loan facility agreement under the United States
Department of Energy s Advanced Technology Vehicles Manufacturing Incentive Program provides significant long-term financing
that will enable us to focus on executing our business plans.

Capital Efficiency. We believe our rapid product development process, our modular and adaptable powertrain, our plan to design and
manufacture multiple product types on a singular platform and our ability to hold lower inventory levels while still meeting customer
demand will help reduce the capital required to reach operating efficiencies. This approach is designed with the aim of allowing us to
achieve profitability at relatively low volumes and create a viable long-term business. For example, the cumulative capital
expenditures and research and development costs for the Tesla Roadster from our inception to the date we delivered our first Tesla
Roadster equaled approximately $125 million.

Our Strategy

We intend to be a leading global manufacturer and direct seller of electric vehicles and electric vehicle technologies. Key elements of our
strategy include:

Successfully Launch the Model S. We believe the successful launch of the planned Model S is critical to our ability to capitalize on
the electric vehicle market opportunity. We are currently executing a plan to finish the design, engineering and component sourcing
for the Model S and to build out our planned manufacturing facility in Fremont, California and obtain the equipment to support its
production with the goal of commercial introduction of the Model S in 2012.

Use a Common Platform to Introduce New Models. We intend to design the Model S with an adaptable platform architecture and
common electric powertrain, to provide us the flexibility to use the Model S platform to cost efficiently launch new electric vehicle
models subsequent to the start of production of the Model S.

Develop Integrated Engineering and Manufacturing Capabilities. We intend to develop our planned substantially integrated electric
vehicle manufacturing facility in Fremont, California, allowing our vehicle engineering and manufacturing teams to work alongside
one another to streamline the feedback loop for rapid product enhancements and quality improvements.

Continue to Focus on Technological Advancement and Cost Improvement. We intend to continue to further develop our proprietary
electric powertrain system, specifically its range capabilities, while continuing to reduce its manufacturing cost.

Expand our Company-Owned Sales and Service Network. As of June 14, 2010, we had opened 12 Tesla stores in the United States
and Europe, and we plan to open additional stores during 2010, with a goal of establishing approximately 50 Tesla stores globally
within the next several years in connection with the planned Model S rollout.

Leverage Industry Advancements in Battery Cells. We intend to leverage the substantial investments being made globally by battery
cell manufacturers, as we have designed our powertrain technology to permit flexibility with respect to battery cell chemistry, form
factor and vendor.

Build and Leverage Strategic Relationships. We intend to establish and develop strategic relationships with industry leaders to
launch our planned electric vehicles and sell our electric vehicle powertrain components.
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Risks Affecting Us

Our business is subject to a number of risks and uncertainties that you should understand before making an investment decision. These risks are
discussed more fully in the section entitled Risk Factors following this prospectus summary. These include:

our limited operating history makes evaluating our business and future prospects difficult, and may increase the risk of your
investment;

we have a history of losses and we expect significant increases in our costs and expenses to result in continuing losses for at least the
foreseeable future;

our future growth is dependent upon consumers willingness to adopt electric vehicles;

we are dependent upon our ability to fully draw down on our loan facility from the United States Department of Energy, which may
restrict our ability to conduct our business;

our distribution model is different from the predominant current distribution model for automobile manufacturers, which makes
evaluating our business, operating results and future prospects difficult;

we are significantly dependent upon revenue generated from the sale of our electric vehicles, specifically the Tesla Roadster, in the
near term, and our future success will be dependent upon our ability to design and achieve market acceptance of new vehicle models,
and, in particular, the Model S;

we anticipate that we will experience an increase in losses and may experience a decrease in automotive sales revenues prior to the
launch of the Model S;

our production model for the non-powertrain portion of the Model S is unproven, still evolving and is very different from the
non-powertrain portion of the production model for the Tesla Roadster; and

we may experience significant delays in the design, manufacture, launch and financing of the Model S, including in the build out of
our planned Model S manufacturing facility.
Corporate Information

We are headquartered in Palo Alto, California. Our principal executive offices are located at 3500 Deer Creek Road, Palo Alto, California
94304, and our telephone number at this location is (650) 681-5000. Our website address is www.teslamotors.com. Information contained on our
website is not incorporated by reference into this prospectus and you should not consider information on our website to be part of this
prospectus. We were incorporated in 2003.

The Tesla Motors design logo, Tesla Motors, Tesla Roadster, Model S and other trademarks or service marks of Tesla Motors appearing in this
prospectus are the property of Tesla Motors. When used herein, the term Tesla store means Tesla retail locations as well as Tesla galleries where

we show potential customers our vehicles but do not consummate sales. This prospectus contains additional trade names, trademarks and service

marks of other companies. We do not intend our use or display of other companies tradenames, trademarks or service marks to imply a

relationship with, or endorsement or sponsorship of us by, these other companies.
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Common stock we are offering

Common stock offered by the selling stockholders

Common stock sold by us in the concurrent private
placement

Common stock to be outstanding after this offering
and the concurrent private placement

Use of proceeds

Table of Contents

THE OFFERING

10,000,000 shares (or 10,565,000 shares if the underwriters exercise their option to
purchase shares from us in full)

1,100,000 shares (or 2,200,000 shares if the underwriters exercise their option to
purchase shares from the selling stockholders in full)

Immediately subsequent to the closing of this offering, Toyota Motor Corporation, or
Toyota, will purchase from us in a private placement, the number of shares of our
common stock equal to $50.0 million, at a price per share equal to the initial public
offering price. Based on an assumed initial public offering price of $15.00 per share,
which is the midpoint of the range set forth on the cover of this prospectus, this would be
3,333,333 shares. We will receive the full proceeds and will not pay any underwriting
discounts or commissions with respect to the shares that are sold in the private
placement. The sale of these shares to Toyota will not be registered in this offering and
will be subject to a lock-up of 180 days. We refer to the private placement of these shares
of common stock as the concurrent private placement.

91,598,096 shares (or 92,163,096 shares if the underwriters exercise their option to
purchase shares from us and the selling stockholders in full)

We may use a portion of the net proceeds from this offering and the concurrent private
placement to fund planned capital expenditures, working capital and other general
corporate purposes. Under our loan facility with the United States Department of Energy,
which we refer to herein as our DOE Loan Facility, we have agreed to spend up to

$33 million plus any cost overruns we may encounter in developing our Model S and our
planned Model S manufacturing facility as well as any cost overruns we encounter in
developing our powertrain facility. In addition to this obligation, we have agreed to set
aside 50% of the net proceeds from this offering and the concurrent private placement to
fund a separate, dedicated account under our DOE Loan Facility to fund project costs for
our anticipated powertrain and Model S manufacturing facilities that would otherwise
have been funded through advances made under the DOE Loan Facility. This will not
affect our ability to draw down the full amount of the DOE loans, but will require us to
use the dedicated account to fund certain project costs up front, which costs may then be
reimbursed by loans under the DOE Loan Facility once the dedicated account is depleted,
or as part of the final advance for the applicable project. We currently anticipate making
aggregate capital expenditures of between $100 million and $125 million during the year
ended December 31, 2010. These capital expenditures will include approximately

$42 million to purchase our
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planned manufacturing facility for the Model S in Fremont, California, exclusive of any
manufacturing equipment we may subsequently acquire. Our aggregate capital
expenditures will also include funding the expansion of our Tesla stores. See Use of
Proceeds.

Directed share program The underwriters have reserved for sale, at the initial public offering price, up to 888,000
shares of our common stock being offered for sale to business associates, directors,
employees and friends and family members of our employees and Tesla customers who
have received delivery of a Tesla Roadster from Tesla. We will offer these shares to the
extent permitted under applicable regulations in the United States and in the various
countries where we have delivered Tesla Roadsters. The number of shares available for
sale to the general public in this offering will be reduced to the extent these persons
purchase reserved shares. Any reserved shares not purchased will be offered by the
underwriters to the general public on the same terms as the other shares.

Proposed Nasdaq Global Market symbol TSLA

The number of shares of common stock that will be outstanding after this offering and the concurrent private placement is based on 78,264,763
shares outstanding as of March 31, 2010, assuming the automatic conversion of all outstanding shares of our convertible preferred stock into
common stock immediately prior to the closing of this offering and the issuance of 422,193 shares of common stock upon the assumed net
exercise of warrants that otherwise expire upon the completion of this offering at an assumed initial public offering price of $15.00 per share,
and excludes:

11,564,743 shares of common stock issuable upon the exercise of options outstanding at March 31, 2010 a weighted average exercise
price of $5.71 per share;

1,392,030 shares of common stock issuable upon the exercise of options granted after March 31, 2010 at a weighted average exercise
price of $14.00 per share;

3,085,011 shares of common stock issuable upon the exercise of a warrant granted to the DOE in connection with the closing of our
DOE Loan Facility on January 20, 2010, at an exercise price of $7.54 per share and 5,100 shares of common stock issuable upon the
exercise of a warrant granted to the DOE on May 21, 2010, at an exercise price of $8.94 per share (if we prepay our DOE Loan
Facility in full or in part, the total amount of shares exercisable under these warrants will be proportionately reduced); and

13,759,096 shares of common stock reserved for future issuance under our stock-based compensation plans, consisting of 10,666,666
shares of common stock reserved for issuance under our 2010 Equity Incentive Plan, 1,425,764 shares of common stock reserved for
future grant or issuance under our 2003 Equity Incentive Plan as of March 31, 2010, which shares will be added to the shares to be
reserved under our 2010 Equity Incentive Plan upon the effectiveness of the 2010 Equity Incentive Plan, and 1,666,666 shares of
common stock reserved for issuance under our 2010 Employee Stock Purchase Plan and shares that become available under the 2010
Equity Incentive Plan and 2010 Employee Stock Purchase Plan, pursuant to provisions thereof that automatically increase the share
reserves under the plans each year, as more fully described in Management Employee Benefit Plans. The 2010 Equity Incentive Plan
and the 2010 Employee Stock Purchase Plan will become effective on the date of this offering.

10
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Unless otherwise indicated, all information in this prospectus assumes:

the automatic conversion of all outstanding shares of our convertible preferred stock into an aggregate of 70,226,844 shares of
common stock effective immediately prior to the closing of this offering;

the issuance of 322,193 shares of common stock upon the net exercise of outstanding warrants that would otherwise expire upon the

completion of this offering at an assumed initial public offering price of $15.00 per share;

the issuance of 100,000 shares of common stock upon the net exercise of common stock warrants that will automatically occur upon

the completion of this offering;

the issuance of 3,333,333 shares of common stock to Toyota upon the closing of the concurrent private placement based on an
assumed initial public offering price of $15.00 per share;

the filing of our amended and restated certificate of incorporation upon the completion of this offering; and

no exercise by the underwriters of their right to purchase up to an additional 1,665,000 shares of common stock from us and the
selling stockholders.
The information in this prospectus also reflects the 1-for-3 reverse stock split of our outstanding common stock effected in May 2010.

Brad W. Buss, who is a member of our Board of Directors, has indicated his interest in purchasing up to an aggregate of $200,000 of our
common stock in the offering from the underwriters, at the initial public offering price.

11
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SUMMARY CONSOLIDATED FINANCIAL DATA

The following summary consolidated financial data for the years ended December 31, 2007, 2008 and 2009 are derived from our audited
consolidated financial statements that are included elsewhere in this prospectus. The summary unaudited consolidated financial data for the three
months ended March 31, 2009 and 2010 and as of March 31, 2010 are derived from unaudited consolidated financial statements for such periods
and dates, which are included elsewhere in this prospectus. The unaudited consolidated financial statements were prepared on a basis consistent
with our audited consolidated financial statements and include, in the opinion of management, all adjustments necessary for the fair presentation
of the financial information contained in those statements. The historical results presented below are not necessarily indicative of financial
results to be achieved in future periods.

The following summary consolidated financial data table reflects the 1-for-3 reverse stock split of our outstanding common stock effected in
May 2010.

In June 2010, we identified an error related to the understatement in stock-based compensation expense subsequent to the issuance of the
consolidated financial statements for the year ended December 31, 2009. This error had the effect of understating selling, general and
administrative expenses and net loss for the year ended December 31, 2009 by $2.7 million. The error did not have an effect on the valuation of
the stock options. As stock-based compensation expense is a non-cash item, there was no impact on net cash used in operating activities for the
year ended December 31, 2009. We determined that the impact of this error was not material and will correct the error by recording additional
stock-based compensation expense of $2.4 million in the three month period ending June 30, 2010. See Note 16 to our consolidated financial
statements included elsewhere in this prospectus.

Prospective investors should read these summary consolidated financial data together with Management s Discussion and Analysis of Financial
Condition and Results of Operations and our consolidated financial statements and the related notes included elsewhere in this prospectus.

Three Months Ended
Years Ended December 31, March 31,
2007 2008 2009 2009 2010
(in thousands, except share and per share data)

Consolidated Statements of Operations Data:
Revenues:
Automotive sales (including zero emission vehicle credit sales of $3,458,
$8,152, $1,275 and $506, for the years ended December 31, 2008 and
2009, and the three months ended March 31, 2009 and 2010,

respectively) $ 73 $ 14742 $ 111,943 $ 20,886 $ 20,585
Development services 227
Total revenues 73 14,742 111,943 20,886 20,812
Cost of revenues(1):

Automotive sales 9 15,883 102,408 22,932 16,858
Development services 102
Total cost of revenues 9 15,883 102,408 22,932 16,960
Gross profit (loss) 64 (1,141) 9,535 (2,046) 3,852

Operating expenses(1):
Research and development (net of development compensation of $23,249

for the year ended December 31, 2009) 62,753 53,714 19,282 7,941 13,265
Selling, general and administrative 17,244 23,649 42,150 6,607 16,585
Total operating expenses 79,997 77,363 61,432 14,548 29,850
Loss from operations (79,933) (78,504) (51,897) (16,594) (25,998)
Interest income 1,749 529 159 16 48
Interest expense (3,747) 2,531) (1,402) (230)
Other income (expense), net(2) 137 (963) (1,445) 1,972 (3,221)
Loss before income taxes (78,047) (82,685) (55,714) (16,008) (29,401)
Provision for income taxes 110 97 26 8 118
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Net loss $
Net loss per share of common stock, basic and diluted(3) $

Shares used in computing net loss per share of common stock, basic and
diluted(3)

Pro forma net loss per share of common stock, basic and diluted(2)(4)
(unaudited)

Shares used in computing the pro forma net loss per share of common
stock, basic and diluted(2)(4) (unaudited)
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(78,157)

(22.69)

3,443,806

12

$

$

(82,782)

(12.46)

6,646,387

$

$

$

(55,740)

(7.94)

7,021,963

(0.70)

77,671,000

$

$

(16,016)

(231

6,924,194

$

$

$

(29,519)

(4.04)

7,301,940

(0.35)

77,950,977
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Includes stock-based compensation expense as follows:

Three Months Ended
Years Ended December 31, March 31,
2007 2008 2009 2009 2010
(in thousands)
Cost of revenues $ $ 26 $ 61 $12 $ 42
Research and development 95 125 376 40 281
Selling, general and administrative 103 286 997 38 3,064
Total $ 198 $ 437 $ 1,434 $90 $ 3,387

In January 2010, we issued a warrant to the DOE in connection with the closing of the DOE Loan Facility to purchase shares of our
Series E convertible preferred stock. This convertible preferred stock warrant will become a warrant to purchase shares of our common
stock upon the closing of this offering. Beginning on December 15, 2018 and until December 14, 2022, the shares subject to purchase
under the warrant will become exercisable in quarterly amounts depending on the average outstanding balance of the DOE Loan Facility
during the prior quarter. Since the number of shares of common stock ultimately issuable under the warrant will vary, this warrant will be
carried at its estimated fair value with changes in the fair value of this common stock warrant liability reflected in other income (expense),
net, until its expiration or vesting. Potential shares of common stock issuable upon exercise of the DOE warrant will be excluded from the
calculation of diluted net loss per share of common stock until at least such time as we generate a net profit in a given period.

Our basic net loss per share of common stock is calculated by dividing the net loss by the weighted-average number of shares of common
stock outstanding for the period. The diluted net loss per share of common stock is computed by dividing the net loss by the
weighted-average number of shares of common stock, excluding common stock subject to repurchase, and, if dilutive, potential shares of
common stock outstanding during the period. Potential shares of common stock consist of stock options to purchase shares of our common
stock and warrants to purchase shares of our convertible preferred stock (using the treasury stock method) and the conversion of our
convertible preferred stock and convertible notes payable (using the if-converted method). For purposes of all these calculations, potential
shares of common stock have been excluded from the calculation of diluted net loss per share of common stock as their effect is
antidilutive since we generated a net loss in each period.

Pro forma basic and diluted net loss per share of common stock has been computed to give effect to the conversion of the convertible
preferred stock into common stock and the 1-for-3 reverse stock split of our outstanding common stock effected in May 2010. Also, the
numerator in the pro forma basic and diluted net loss per share calculation has been adjusted to remove gains and losses resulting from
remeasurements of the convertible preferred stock warrant liability as it is assumed that these warrants will be exercised immediately prior
to a qualifying initial public offering and will no longer require periodic revaluation.

Our consolidated balance sheet data as of March 31, 2010 is presented:

on an actual basis;

on a pro forma basis to give effect to (i) the conversion of all outstanding shares of our convertible preferred stock into 70,226,844
shares of our common stock, (ii) the issuance of 322,193 shares of our common stock upon the assumed net exercise of outstanding
warrants that would otherwise expire upon the completion of this offering at an assumed initial public offering price of $15.00 per
share, which is the midpoint of the range set forth on the cover page of this prospectus, and the conversion of our DOE preferred
stock warrant liability into common stock warrant liability, (iii) the additional funds borrowed under our DOE Loan Facility from
April 1, 2010 through June 14, 2010 of $15.5 million, (iv) the issuance of 100,000 shares of our common stock upon the net exercise
of common stock warrants that will automatically occur upon the completion of this offering and (v) the issuance of a warrant to the
DOE on May 21, 2010 for the purchase of 5,100 shares of common stock at an exercise price of $8.94 per share; and

Table of Contents 27



Edgar Filing: TESLA MOTORS INC - Form S-1/A

on a pro forma as adjusted basis to give effect to the pro forma adjustments as well as (i) the sale of 10,000,000 shares of common
stock by us in this offering at an assumed initial public offering price of $15.00 per share, which is the midpoint of the range set forth
on the cover page of this prospectus, and after deducting estimated underwriting discounts and commissions and estimated offering
expenses
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payable by us and (ii) the sale of 3,333,333 shares of common stock to be purchased directly from us by Toyota in the concurrent
private placement based on an assumed initial public offering price of $15.00 per share.

As of March 31, 2010

Pro Pro Forma As
Actual Forma Adjusted(1)
(Unaudited)

(in thousands)

Consolidated Balance Sheet Data:

Cash and cash equivalents $ 61,546 $ 77,045 $ 169,545
Restricted cash(2) 7,487 7,487 99,987
Property and equipment, net 26,866 26,866 26,866
Working capital 41,497 56,996 241,996
Total assets 145,320 160,819 345,819
Convertible preferred stock warrant liability 10,359

Common stock warrant liability 6,116 6,116
Capital lease obligations, less current portion 719 719 719
Long-term debt(3) 29,920 45,419 45,419
Convertible preferred stock 319,225

Total stockholders equity (deficit) (279,297) 44,179 229,179
(1) Each $1.00 increase or decrease in the assumed initial public offering price of $15.00 per share, the midpoint of the range reflected on the

@

3

cover page of this prospectus, would increase or decrease, as applicable, our cash and cash equivalents (including restricted cash), working
capital, total assets and total stockholders equity (deficit) by approximately $9.3 million, assuming that the number of shares offered by us,
as set forth on the cover page of this prospectus, remains the same and after deducting the estimated underwriting discounts and
commissions and estimated offering expenses payable by us.

The restricted cash represents a deposit held in escrow for the purchase of manufacturing equipment, security deposits related to lease
agreements, equipment financing, as well as security held by a vendor as part of the vendor s standard credit policies. On a pro forma as
adjusted basis, the restricted cash also represents the portion of the proceeds from this offering and the concurrent private placement that
we are required to hold in a separate dedicated account pursuant to our DOE Loan Facility to fund certain costs of our powertrain and
Model S manufacturing facility projects.

On January 20, 2010, we entered into a loan agreement with the United States Federal Financing Bank, or the FFB, and the DOE, pursuant
to the Advanced Technology Vehicles Manufacturing Incentive Program, or the ATVM Program. Under such facility, the FFB has made
available to us two multi-draw term loan facilities in an aggregate principal amount of up to $465.0 million. Up to an aggregate principal
amount of $101.2 million will be made available under the first term loan facility to finance up to 80% of the costs eligible for funding
under the ATVM Program for the build out of a facility to design and manufacture lithium-ion battery packs, electric motors and electric
components. Up to an aggregate principal amount of $363.9 million will be made available under the second term loan facility to finance
up to 80% of the costs eligible for funding under the ATVM Program for the development of, and to build out the manufacturing facility
for the Model S sedan. See the section titled Business Governmental Programs, Incentives and Regulations United States Department of
Energy Loans below for additional information.
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RISK FACTORS

Investing in our common stock involves a high degree of risk. You should carefully consider the following risks and all other information
contained in this prospectus, including our consolidated financial statements and the related notes, before investing in our common stock. If any
of the following risks materialize, our business, prospects, financial condition and operating results could be materially harmed. In such case,
the price of our common stock could decline, and you may lose some or all of your investment.

Risks Related to Our Business and Industry
Our limited operating history makes evaluating our business and future prospects difficult, and may increase the risk of your investment.

You must consider the risks and difficulties we face as an early stage company with limited operating history. If we do not successfully address
these risks, our business, prospects, operating results and financial condition will be materially and adversely harmed. We were formed in July
2003. We began delivering our first performance electric vehicle, the Tesla Roadster, in early 2008, and as of March 31, 2010 we had only sold
1,063 production vehicles to customers, almost all of which were sold in the United States and Europe. Our revenues were $14.7 million for the
year ended December 31, 2008, $111.9 million for the year ended December 31, 2009 and $20.8 million for the three months ended March 31,
2010. We have a very limited operating history on which investors can base an evaluation of our business, operating results and prospects. To
date we have derived our revenues principally from sales of the Tesla Roadster and related sales of zero emission vehicle credits, and to a lesser
extent on products and services related to electric powertrain sales. We intend in the longer term to derive substantial revenues from the sales of
our planned Model S sedan electric vehicle which is at an early stage of development and which we do not expect to be in production until 2012.
We have no operating history with respect to the Model S electric vehicle and have only recently begun the component procurement process for
the Model S, which limits our ability to accurately forecast the cost of the vehicle. In addition, we recently announced that we have entered into
an agreement to purchase a manufacturing facility in Fremont, California to produce such vehicles, but we have not yet finalized the design or
completed our engineering, manufacturing or component supply plans for the Model S. In addition, to date our powertrain sales, development
services revenue and powertrain research and development compensation have been exclusively generated under arrangements with Daimler
AG, or Daimler, for the development and sale of a battery pack and a charger for Daimler s Smart fortwo electric drive. Blackstar Investco LLC,
or Blackstar, an affiliate of Daimler, holds more than 5% of our outstanding capital stock. Other than our arrangements with Daimler and its
affiliates, we have not entered into any development or sales agreement for our electric powertrain business. There are no assurances that we will
be able to secure future business with Daimler or its affiliates. In May 2010, Tesla and Toyota Motor Corporation, or Toyota, announced their
intention to cooperate on the development of electric vehicles, and for Tesla to receive Toyota s support with sourcing parts and production and
engineering expertise for the Model S. However, we have not entered into any agreements with Toyota for any such arrangements, including any
purchase orders, and we may never do so.

It is difficult to predict our future revenues and appropriately budget for our expenses, and we have limited insight into trends that may emerge
and affect our business. For example, in the four most recent fiscal quarters ended March 31, 2010, we have recorded quarterly revenue of as
much as $45.5 million and as little as $18.6 million and quarterly operating losses of as much as $26.0 million and as little as $4.3 million. In the
event that actual results differ from our estimates or we adjust our estimates in future periods, our operating results and financial position could
be materially affected.

In addition, our revenues to date have included amounts we receive from selling zero emission vehicle, or ZEV, credits to other automobile
manufacturers, pursuant to certain state regulations. We have entered into an agreement with American Honda Co., Inc., or Honda, in 2009 for
the sale of ZEV credits that we earn from the sale of vehicles that we manufacture through December 31, 2011. As of March 31, 2010, we had
sold credits for 368 vehicles under this agreement and Honda has an obligation to purchase additional credits earned from the
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sale of any remaining vehicles that we manufactured in 2009 but sold in 2010 and from the sale of up to 287 additional vehicles manufactured in
2010 and 2011 prior to the expiration of the agreement. For the years ended December 31, 2008 and 2009, and the three months ended

March 31, 2010, we recognized revenue from the sale of ZEV credits of $3.5 million, $8.2 million and $0.5 million, respectively. We may not be
able to enter into new agreements to sell any additional credits we may earn in excess of the current contractual amounts on equivalent terms and
if this occurs, our financial results will be harmed.

We have a history of losses and we expect significant increases in our costs and expenses to result in continuing losses for at least the
foreseeable future.

We incurred a net loss of $29.5 million for the three months ended March 31, 2010 and have incurred net losses of approximately $290.2 million
from our inception through March 31, 2010. We have had net losses in each quarter since our inception. We believe that we will continue to
incur operating and net losses each quarter until at least the time we begin significant deliveries of the Model S, which is not expected to occur
until 2012, and may occur later. Even if we are able to successfully develop the Model S, there can be no assurance that it will be commercially
successful. If we are to ever achieve profitability it will be dependent upon the successful development and successful commercial introduction
and acceptance of automobiles such as the Model S, which may not occur.

We expect the rate at which we will incur losses to increase significantly in future periods from current levels as we:

design, develop and manufacture our planned Model S;

design, develop and manufacture components of our electric powertrain;

develop and equip our planned manufacturing facility to produce our Model S in Fremont, California;

build up inventories of parts and components for our Model S;

develop and equip manufacturing facilities to produce our electric powertrain components;

open new Tesla stores;

expand our design, development, maintenance and repair capabilities;

increase our sales and marketing activities; and

increase our general and administrative functions to support our growing operations.
Because we will incur the costs and expenses from these efforts before we receive any incremental revenues with respect thereto, our losses in
future periods will be significantly greater than the losses we would incur if we developed our business more slowly. In addition, we may find
that these efforts are more expensive than we currently anticipate or that these efforts may not result in increases in our revenues, which would
further increase our losses.

In addition, as of March 31, 2010, we had recorded a full valuation allowance on our United States net deferred tax assets as at this point we
believe it is more likely than not that we will not achieve profitability and accordingly be able to use our deferred tax assets in the foreseeable
future. In addition, we have not yet determined whether this offering would constitute an ownership change resulting in limitations on our ability
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to use our net operating loss and tax credit carry-forwards. If an ownership change is deemed to have occurred as a result of this offering,
utilization of these assets could be significantly reduced.

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

Our growth is highly dependent upon the adoption by consumers of, and we are subject to an elevated risk of any reduced demand for,
alternative fuel vehicles in general and electric vehicles in particular. If the market
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for electric vehicles does not develop as we expect or develops more slowly than we expect, our business, prospects, financial condition and
operating results will be harmed. The market for alternative fuel vehicles is relatively new, rapidly evolving, characterized by rapidly changing
technologies, price competition, additional competitors, evolving government regulation and industry standards, frequent new vehicle
announcements and changing consumer demands and behaviors. Factors that may influence the adoption of alternative fuel vehicles, and
specifically electric vehicles, include:

perceptions about electric vehicle quality, safety (in particular with respect to lithium-ion battery packs), design, performance and
cost, especially if adverse events or accidents occur that are linked to the quality or safety of electric vehicles;

perceptions about vehicle safety in general, in particular safety issues that may be attributed to the use of advanced technology,
including vehicle electronics and regenerative braking systems, such as the possible perception that Toyota s recent vehicle recalls
may be attributable to these systems;

the limited range over which electric vehicles may be driven on a single battery charge;

the decline of an electric vehicle s range resulting from deterioration over time in the battery s ability to hold a charge;

concerns about electric grid capacity and reliability, which could derail our past and present efforts to promote electric vehicles as a
practical solution to vehicles which require gasoline;

the availability of alternative fuel vehicles, including plug-in hybrid electric vehicles;

improvements in the fuel economy of the internal combustion engine;

the availability of service for electric vehicles;

consumers desire and ability to purchase a luxury automobile or one that is perceived as exclusive;

the environmental consciousness of consumers;

volatility in the cost of oil and gasoline;

consumers perceptions of the dependency of the United States on oil from unstable or hostile countries;

government regulations and economic incentives promoting fuel efficiency and alternate forms of energy;
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access to charging stations, standardization of electric vehicle charging systems and consumers perceptions about convenience and
cost to charge an electric vehicle;

the availability of tax and other governmental incentives to purchase and operate electric vehicles or future regulation requiring
increased use of nonpolluting vehicles;

perceptions about and the actual cost of alternative fuel; and

macroeconomic factors.
In addition, recent reports have suggested the potential for extreme temperatures to affect the range or performance of electric vehicles. Based on
internal testing, we estimate that our Tesla Roadster would have a 5-10% reduction in range when operated in -20°C temperatures. To the extent
customers have concerns about such reductions or third party reports which suggest reductions in range greater than our estimates gain
widespread acceptance, our ability to market and sell our vehicles, particularly in colder climates, may be adversely impacted.

Additionally, we may become subject to regulations that may require us to alter the design of our vehicles, which could negatively impact
consumer interest in our vehicles. For example, our electric vehicles make less noise than internal combustion vehicles. We are aware of
advocacy groups, such as U.S. National Federation of the Blind, which are lobbying for regulations to require electric vehicle manufacturers to
adopt minimum sound standards.
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The influence of any of the factors described above may cause current or potential customers not to purchase our electric vehicles, which would
materially adversely affect our business, operating results, financial condition and prospects.

The range of our electric vehicles on a single charge declines over time which may negatively influence potential customers decisions
whether to purchase our vehicles.

The range of our electric vehicles on a single charge declines principally as a function of usage, time and charging patterns. For example, a
customer s use of their Tesla vehicle as well as the frequency with which they charge the battery of their Tesla vehicle can result in additional
deterioration of the battery s ability to hold a charge. We currently expect that our battery pack will retain approximately 60-65% of its ability to
hold its initial charge after approximately 100,000 miles and 7 years, which will result in a decrease to the vehicle s initial range. Such battery
deterioration and the related decrease in range may negatively influence potential customer decisions whether to purchase our vehicles, which
may harm our ability to market and sell our vehicles.

The operation of our vehicles is different from internal combustion engine vehicles and our customers may experience difficulty operating
them properly, including difficulty transitioning between different methods of braking.

We have designed our vehicles to minimize inconvenience and inadvertent driver damage to the powertrain. In certain instances, these
protections may cause the vehicle to behave in ways that are unfamiliar to drivers of internal combustion vehicles. For example, we employ
regenerative braking to recharge the battery in most modes of vehicle operation. Our customers may become accustomed to using this
regenerative braking instead of the wheel brakes to slow the vehicle. However, when the vehicle is at maximum charge, the regenerative braking
is not needed and is not employed. Accordingly, our customers may have difficulty shifting between different methods of braking. In addition,
we use safety mechanisms to limit motor torque when the powertrain system reaches elevated temperatures. In such instances, the vehicle s
acceleration and speed will decrease. Finally, if the driver permits the battery to substantially deplete its charge, the vehicle will progressively
limit motor torque and speed to preserve the charge that remains. The vehicle will lose speed and ultimately coast to a stop. Despite several
warnings about an imminent loss of charge, the ultimate loss of speed may be unexpected. There can be no assurance that our customers will
operate the vehicles properly, especially in these situations. Any accidents resulting from such failure to operate our vehicles properly could
harm our brand and reputation, result in adverse publicity and product liability claims, and have a material adverse affect on our business,
prospects, financial condition and operating results. In addition, if consumers dislike these features, they may choose not to buy additional cars
from us which could also harm our business and prospects.

Developments in alternative technologies or improvements in the internal combustion engine may materially adversely affect the demand for
our electric vehicles.

Significant developments in alternative technologies, such as advanced diesel, ethanol, fuel cells or compressed natural gas, or improvements in
the fuel economy of the internal combustion engine, may materially and adversely affect our business and prospects in ways we do not currently
anticipate. For example, fuel which is abundant and relatively inexpensive in North America, such as compressed natural gas, may emerge as
consumers preferred alternative to petroleum based propulsion. Any failure by us to develop new or enhanced technologies or processes, or to
react to changes in existing technologies, could materially delay our development and introduction of new and enhanced electric vehicles, which
could result in the loss of competitiveness of our vehicles, decreased revenue and a loss of market share to competitors.

If we are unable to keep up with advances in electric vehicle technology, we may suffer a decline in our competitive position.

We may be unable to keep up with changes in electric vehicle technology and, as a result, may suffer a decline in our competitive position. Any
failure to keep up with advances in electric vehicle technology would result in a
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decline in our competitive position which would materially and adversely affect our business, prospects, operating results and financial
condition. Our research and development efforts may not be sufficient to adapt to changes in electric vehicle technology. As technologies
change, we plan to upgrade or adapt our vehicles and introduce new models in order to continue to provide vehicles with the latest technology,
in particular battery cell technology. However, our vehicles may not compete effectively with alternative vehicles if we are not able to source
and integrate the latest technology into our vehicles. For example, we do not manufacture battery cells which makes us dependent upon other
suppliers of battery cell technology for our battery packs.

We are dependent upon our ability to fully draw down on our loan facility from the United States Department of Energy, which may restrict
our ability to conduct our business.

Our plan for manufacturing the Model S and for developing our electric powertrain facility depends on our ability to fully draw down on our
loan facility from the United States Department of Energy, or the DOE, under the DOE s Advanced Technology Vehicles Manufacturing
Incentive Program, or ATVM Program. In January 2010, we entered into a loan facility with the Federal Financing Bank, or the FFB, that is
guaranteed by the DOE and which we refer to as the DOE Loan Facility. Our DOE Loan Facility provides for a $465.0 million loan facility
under the DOE s ATVM Program to help finance the continued development of the Model S, including the planned build out and operation of a
manufacturing facility, and to finance the planned build out and operation of our electric powertrain manufacturing facility. We cannot,
however, access all of these funds at once, but only over a period of up to three years through periodic draws as eligible costs are incurred.
Through June 14, 2010, we have received draw-downs under our DOE Loan Facility for an aggregate of $45.4 million. Our ability to draw down
these funds under the DOE Loan Facility is conditioned upon several draw conditions. For the Model S manufacturing facility project, the draw
conditions include our achievement of progress milestones relating to the design and development of the Model S and the planned Model S
manufacturing facility, including an environmental assessment of such facility approved by the DOE and the completion of the processes under
the National Environmental Policy Act, or NEPA, and the California Environmental Quality Act, or CEQA. For the electric powertrain
manufacturing facility, the draw conditions include our achievement of progress milestones relating to the development of the powertrain
manufacturing facility and the successful development of commercial arrangements with third parties for the supply of powertrain components.
Additionally, the DOE Loan Facility will require us to comply with certain operating covenants and will place additional restrictions on our
ability to operate our business. We are unaccustomed to managing our business with such restrictions and others that are associated with a
significant credit agreement. If we are unable to draw down the anticipated funds under the DOE Loan Facility, or our ability to make such draw
downs is delayed, we may need to obtain additional or alternative financing to operate our Model S and electric powertrain manufacturing
facilities to the extent our cash on hand is insufficient. Any failure to obtain the DOE funds or secure other alternative funding could materially
and adversely affect our business and prospects. Such additional or alternative financing may not be available on attractive terms, if at all, and
could be more costly for us to obtain. As a result, our plans for building our Model S and electric powertrain manufacturing plants could be
significantly delayed which would materially adversely affect our business, prospects, financial condition and operating results.

Our DOE Loan Facility documents contain customary covenants that include, among others, a requirement that the project be conducted in
accordance with the business plan for such project, compliance with all requirements of the ATVM Program, and limitations on our and our
subsidiaries ability to incur indebtedness, incur liens, make investments or loans, enter into mergers or acquisitions, dispose of assets, pay
dividends or make distributions on capital stock, prepay indebtedness, pay management, advisory or similar fees to affiliates, enter into certain
affiliate transactions, enter into new lines of business and enter into certain restrictive agreements. These restrictions may limit our ability to
operate our business and may cause us to take actions or prevent us from taking actions we believe are necessary from a competitive standpoint
or that we otherwise believe are necessary to grow our business.
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Our distribution model is different from the predominant current distribution model for automobile manufacturers, which makes evaluating
our business, operating results and future prospects difficult.

Our distribution model is not common in the automobile industry today, particularly in the United States. We plan to continue to sell our
performance electric vehicles over the internet and in company-owned Tesla stores. This model of vehicle distribution is relatively new and
unproven, especially in the United States, and subjects us to substantial risk as it requires, in the aggregate, a significant expenditure and
provides for slower expansion of our distribution and sales systems than may be possible by utilizing a more traditional dealer franchise system.
For example, we will not be able to utilize long established sales channels developed through a franchise system to increase our sales volume,
which may harm our business, prospects, financials condition and operating results. Moreover, we will be competing with companies with well
established distribution channels.

As of June 14, 2010, we had opened 12 Tesla stores in the United States and Europe, 9 of which have been open for less than one year. We have
only limited experience distributing and selling our performance vehicles through our Tesla stores. As of March 31, 2010 we had only sold
1,063 Tesla Roadsters to customers, primarily in the United States and Europe. Our success will depend in large part on our ability to effectively
develop our own sales channels and marketing strategies. Implementing our business model is subject to numerous significant challenges,
including obtaining permits and approvals from local and state authorities, and we may not be successful in addressing these challenges.

You must consider our business and prospects in light of the risks, uncertainties and difficulties we encounter as we implement our business
model. For instance, we will need to persuade customers, suppliers and regulators of the validity and sustainability of our business model. We
cannot be certain that we will be able to do so, or to successfully address the risks, uncertainties and difficulties that our business strategy faces.
Any failure to successfully address any of the risks, uncertainties and difficulties related to our business model would have a material adverse
effect on our business and prospects.

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

We sell our vehicles from our Tesla stores as well as over the internet. We may not be able to sell our vehicles through this sales model in each
state in the United States as many states have laws that may be interpreted to prohibit internet sales by manufacturers to residents of the state or
to impose other limitations on this sales model, including laws that prohibit manufacturers from selling vehicles directly to consumers without
the use of an independent dealership or without a physical presence in the state. For example, the state of Texas prohibits a manufacturer from
being licensed as a dealer or to act in the capacity of a dealer, which would prohibit us from operating a store in the state of Texas and may
restrict our ability to sell vehicles to Texas residents over the internet from out of state altogether without altering our sales model. The state of
Kansas provides that a manufacturer cannot deliver a vehicle to a Kansas resident except through a dealer licensed to do business in the state of
Kansas, which may be interpreted to require us to open a store in the state of Kansas in order to sell vehicles to Kansas residents. In some states
where we have opened a gallery, which is a location where potential customers can view our vehicles but is not a full retail location, it is
possible that a state regulator could take the position that activities at our gallery constitute an unlicensed motor vehicle dealership and thereby
violates applicable manufacturer-dealer laws. For example, the state of Colorado required us to obtain dealer and manufacturer licenses in the
state in order to operate our gallery in Colorado. In addition, some states have requirements that service facilities be available with respect to
vehicles sold in the state, which may be interpreted to also require that service facilities be available with respect to vehicles sold over the
internet to residents of the state thereby limiting our ability to sell vehicles in states where we do not maintain service facilities.

The foregoing examples of state laws governing the sale of motor vehicles are just some of the regulations we will face as we sell our vehicles.
In many states, the application of state motor vehicle laws to our specific sales model is largely untested under state motor vehicle industry laws,
particularly with respect to sales over the internet, and would be determined by a fact specific analysis of numerous factors, including whether
we have a
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physical presence or employees in the applicable state, whether we advertise or conduct other activities in the applicable state, how the sale
transaction is structured, the volume of sales into the state, and whether the state in question prohibits manufacturers from acting as dealers. As a
result of the fact specific and untested nature of these issues, and the fact that applying these laws intended for the traditional automobile
distribution model to our sales model allows for some interpretation and discretion by the regulators, the manner in which the applicable
authorities will apply their state laws to our distribution model is unknown. Such laws, as well as other laws governing the motor vehicle
industry, may subject us to potential inquiries and investigations from state motor vehicle regulators who may question whether our sales model
complies with applicable state motor vehicle industry laws and who may require us to change our sales model or may prohibit our ability to sell
our vehicles to residents in such states.

To date, we are registered as both a motor vehicle manufacturer and dealer in California, Colorado, Florida, Illinois and Washington and we are
licensed as a motor vehicle dealer in the state of New York. We have not yet sought formal clarification of our ability to sell our vehicles in any
other states.

Furthermore, while we have performed an analysis of the principal laws in the European Union relating to our distribution model and believe we
comply with such laws, we have not performed a complete analysis in all foreign jurisdictions in which we may sell vehicles. Accordingly, there
may be laws in jurisdictions we have not yet entered or laws we are unaware of in jurisdictions we have entered that may restrict our vehicle
reservation practices or other business practices. Even for those jurisdictions we have analyzed, the laws in this area can be complex, difficult to
interpret and may change over time.

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

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

We currently generate substantially all of our revenue from the sale of our Tesla Roadsters and the sale of the related zero emission vehicle
credits. We began production of our Tesla Roadster only in 2008, and our second planned vehicle, our Model S, is not expected to be in
production until 2012, requires significant investment prior to commercial introduction, and may never be successfully developed or
commercially successful. There can be no assurance that we will be able to design future models of performance electric vehicles that will meet
the expectations of our customers or that our future models, including the Model S, will become commercially viable. In particular, it is common
in the automotive industry for the production vehicle to have a styling and design different from that of the concept vehicle, which may happen
with the Model S. We believe the design of the early prototype Model S is one of the key reasons why we have received approximately 2,200
reservations for the vehicle as of March 31, 2010. To the extent that we are not able to build the production Model S to the expectations created
by the early prototype, customers may cancel their reservations and our future sales could be harmed. Additionally, historically, automobile
customers have come to expect new and improved vehicle models to be introduced frequently. In order to meet these expectations, we may in
the future be required to introduce on a regular basis new vehicle models as well as enhanced versions of existing vehicle models. As
technologies change in the future for automobiles in general and performance electric vehicles specifically, we will be expected to upgrade or
adapt our vehicles and introduce new models in order to continue to provide vehicles with the latest technology. To date we have limited
experience simultaneously designing, testing, manufacturing and selling our electric vehicles.

We anticipate that we will experience an increase in losses and may experience a decrease in automotive sales revenues prior to the launch
of the Model S.

Prior to the launch of our Model S, we anticipate our automotive sales may decline, potentially significantly. We currently produce the Tesla
Roadster gliders, which are partially assembled vehicles that do not contain our electric powertrain, with Lotus in Hethel, England. We currently
intend to manufacture gliders with Lotus for our
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current generation Tesla Roadster until December 2011. We intend to use these gliders in the manufacturing of the Tesla Roadster to both fulfill
orders placed in 2011 as well as new orders placed in 2012 until our supply of gliders is exhausted. We do not currently plan to begin selling our
next generation Tesla Roadster until at least one year after the launch of the Model S, which is expected to be in production in 2012. As a result,
we anticipate that we will generate limited revenue from selling electric vehicles in 2012 until the launch of our Model S. The launch of our
Model S could be delayed for a number of reasons and any such delays may be significant and would extend the period in which we would
generate limited revenues from sales of our electric vehicles. The potential decrease in automotive sales revenues for the periods prior to the
launch of the Model S may be significant and could materially and adversely affect our business, prospects, operating results and financial
condition and our ability to fund operating losses could seriously constrain our growth.

Furthermore, except for our arrangements with Daimler and its affiliates, we do not currently have any arrangements in place with third parties
for the development or purchase of components in our electric powertrain business. There are no assurances that we will be able to secure future
business with Daimler or its affiliates as it has indicated its intent to produce all of its lithium-ion batteries by 2012 as part of a joint venture with
Evonik Industries AG and has announced it has entered into a memorandum of understanding with BYD Auto to collaborate on the development
of an electric car under a jointly owned new brand for the Chinese market. Recently, Daimler has indicated that there may be an opportunity for
us to continue supplying electric powertrain components, including battery packs, in 2012 and beyond, but we have not entered into any
agreements with Daimler for these arrangements and we may never do so. In May 2010, Tesla and Toyota announced their intention to
cooperate on the development of electric vehicles, and for Tesla to receive Toyota s support with sourcing parts and production and engineering
expertise for the Model S. Active discussions are now underway, but we have not entered into any agreements with Toyota for any such
arrangements, including any purchase orders, and we may never do so.

A large amount of our Tesla Roadster sales revenue in 2009 was due to the fulfillment of orders from reservations taken in prior years.

As of March 31, 2010 we had sold 1,063 Tesla Roadsters to customers, almost all of which were sold in the United States and Europe, of which
a large number were reserved by customers in prior years. Of these Tesla Roadsters, we delivered and recognized revenue on 324 in the quarter
ended September 30, 2009 as we made a significant effort to increase our production capacity in order to accelerate deliveries to customers. As a
result, our revenues in the quarter ended September 30, 2009 were significantly higher than in prior quarters and in subsequent quarters since
that time. Additionally, to date some of our Tesla Roadster sales have been made to persons who had pre-existing relationships with our
management team or who are affluent individuals with a strong interest in owning a novel product. It may be difficult to attract high numbers of
new Tesla Roadster customers who do not have pre-existing relationships with us or who are attracted to buy the Tesla Roadster after its initial
novelty phase. We do not expect to have a significant wait list of orders for our Tesla Roadster in the future, and we may not be able to maintain
or increase our vehicle sales revenue in future quarters. This may be the case even though we will make significant investments to expand our
network of Tesla stores and sales personnel. Furthermore, potential customers may decide to defer purchasing the Tesla Roadster in anticipation
of our planned next generation Tesla Roadster or Model S.

We have received only a limited number of current reservations for Tesla Roadsters and Model S sedans, all of which are subject to
cancellation.

As of March 31, 2010, we had unfilled reservations for approximately 110 Tesla Roadsters and approximately 2,200 Model S sedans, all of
which are subject to cancellation by the customer up until delivery of the vehicle. Historically, all of our reservations have been refundable,
subject to a cancellation fee and we have had a significant number of customers who submitted reservations for the Tesla Roadster or the Model
S cancel those reservations. We recently changed our reservation policy to require nonrefundable deposits for Tesla Roadsters manufactured to
specification, whether such vehicle is for purchase or for lease. We will also occasionally accept refundable reservation payments for the Tesla
Roadster if a customer is interested in purchasing a vehicle but not yet prepared to select the vehicle specifications.
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Our customers have historically cancelled, and may cancel, their reservations for many reasons, including the customer s inability to fund the
purchase, the customer s decision to forego the purchase during the economic downturn, the customer s lack of confidence in our long-term
viability and our ability to deliver the promised vehicle, the customer s concern over the ultimate price of the vehicle, including the price of its
options, or the potentially long wait from the time a reservation is made until the time the vehicle is delivered. In addition, given the long lead
times that we have historically experienced between customer reservation and delivery on the Tesla Roadster and that we expect to experience
on the Model S, there is a heightened risk that customers that have made reservations may not ultimately take delivery on vehicles due to
potential changes in customer preferences, competitive developments and other factors. For example, when we delayed the introduction of the
original Tesla Roadster in fall 2007, we experienced a significant number of customers that cancelled their reservations and requested the return
of their reservation payment. If we encounter delays in the introduction of the Model S, we believe that a significant number of our customers
could cancel their reservations. As a result, no assurance can be made that reservations will not be cancelled and will ultimately result in the final
purchase, delivery, and sale of the vehicle. Such cancellations could harm our financial condition, business, prospects and operating results.

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

We may not be able to successfully develop new electric vehicles and services, address new market segments or develop a significantly broader
customer base. To date, we have focused our business on the sale of high-performance electric vehicles and have targeted relatively affluent
consumers. We will need to address additional markets and expand our customer demographic in order to further grow our business. In
particular, we intend the Model S to appeal to the customers of premium vehicles, which is a much larger and different demographic from that of
the Tesla Roadster. Successfully offering a vehicle in this vehicle class requires delivering a vehicle with a higher standard of fit and finish in the
interior and exterior than currently exists in the Tesla Roadster, at a price that is competitive with other premium vehicles. We have not
completed the design, component sourcing or manufacturing process for the Model S, so it is difficult to forecast its eventual cost,
manufacturability or quality. Therefore, there can be no assurance that we will be able to deliver a vehicle that is ultimately competitive in the
premium vehicle market. In May 2010, we publicly announced our intent to develop a third generation electric vehicle which we expect to
produce at our planned manufacturing facility in Fremont, California a few years after the introduction of the Model S. However, we have not
yet finalized the design, engineering or component sourcing plans for this vehicle and there are no assurances that we will be able to bring this
vehicle to market at a lower price point and in higher volumes than our planned Model S as we currently intend, if at all. Our failure to address
additional market opportunities would harm our business, financial condition, operating results and prospects.

Our production model for the non-powertrain portion of the Model S is unproven, still evolving and is very different from the
non-powertrain portion of the production model for the Tesla Roadster.

Our future business depends in large part on our ability to execute on our plans to develop, manufacture, market and sell our planned Model S
electric vehicle. To date our revenues have been principally derived from the sales of our Tesla Roadster. The Tesla Roadster has only been
produced in low volume quantities and the body is assembled by Lotus Cars Limited, or Lotus, in the United Kingdom, with the final assembly
by us at our facility in Menlo Park, California for sales destined in the United States. We plan to manufacture the Model S in higher volumes
than our present production capabilities in our planned manufacturing facility in Fremont, California. As a result, the non-powertrain portion of
the production model for the Model S will be substantially different and significantly more complex than the non-powertrain portion of the
production model for the Tesla Roadster. In addition, we plan to introduce a number of new manufacturing technologies and techniques, such as
a new painting process and aluminum spot welding systems, which have not been widely adopted in the automotive industry. Our Model S
production model will require significant investments of cash and management resources and we may experience unexpected delays or
difficulties that could postpone our ability to launch or achieve full manufacturing capacity for the Model S, which could have a material adverse
effect on our business, prospects, operating results and financial condition.

23

Table of Contents 40



Edgar Filing: TESLA MOTORS INC - Form S-1/A

Table of Conten

Our production model for the Model S is based on many key assumptions, which may turn out to be incorrect, including:

that we will be able to close on our agreement to purchase our planned Model S manufacturing facility in Fremont, California in the
time frame required under the agreement and comply with the forward-looking provisions of our agreement to purchase our planned
Model S manufacturing facility in Fremont, California, including the environmental provisions, at a cost and over a period of time
consistent with what we presently anticipate;

that we will be able to secure the funding necessary to build out and equip our planned manufacturing facility in Fremont, California
in a timely manner, including meeting milestones and other conditions necessary to draw down funds under our loan facility with the
DOE;

that we will able to develop and equip our planned manufacturing facility for the Model S in Fremont, California without exceeding
our projected costs and on our projected timeline;

that the equipment we select will be able to accurately manufacture the vehicle within specified design tolerances;

that our computer aided design process can reduce the product development time by accurately predicting the performance of our
vehicle for passing relevant safety standards, including standards that can only be met through expensive crash testing;

that we will be able to obtain the necessary permits and approvals, including those under the CEQA and NEPA, as well as air quality
permits, to comply with environmental and similar regulations to operate our manufacturing facilities and our business on our
projected timeline;

that we will be able to engage suppliers for the necessary components on terms and conditions acceptable to us and that we will be
able to obtain components on a timely basis and in the necessary quantities;

that we will be able to deliver final component designs to our suppliers in a timely manner;

that we will be able to attract, recruit, hire and train skilled employees, including employees on the production line, to operate our
planned Model S manufacturing facility in Fremont, California;

that we will be able to maintain high quality controls as we transition to an in-house manufacturing process; and

that we will not experience any significant delays or disruptions in our supply chain.
If one or more of the foregoing assumptions turns out to be incorrect, our ability to successfully launch the Model S on time and on budget if at
all, and our business prospects, operating results and financial condition may be materially and adversely impacted.

We have no experience to date in high volume manufacturing of our electric vehicles. We do not know whether we will be able to develop
efficient, automated, low-cost manufacturing capability and processes, and reliable sources of component supply, that will enable us to meet the
quality, price, engineering, design and production standards, as well as the production volumes required to successfully mass market the Model
S. Even if we are successful in developing our high volume manufacturing capability and processes and reliable sources of component supply,
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we do not know whether we will be able to do so in a manner that avoids significant delays and cost overruns, including as a result of factors
beyond our control such as problems with suppliers and vendors, or in time to meet our vehicle commercialization schedules or to satisfy the
requirements of customers. Any failure to develop such manufacturing processes and capabilities within our projected costs and timelines could
have a material adverse effect on our business, prospects, operating results and financial condition.
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We may experience significant delays in the design, manufacture, launch and financing of the Model S, including in the build out of our
planned Model S manufacturing facility, which could harm our business and prospects.

Any delay in the financing, design, manufacture and launch of the Model S, including in the build out of our planned Model S manufacturing
facility, could materially damage our brand, business, prospects, financial condition and operating results. Automobile manufacturers often
experience delays in the design, manufacture and commercial release of new vehicle models. We experienced significant delays in launching the
Tesla Roadster. We initially announced that we would begin delivering the Tesla Roadster in June 2007, but due to various design and
production delays, we did not physically deliver our first Tesla Roadster until February 2008, and we only achieved higher production of this
vehicle in the quarter ended December 31, 2008. These delays resulted in additional costs and adverse publicity for our business. We may
experience similar delays in launching the Model S, and any such delays could be significant.

In May 2010, we entered into an agreement to purchase an existing automobile production facility in Fremont, California from New United
Motor Manufacturing, Inc., or NUMMI, which is a joint venture between Toyota and Motors Liquidation Company, the owner of selected assets
of General Motors. We currently intend to manufacture and assemble our Model S in this facility beginning in 2012. Our purchase agreement
includes the buildings, improvements and infrastructure systems required to operate the facility but does not include the manufacturing
equipment currently located in such facility, which will likely be auctioned off over the next several months. Although we have the right to
participate in such auctions, much of the equipment may not be suitable for our needs and therefore we may be required to purchase alternative
equipment which may not be available on terms favorable to us. In addition, our agreement to purchase our planned Model S manufacturing
facility in Fremont, California provides that if we fail to close our acquisition of the facility by December 31, 2010, the agreement automatically
terminates. The termination of this agreement, for any reason, would significantly impede our ability to execute on our projected timeline for the
introduction of our Model S and future vehicles.

In addition, final designs for the Model S and plans for the build out of the planned manufacturing facility are still in process, and various
aspects of the Model S component procurement and manufacturing plans have not yet been determined. We are currently evaluating, qualifying
and selecting our suppliers for the planned production of the Model S. However, we may not be able to engage suppliers for the remaining
components in a timely manner, at an acceptable price or in the necessary quantities. In addition, we will also need to do extensive testing to
ensure that the Model S is in compliance with applicable NHTSA safety regulations and EPA regulations prior to beginning mass production
and delivery of the vehicles. Our plan to begin production of the Model S in 2012 is dependent upon the timely availability of funds, upon our
finalizing the related design, engineering, component procurement, testing, build out and manufacturing plans in a timely manner and upon our
ability to execute these plans within the current timeline.

We previously examined alternative sites for our planned Model S manufacturing facility and have been developing our manufacturing plans
since 2008. We entered into an agreement for the purchase of our planned facility in Fremont, California in May 2010 and selected it in part
because it was recently used for automobile manufacturing, was located within 20 miles of our Palo Alto engineering facility, and we believe its
size may allow us to adapt our internal manufacturing plans quickly. We expect that all these factors will support the timely start of production
for the Model S. However, because we have only recently selected this facility and have not begun to implement our manufacturing plans and
because we have not yet closed the purchase of the Fremont facility, we may experience unexpected delays in completing the build out of this
facility for the production of our planned Model S.

We intend to fund the build out of the planned manufacturing facility principally by using existing cash, cash from this offering, cash from the
concurrent private placement and cash obtained through the DOE Loan Facility. Our ability to draw down these funds under the DOE Loan
Facility is conditioned upon several draw conditions. These draw conditions include our achievement of progress milestones relating to the
design and development of the Model S and the planned Model S manufacturing facility, including an environmental assessment of such
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facility approved by the DOE and the completion of the processes under NEPA and CEQA. If we are unable to draw down the anticipated funds
under the DOE Loan Facility on the timeline that we anticipate, our plans for building our Model S and electric powertrain manufacturing plants
could be significantly delayed which would materially adversely affect our business, prospects, financial condition and operating results.

We face significant barriers in our attempt to produce our Model S, and if we cannot successfully overcome those barriers our business will
be negatively impacted.

We face significant barriers as we attempt to produce our first mass produced vehicle, our Model S. We currently have a drivable early prototype
of the Model S, but do not have a full production intent prototype, a final design, a built-out manufacturing facility or a manufacturing process.
The automobile industry has traditionally been characterized by significant barriers to entry, including large capital requirements, investment
costs of designing and manufacturing vehicles, long lead times to bring vehicles to market from the concept and design stage, the need for
specialized design and development expertise, regulatory requirements and establishing a brand name and image and the need to establish sales
and service locations. As a manufacturer and seller of only electric vehicles, we face a variety of added challenges to entry that a traditional
automobile manufacturer would not encounter including additional costs of developing and producing an electric powertrain that has comparable
performance to a traditional gasoline engine in terms of range and power, inexperience with servicing electric vehicles, regulations associated
with the transport of lithium-ion batteries and unproven high-volume customer demand for fully electric vehicles. In addition, while we are
designing the Model S to have the capability to swap out its battery pack, there are no specialized facilities today to perform such swapping.
While we may offer this service in the future at our stores, no assurance can be provided that we will do so, or that any other third party will
offer such services. We must successfully overcome these barriers as we move from producing the low volume Tesla Roadster to the Model S
which we plan to produce at much higher volumes. If we are not able to overcome these barriers, our business, prospects, operating results and
financial condition will be negatively impacted and our ability to grow our business will be harmed.

Any changes to the Federal Trade Commission s electric vehicle range testing procedure or the United States Environmental Protection
Agency s energy consumption regulations for electric vehicles could result in a reduction to the advertised range of our vehicles which could
negatively impact our sales and harm our business.

The Federal Trade Commission, or FTC, requires us to calculate and display the range of our electric vehicles on a label we affix to the vehicle s
window. The FTC specifies that we follow testing requirements set forth by the Society of Automotive Engineers, or SAE, which further
requires that we test using the United States Environmental Protection Agency s, or EPA s, combined city and highway testing cycles. The EPA
recently announced that it would develop and establish new energy efficiency testing methodologies for electric vehicles. Based on initial
indications from the EPA, we believe it is likely that the EPA will moditfy its testing cycles in a manner that, when applied to our vehicles, could
reduce the advertised range of our vehicles by up to 30% as compared to the combined two-cycle test currently applicable to our vehicles.
However, there can be no assurance that the modified EPA testing cycles will not result in a greater reduction. To the extent that the FTC adopts
these procedures in place of the current procedures from the SAE, this could impair our ability to advertise the Tesla Roadster as a vehicle that is
capable of going in excess of 200 miles. Moreover, such changes could impair our ability to deliver the Model S with the initially advertised
range, which could result in the cancellation of a number of the approximately 2,200 reservations that have been placed for the Model S as of
March 31, 2010. Any reduction in the advertised range of our vehicles could negatively impact our vehicle sales and harm our business.

We have no experience with using common platforms in the design and manufacture of our vehicles.

If we are unable to effectively leverage the benefits of using an adaptable platform architecture, our business prospects, operating results and
financial condition would be adversely affected. We intend to design the Model S with an adaptable platform architecture and common electric
powertrain so that we can use the platform of the Model S to create future electric vehicles, including, as examples, a crossover/sport utility
vehicle, a van and a cabriolet. We have no experience with using common platforms in the design and manufacture of our vehicles

26

Table of Contents 44



Edgar Filing: TESLA MOTORS INC - Form S-1/A

Table of Conten

and the design of the Model S is not complete. We may make changes to the design of the Model S that may make it more difficult to use the
Model S platform for future electric vehicles. There are no assurances that we will be able to use the Model S platform to bring future vehicle
models to market faster or more inexpensively by leveraging use of this common platform or that there will be sufficient customer demand for
additional vehicle variants of this platform.

If we are unable to reduce and adequately control the costs associated with operating our business, including our costs of manufacturing,
sales and materials, our business, financial condition, operating results and prospects will suffer.

If we are unable to reduce and/or maintain a sufficiently low level of costs for designing, manufacturing, marketing, selling and distributing and
servicing our electric vehicles relative to their selling prices, our operating results, gross margins, business and prospects could be materially and
adversely impacted. We have made, and will be required to continue to make, significant investments for the design, manufacture and sales of
our electric vehicles. When we first began delivering our Tesla Roadster in early 2008, our marginal costs of producing the Tesla Roadster
exceeded our revenue from selling those vehicles. Revenue from the sales of our Tesla Roadster as well as from zero emission vehicle, or ZEV,
credits did not exceed costs of revenues related to our Tesla Roadster, until the quarter ended June 30, 2009. There can be no assurances that our
costs of producing and delivering the Model S will be less than the revenue we generate from sales at the time of the Model S launch or that we
will ever achieve a positive gross margin on sales of the Model S.

We incur significant costs related to procuring the raw materials required to manufacture our high-performance electric cars, assembling
vehicles and compensating our personnel. We will also incur substantial costs in constructing and building out our Model S and powertrain
manufacturing facilities, each of which could potentially face cost overruns or delays in construction. Additionally, in the future we may be
required to incur substantial marketing costs and expenses to promote our vehicles, including through the use of traditional media such as
television, radio and print, even though our marketing expenses to date have been relatively limited. If we are unable to keep our operating costs
aligned with the level of revenues we generate, our operating results, business and prospects will be harmed. Many of the factors that impact our
operating costs are beyond our control. For example, the costs of our raw materials and components, such as lithium-ion battery cells or carbon
fiber body panels used in our vehicles, could increase due to shortages as global demand for these products increases. Indeed, if the popularity of
electric vehicles exceeds current expectations without significant expansion in battery cell production capacity and advancements in battery cell
technology, shortages could occur which would result in increased materials costs to us.

The automotive market is highly competitive, and we may not be successful in competing in this industry. We currently face competition
Jrom established competitors and expect to face competition from others in the future.

The worldwide automotive market, particularly for alternative fuel vehicles, is highly competitive today and we expect it will become even more
so in the future. As of March 31, 2010, no other mass produced performance highway capable electric vehicles were being sold in the United
States or Europe. However, we expect competitors to enter these markets within the next several years with some entering as early as the end of
2010 and as they do so we expect that we will experience significant competition. With respect to our Tesla Roadster, we currently face strong
competition from established automobile manufacturers, including manufacturers of high-performance vehicles, such as Porsche and Ferrari. In
addition, upon the launch of our Model S sedan, we will face competition from existing and future automobile manufacturers in the extremely
competitive luxury sedan market, including Audi, BMW, Lexus and Mercedes.

Many established and new automobile manufacturers have entered or have announced plans to enter the alternative fuel vehicle market. For
example, Nissan has announced that it is developing the Nissan Leaf, a fully electric vehicle, which it plans to bring to market in late 2010. BYD
Auto has also announced plans to bring an electric vehicle into the United States market in 2010, and Ford has announced that it plans to
introduce an
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electric vehicle in 2011. In addition, several manufacturers, including General Motors, Toyota, Ford, and Honda, are each selling hybrid
vehicles, and certain of these manufacturers have announced plug-in versions of their hybrid vehicles. For example, General Motors has
announced that it is developing the Chevrolet Volt, which is a plug-in hybrid vehicle that operates purely on electric power for a limited number
of miles, at which time an internal combustion engine engages to recharge the battery. General Motors announced that it plans to begin selling
the Chevrolet Volt in 2010.

Moreover, it has been reported that Daimler, Lexus, Audi, Renault, Mitsubishi, Volkswagen and Subaru are also developing electric vehicles.
Several new start-ups have also announced plans to enter the market for performance electric vehicles, although none of these have yet come to
market. Finally, electric vehicles have already been brought to market in China and other foreign countries and we expect a number of those
manufacturers to enter the United States market as well.

Most of our current and potential competitors have significantly greater financial, manufacturing, marketing and other resources than we do and
may be able to devote greater resources to the design, development, manufacturing, distribution, promotion, sale and support of their products.
Virtually all of our competitors have more extensive customer bases and broader customer and industry relationships than we do. In addition,
almost all of these companies have longer operating histories and greater name recognition than we do. Our competitors may be in a stronger
position to respond quickly to new technologies and may be able to design, develop, market and sell their products more effectively.

Furthermore, certain large manufacturers offer financing and leasing options on their vehicles and also have the ability to market vehicles at a
substantial discount, provided that the vehicles are financed through their affiliated financing company. We only began offering a leasing
program in February 2010 which is currently only available to qualified customers in the United States. We do not currently offer, or plan to
offer, any form of direct financing on our vehicles. We have not in the past, and do not currently, offer customary discounts on our vehicles. The
lack of our direct financing options and the absence of customary vehicle discounts could put us at a competitive disadvantage.

We expect competition in our industry to intensify in the future in light of increased demand for alternative fuel vehicles, continuing
globalization and consolidation in the worldwide automotive industry. Factors affecting competition include product quality and features,
innovation and development time, pricing, reliability, safety, fuel economy, customer service and financing terms. Increased competition may
lead to lower vehicle unit sales and increased inventory, which may result in a further downward price pressure and adversely affect our
business, financial condition, operating results and prospects. Our ability to successfully compete in our industry will be fundamental to our
future success in existing and new markets and our market share. There can be no assurances that we will be able to compete successfully in our
markets. If our competitors introduce new cars or services that compete with or surpass the quality, price or performance of our cars or services,
we may be unable to satisfy existing customers or attract new customers at the prices and levels that would allow us to generate attractive rates
of return on our investment. Increased competition could result in price reductions and revenue shortfalls, loss of customers and loss of market
share, which could harm our business, prospects, financial condition and operating results.

Demand in the automobile industry is highly volatile.

Volatility of demand in the automobile industry may materially and adversely affect our business, prospects, operating results and financial
condition. The markets in which we currently compete and plan to compete in the future have been subject to considerable volatility in demand
in recent periods. For example, according to automotive industry sources, sales of passenger vehicles in North America during the quarter ended
December 31, 2008 were over 30% lower than those during the same period in the prior year. Demand for automobile sales depends to a large
extent on general, economic, political and social conditions in a given market and the introduction of new vehicles and technologies. As a new
automobile manufacturer and low volume producer, we have less financial resources than more established automobile manufacturers to
withstand changes
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in the market and disruptions in demand. As our business grows, economic conditions and trends in other countries and regions where we sell
our electric vehicles will impact our business, prospects and operating results as well. Demand for our electric vehicles may also be affected by
factors directly impacting automobile price or the cost of purchasing and operating automobiles such as sales and financing incentives, prices of
raw materials and parts and components, cost of fuel and governmental regulations, including tariffs, import regulation and other taxes.
Volatility in demand may lead to lower vehicle unit sales and increased inventory, which may result in further downward price pressure and
adversely affect our business, prospects, financial condition and operating results. These effects may have a more pronounced impact on our
business given our relatively smaller scale and financial resources as compared to many incumbent automobile manufacturers.

Difficult economic conditions may affect consumer purchases of luxury items, such as our performance electric vehicles.

Over the last two years, the deterioration in the global financial markets and continued challenging condition of the macroeconomic environment
has negatively impacted consumer spending and we believe has adversely affected the sales of our Tesla Roadster. The automobile industry in
particular was severely impacted by the poor economic conditions and several vehicle manufacturing companies, including General Motors and
Chrysler, were forced to file for bankruptcy. Sales of new automobiles generally have dropped during this recessionary period. Sales of high-end
and luxury consumer products, such as our performance electric vehicles, depend in part on discretionary consumer spending and are even more
exposed to adverse changes in general economic conditions. Difficult economic conditions could therefore temporarily reduce the market for
vehicles in our price range. Discretionary consumer spending also is affected by other factors, including changes in tax rates and tax credits,
interest rates and the availability and terms of consumer credit.

If the current difficult economic conditions continue or worsen, we may experience a decline in the demand for our Tesla Roadster or
reservations for our Model S, either of which could materially harm our business, prospects, financial condition and operating results.
Accordingly, any events that have a negative effect on the United States economy or on foreign economies or that negatively affect consumer
confidence in the economy, including disruptions in credit and stock markets, and actual or perceived economic slowdowns, may harm our
business, prospects, financial condition and operating results.

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

Our operating results may vary significantly from period-to-period due to many factors, including seasonal factors that may have an effect on the
demand for our electric vehicles. Demand for new cars in the automobile industry in general, and for high-performance sports vehicles such as
the Tesla Roadster in particular, typically decline over the winter season, while sales are generally higher as compared to the winter season
during the spring and summer months. We expect sales of the Tesla Roadster to fluctuate on a seasonal basis with increased sales during the
spring and summer months in our second and third fiscal quarters relative to our fourth and first fiscal quarters. We note that, in general,
automotive sales tend to decline over the winter season and we anticipate that our sales of the Model S and other models we introduce may have
similar seasonality. However, our limited operating history makes it difficult for us to judge the exact nature or extent of the seasonality of our
business. Also, any unusually severe weather conditions in some markets may impact demand for our vehicles. Our operating results could also
suffer if we do not achieve revenue consistent with our expectations for this seasonal demand because many of our expenses are based on
anticipated levels of annual revenue.

We also expect our period-to-period operating results to vary based on our operating costs which we anticipate will increase significantly in
future periods as we, among other things, design, develop and manufacture our planned Model S and electric powertrain components, build and
equip new manufacturing facilities to produce the Model S and electric powertrain components, open new Tesla stores with maintenance and
repair capabilities, incur costs for warranty repairs or product recalls, if any, increase our sales and marketing activities, and increase our general
and administrative functions to support our growing operations.

29

Table of Contents 47



Edgar Filing: TESLA MOTORS INC - Form S-1/A

Table of Conten

As a result of these factors, we believe that quarter-to-quarter comparisons of our operating results are not necessarily meaningful and that these
comparisons cannot be relied upon as indicators of future performance. Moreover, our operating results may not meet expectations of equity
research analysts or investors. If this occurs, the trading price of our common stock could fall substantially either suddenly or over time.

Marketplace confidence in our liquidity and long-term business prospects is important for building and maintaining our business.

If we are unable to establish and maintain confidence about our liquidity and business prospects among consumers and within our industry, then
our financial condition, operating results and business prospects may suffer materially. Our vehicles are highly technical products that require
maintenance and support. If we were to cease or cut back operations, even years from now, buyers of our vehicles from years earlier might have
much more difficulty in maintaining their vehicles and obtaining satisfactory support. As a result, consumers may be less likely to purchase our
vehicles now if they are not convinced that our business will succeed or that our operations will continue for many years. Similarly, suppliers
and other third parties will be less likely to invest time and resources in developing business relationships with us if they are not convinced that
our business will succeed. For example, during the economic downturn of 2008, we had difficulty raising the necessary funding for our
operations, and, as a result, in the quarter ended December 31, 2008 we had to lay off approximately 60 employees and curtail our expansion
plans. In addition, during this period a number of customers canceled their previously placed reservations. If we are required to take similar
actions in the future, such actions may result in negative perceptions regarding our liquidity and long-term business prospects.

Accordingly, in order to build and maintain our business, we must maintain confidence among customers, suppliers and other parties in our
liquidity and long-term business prospects. In contrast to some more established auto makers, we believe that, in our case, the task of
maintaining such confidence may be particularly complicated by factors such as the following:

our limited operating history;

our limited revenues and lack of profitability to date;

unfamiliarity with or uncertainty about the Tesla Roadster and the Model S;

uncertainty about the long-term marketplace acceptance of alternative fuel vehicles generally, or electric vehicles specifically;

the prospect that we will need ongoing infusions of external capital to fund our planned operations;

the size of our expansion plans in comparison to our existing capital base and scope and history of operations; and

the prospect or actual emergence of direct, sustained competitive pressure from more established auto makers, which may be more
likely if our initial efforts are perceived to be commercially successful.
Many of these factors are largely outside our control, and any negative perceptions about our liquidity or long-term business prospects, even if
exaggerated or unfounded, would likely harm our business and make it more difficult to raise additional funds when needed.

We may need to raise additional funds and these funds may not be available to us when we need them. If we cannot raise additional funds
when we need them, our operations and prospects could be negatively affected.

The design, manufacture, sale and servicing of automobiles is a capital intensive business. Since inception through March 31, 2010, we had
incurred net losses of approximately $290.2 million and had used approximately $230.5 million of cash in operations and while recognizing only
approximately $147.6 million in revenue. As of March 31, 2010, we had $61.5 million in cash and cash equivalents. We expect that the proceeds
of this offering, the concurrent private placement and the DOE Loan Facility, together with our anticipated cash from operating
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activities and cash on hand, will be sufficient to fund our operations for the next 24 months. However, if there are delays in the launch of the
Model S, if we are unable to draw down the anticipated funds under the DOE Loan Facility, or if the costs in building our Model S and
powertrain manufacturing facilities exceed our expectations or if we incur any significant unplanned expenses, we may need to raise additional
funds through the issuance of equity, equity-related or debt securities or through obtaining credit from government or financial institutions. This
capital will be necessary to fund our ongoing operations, continue research, development and design efforts, expand our network of Tesla stores
and services centers, improve infrastructure and introduce new vehicles. We cannot be certain that additional funds will be available to us on
favorable terms when required, or at all. If we cannot raise additional funds when we need them, our financial condition, results of operations,
business and prospects could be materially adversely affected. For example, during the economic downturn of 2008, we had difficulty raising the
necessary funding for our operations and, as a result, in the quarter ended December 31, 2008 we had to lay off approximately 60 employees and
curtail our expansion plans. Additionally, under our DOE Loan Facility, we face restrictions on our ability to incur additional indebtedness, and
in the future may need to obtain a waiver from the DOE in order to do so. We may not be able to obtain such waiver from the DOE which may
harm our business. Future issuance of equity or equity-related securities will dilute the ownership interest of existing stockholders and our
issuance of debt securities could increase the risk or perceived risk of our company.

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

Our vehicles may contain defects in design and manufacture that may cause them not to perform as expected or that may require repair. For
example, our vehicles use a substantial amount of software code to operate. Software products are inherently complex and often contain defects
and errors when first introduced. While we have performed extensive internal testing, we currently have a very limited frame of reference by
which to evaluate the performance of our Tesla Roadster in the hands of our customers and currently have no frame of reference by which to
evaluate the performance of our Tesla Roadster after several years of customer driving. We have no frame of reference by which to evaluate our
Model S upon which our business prospects depend. There can be no assurance that we will be able to detect and fix any defects in the vehicles
prior to their sale to consumers. We previously experienced a product recall in May 2009 after we determined that a condition caused by
insufficient torquing of the rear inner hub flange bolt existed in some of our Tesla Roadsters, as a result of a missed process during the
manufacture of the Tesla Roadster glider, which is the partially assembled Tesla Roadster that does not contain our electric powertrain. We may
experience additional recalls in the future, which could adversely affect our brand in our target markets and could adversely affect our business,
prospects and results of operations. Our electric vehicles, including the Tesla Roadster and Model S, may not perform consistent with customers
expectations or consistent with other vehicles currently available. For example, our electric vehicles may not have the durability or longevity of
current vehicles, and may not be as easy to repair as other vehicles currently on the market. Any product defects or any other failure of our
performance electric vehicles to perform as expected could harm our reputation and result in adverse publicity, lost revenue, delivery delays,
product recalls, product liability claims, harm to our brand and reputation, and significant warranty and other expenses, and could have a
material adverse impact on our business, financial condition, operating results and prospects.

We have very limited experience servicing our vehicles and we are using a different service model from the one typically used in the industry.
If we are unable to address the service requirements of our existing and future customers our business will be materially and adversely
affected.

If we are unable to successfully address the service requirements of our existing and future customers our business and prospects will be
materially and adversely affected. In addition, we anticipate the level and quality of the service we provide our Tesla Roadster customers will
have a direct impact on the success of the Model S and our future vehicles. If we are unable to satisfactorily service our Tesla Roadsters
customers, our ability to generate customer loyalty, grow our business and sell additional Tesla Roadsters as well as Model S sedans could be
impaired.

We have very limited experience servicing our vehicles. As of March 31, 2010 we had sold only 1,063 Tesla Roadsters to customers, primarily
in the United States and Europe. We do not plan to begin production of any
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Model S vehicles until 2012, and do not have any experience servicing these cars as they do not exist currently. Servicing electric vehicles is
different than servicing vehicles with internal combustion engines and requires specialized skills, including high voltage training and servicing
techniques.

We plan to service our performance electric vehicles through our company-owned Tesla stores and through our mobile service technicians
known as the Tesla Rangers. As of June 14, 2010, we had opened 12 Tesla stores that are equipped to actively service our performance electric
vehicles, 9 of which have been open for less than one year, and to date we have only limited experience servicing our performance vehicles
through our Tesla stores. We will need to open additional Tesla stores with service capabilities, as well as hire and train significant numbers of
new employees to staff these centers and act as Tesla Rangers, in order to successfully maintain our fleet of delivered performance electric
vehicles. We only implemented our Tesla Rangers program in October 2009 and have limited experience in deploying them to service our
customers vehicles. There can be no assurance that these service arrangements or our limited experience servicing our vehicles will adequately
address the service requirements of our customers to their satisfaction, or that we will have sufficient resources to meet these service requirement
in a timely manner as the volume of vehicles we are able to deliver annually increases.

We do not expect to be able to open Tesla stores in all the geographic areas in which our existing and potential customers may reside. In order to
address the service needs of customers that are not in geographical proximity to our service centers, we plan to either transport those vehicles to
the nearest Tesla store for servicing or deploy our mobile Tesla Rangers to service the vehicles at the customer s location. These special
arrangements may be expensive and we may not be able to recoup the costs of providing these services to our customers. In addition, a number
of potential customers may choose not to purchase our vehicles because of the lack of a more widespread service network. If we do not
adequately address our customers service needs, our brand and reputation will be adversely affected, which in turn, could have a material and
adverse impact on our business, financial condition, operating results and prospects.

Traditional automobile manufacturers do not provide maintenance and repair services directly. Consumers must rather service their vehicles
through franchised dealerships or through third party maintenance service providers. We do not have any such arrangements with third party
service providers and it is unclear when or even whether such third party service providers will be able to acquire the expertise to service our
vehicles. At this point, we anticipate that we will be providing substantially all of the service for our vehicles for the foreseeable future. As our
vehicles are placed in more locations, we may encounter negative reactions from our consumers who are frustrated that they cannot use local
service stations to the same extent as they have with their conventional automobiles and this frustration may result in negative publicity and
reduced sales, thereby harming our business and prospects.

