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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended September 30, 2011

OR

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

ACT OF 1934
Commission File Number: 001-34756

Tesla Motors, Inc.

(Exact name of registrant as specified in its charter)
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Delaware 91-2197729
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)
3500 Deer Creek Road
Palo Alto, California 94304
(Address of principal executive offices) (Zip Code)

(650) 681-5000

(Registrant s telephone number, including area code)

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

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

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

Large accelerated filer ~ Accelerated filer

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

As of October 31, 2011, there were 104,298,634 shares of the registrant s Common Stock outstanding.
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PART I. FINANCIAL INFORMATION

ITEM1. FINANCIAL STATEMENTS

Assets

Current assets

Cash and cash equivalents

Short-term marketable securities
Restricted cash

Accounts receivable

Inventory

Prepaid expenses and other current assets

Total current assets

Operating lease vehicles, net
Property, plant and equipment, net
Restricted cash

Other assets

Total assets

Liabilities and Stockholders Equity
Current liabilities

Accounts payable

Accrued liabilities

Deferred revenue

Capital lease obligations, current portion
Reservation payments

Total current liabilities

Common stock warrant liability

Capital lease obligations, less current portion
Deferred revenue, less current portion
Long-term debt

Other long-term liabilities

Total liabilities

Commitments and contingencies (Note 10)
Stockholders equity:

Preferred stock; $0.001 par value; 221,903,982 shares authorized; no shares issued and outstanding
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Tesla Motors, Inc.

Condensed Consolidated Balance Sheets

(in thousands, except share and per share data)

September 30,
2011
(Unaudited)

$ 213,328
65,060
55,305
18,250
49,216
10,962

412,121

11,672
248,122
5,754
22,581

$ 700,250

$ 53,627
32,685

2,266

388

65,215

154,181

8,189
661
3,536
225,000
14,565

406,132

December 31,
2010

$ 99,558

73,597

6,710
45,182
10,839

235,886

7,963
114,636
4,867
22,730

$ 386,082

$ 28,951
20,945
4,635

279

30,755

85,565

6,088
496
2,783
71,828
12,274

179,034
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Common stock; $0.001 par value; 2,000,000,000 shares authorized as of September 30, 2011 and
December 31, 2010; 104,188,831 and 94,908,370 shares issued and outstanding as of September 30,

2011 and December 31, 2010, respectively 104
Additional paid-in capital 881,941
Accumulated other comprehensive loss (24)
Accumulated deficit (587,903)
Total stockholders equity 294,118
Total liabilities and stockholders equity $ 700,250

The accompanying notes are an integral part of these condensed consolidated financial statements.
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621,935

(414,982)

207,048

386,082
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Tesla Motors, Inc.

Condensed Consolidated Statements of Operations

(in thousands, except share and per share data)

(Unaudited)
Three Months Ended
September 30,
2011 2010
Revenues
Automotive sales $ 43,235 $ 23,350
Development services 14,431 7,891
Total revenues 57,666 31,241
Cost of revenues
Automotive sales 32,752 19,457
Development services 7,690 2,488
Total cost of revenues 40,442 21,945
Gross profit 17,224 9,296
Operating expenses
Research and development 54,083 26,698
Selling, general and administrative 27,618 20,432
Total operating expenses 81,701 47,130
Loss from operations (64,477) (37,834)
Interest income 80 100
Interest expense (298)
Other income (expense), net (594) 3,180
Loss before income taxes (64,991) (34,852)
Provision for income taxes 87 83
Net loss $ (65,078) $  (34,935)
Net loss per share of common stock, basic and diluted $ (0.63) $ (0.38)
Weighted average shares used in computing net loss per share
of common stock, basic and diluted 104,076,830 92,270,721

Nine Months Ended
September 30,
2011 2010
$ 115,891 $ 67,906
48,976 12,552
164,867 80,458
90,241 56,581
20,866 4,467
111,107 61,048
53,760 19,410
147,776 55,379
76,545 59,224
224,321 114,603
(170,561) (95,193)
166 195
(992)
(2,150) (6,770)
(172,545) (102,760)
377 210
$ (172,922) $ (102,970)
$ (1.75) $ (2.86)
99,039,709 36,051,610

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

Condensed Consolidated Statements of Cash Flows

(in thousands)

(Unaudited)

Cash Flows From Operating Activities
Net loss

Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization

Change in fair value of warrant liabilities
Stock-based compensation

Inventory write-downs

Other

Changes in operating assets and liabilities
Accounts receivable

Inventories and operating lease vehicles
Prepaid expenses and other current assets
Other assets

Accounts payable and accrued liabilities
Deferred development compensation
Deferred revenue

Reservation payments

Other long-term liabilities

Net cash used in operating activities

Cash Flows From Investing Activities

Purchases of marketable securities

Payments related to acquisition of Fremont manufacturing facility and related assets
Purchases of property and equipment

Withdrawals out of (transfer into) our dedicated Department of Energy account
Increase in other restricted cash

Net cash used in investing activities

Cash Flows From Financing Activities

Proceeds from issuance of common stock in public offerings
Proceeds from issuance of common stock in private placements
Principal payments on capital leases and other debt

Proceeds from long-term debt

Proceeds from exercise of stock options and other stock issuances
Deferred common stock and loan facility issuance costs

Net cash provided by financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period
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Nine Months Ended September 30,

2011
$  (172,922)

12,115
2,101
20,737
1,420
30

(11,540)
(10,831)
(1,185)
(335)
37,999

(1,616)

34,460
2,291

(87,276)

(64,952)

(143,634)
18,292
(887)

(191,181)

172,410
59,058
(225)
153,172
7,812

392,227

113,770
99,558

$ 213,328

$

2010

(102,970)

7,733
5,610
13,313
652

(4,575)
(22,869)
(3,109)
(818)
5,862
(156)
3,374
1,821
2,599

(93,533)

(58,710)
(23,055)
(88,130)

(1,852)

(171,747)

188,842
50,000
(233)
56,557
741
(3,691)

292,216

26,936
69,627

96,563
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Supplemental disclosure of noncash investing activities:
Acquisition of property and equipment 568 2,372
The accompanying notes are an integral part of these condensed consolidated financial statements.
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Tesla Motors, Inc.
Notes to Condensed Consolidated Financial Statements
(Unaudited)
1. Overview of the Company

Tesla Motors, Inc. (Tesla, we, us or our) was incorporated in the state of Delaware on July 1, 2003. We design, develop, manufacture and sell
high-performance fully electric vehicles and advanced electric vehicle powertrain components. We have wholly-owned subsidiaries in North
America, Europe and Asia. The primary purpose of these subsidiaries is to market and/or service our vehicles.

Since inception, we have incurred significant losses and have used approximately $418 million of cash in operations through September 30,
2011. As of September 30, 2011, we had $278.4 million in cash and cash equivalents and short-term marketable securities. We are currently
selling the Tesla Roadster and are developing the Model S sedan which we currently expect to introduce commercially in 2012. We also
currently plan to hold a limited showing of the prototype of the Model X crossover by the end of 2011 and to reveal it publicly early in 2012.

To the extent we do not meet our planned sales volumes or future product releases or our existing cash and cash equivalents or short-term
marketable securities balances are insufficient to fund our future activities, we will need to raise additional funds. We cannot be certain that
additional financing, if and when needed, will be available at terms satisfactory to us, or at all. These condensed consolidated financial
statements do not include any adjustments to reflect the possible future effects on the recoverability and classification of assets or the amounts
and classification of liabilities that may result from the outcome of this uncertainty.

Public Offerings and Concurrent Private Placements

In July 2010, we completed the initial public offering (IPO) of common stock in which we sold a total of 11,880,600 shares of our common
stock and received cash proceeds of $188.8 million from this transaction, net of underwriting discounts and commissions. Concurrent with the
closing of our IPO, we also sold 2,941,176 shares of our common stock to Toyota Motor Corporation (Toyota) in a private placement and
received cash proceeds of $50.0 million.

In June 2011, we completed a follow-on offering of common stock in which we sold a total of 6,095,000 shares of our common stock and
received cash proceeds of $172.7 million from this transaction, net of underwriting discounts. Concurrent with this offering, we also sold
1,416,000 shares of our common stock to Elon Musk, our Chief Executive Officer and cofounder, and 637,475 shares of our common stock to
Blackstar Investco LLC, an affiliate of Daimler AG (Daimler) and received total cash proceeds of $59.1 million in the private placements. No
underwriting discounts or commissions were paid in connection with these private placements.

2. Summary of Significant Accounting Policies
Basis of Consolidation

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

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles in the United States of America requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent liabilities
at the date of the financial statements, and reported amounts of expenses during the reporting period. Actual results could differ from those
estimates.

Unaudited Interim Financial Statements

The accompanying condensed consolidated balance sheet as of September 30, 2011 and the condensed consolidated statements of operations for
the three and nine months ended September 30, 2011 and 2010, and the condensed consolidated statements of cash flows for the nine months
ended September 30, 2011 and 2010 and other information disclosed in the related notes are unaudited. The condensed consolidated balance
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sheet as of December 31, 2010 was derived from our audited consolidated financial statements at that date. The accompanying condensed
consolidated financial statements should be read in conjunction with the audited consolidated financial statements and related notes contained in
our Annual Report on Form 10-K for the year ended December 31, 2010 filed with the Securities and Exchange Commission.
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The accompanying interim condensed consolidated financial statements and related disclosures have been prepared on the same basis as the
annual consolidated financial statements and, in the opinion of management, reflect all adjustments, which include only normal recurring
adjustments, necessary for a fair statement of the results of operations for the periods presented. The condensed consolidated results of
operations for any interim period are not necessarily indicative of the results to be expected for the full year or for any other future year or
interim period.

Revenue Recognition

We recognize revenues from sales of the Tesla Roadster, including vehicle options and accessories, vehicle service and sales of zero emission
vehicle credits, and sales of electric vehicle powertrain components, such as battery packs and battery chargers. We recognize revenue when:
(i) persuasive evidence of an arrangement exists; (ii) delivery has occurred and there are no uncertainties regarding customer acceptance;

(iii) fees are fixed or determinable; and (iv) collection is reasonably assured.

Multiple Deliverable Revenue Arrangements

Effective January 1, 2011, we adopted amended accounting standards issued by the Financial Accounting Standards Board (FASB) for multiple
deliverable revenue arrangements on a prospective basis for applicable transactions originating or materially modified after January 1, 2011. The
new standard changes the requirements for establishing separate units of accounting in a multiple element arrangement and requires the
allocation of arrangement consideration to each deliverable to be based on the relative selling price. For fiscal 2011 and future periods, when a
sales arrangement contains multiple elements, we allocate revenue to each element based on a selling price hierarchy. The selling price for a
deliverable is based on its vendor specific objective evidence (VSOE) if available, third party evidence (TPE) if VSOE is not available, or
estimated selling price if neither VSOE nor TPE is available. To date, we have been able to establish the fair value for each of the deliverables
within the multiple element arrangements because we sell each of the vehicles, vehicles accessories and options separately, outside of any
multiple element arrangements. Therefore, there were no material differences between total revenue reported and pro forma total revenues that
would have been reported during the three and nine months ended September 30, 2011, if the transactions entered into or materially modified
after January 1, 2011 were subject to previous accounting guidance.

Marketable Securities

During the three months ended September 30, 2011, we purchased marketable securities including commercial paper and corporate debt of $65.1
million. All marketable securities are designated as available-for-sale and reported at estimated fair value, with unrealized gains and losses
recorded in accumulated other comprehensive loss which is included in stockholders equity. Realized gains and losses on the sale of
available-for-sale marketable securities are recorded in other income (expense), net. The cost of available-for-sale marketable securities sold is
based on the specific identification method. Interest, dividends, amortization and accretion of purchase premiums and discounts on our
marketable securities are included in other income (expense), net. Available-for-sale marketable securities with maturities greater than three
months at the date of purchase and remaining maturities of one year or less are classified as short-term marketable securities. Where temporary
declines in fair value exist, we have the ability and the intent to hold these securities for a period of time sufficient to allow for any anticipated
recovery in fair value.
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We regularly review all of our marketable securities for other-than-temporary declines in fair value. The review includes but is not limited to
(i) the consideration of the cause of the impairment, (ii) the creditworthiness of the security issuers, (iii) the length of time a security is in an
unrealized loss position, and (iv) our ability to hold the security for a period of time sufficient to allow for any anticipated recovery in fair value.

Warranties

We began recording warranty reserves with the commencement of Tesla Roadster sales in 2008. Initially, Tesla Roadsters were sold with a
warranty of four years or 50,000 miles. Subsequently, Tesla Roadsters have been sold with a warranty of three years or 36,000 miles. Accrued
warranty activity consisted of the following for the periods presented (in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2011 2010 2011 2010
Accrued warranty  beginning of period $6,289 $4,348 $ 5,417 $ 3,757
Warranty costs incurred (851) (496) (2,078) (1,398)
Provision for warranty 973 1,342 3,072 2,835
Accrued warranty  end of period $6,411 $5,194 $ 6,411 $ 5,194

We provide a warranty on all vehicle and production powertrain component sales, and we accrue warranty reserves at the time a vehicle or
production powertrain component is delivered to the customer. Warranty reserves include management s best estimate of the projected costs to
repair or to replace any items under warranty, based on actual warranty experience as it becomes available and other known factors that may
impact our evaluation of historical data. We review our reserves at least quarterly to ensure that our accruals are adequate in meeting expected
future warranty obligations, and we will adjust our estimates as needed. Warranty expense is recorded as a component of cost of revenues in the
condensed consolidated statements of operations. The portion of the warranty provision which is expected to be incurred within 12 months from
the balance sheet date is classified as current, while the remaining amount is classified as long-term liabilities.

Concentration of Risk

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

As of September 30, 2011 and December 31, 2010, our accounts receivable were derived primarily from sales of powertrain components to
Daimler and the development of powertrain systems for Toyota Motor Corporation (Toyota) (see Note 9).
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The following summarizes the accounts receivable in excess of 10% of our total accounts receivable:

September 30, December 31,
2011 2010
Toyota 53% 42%
Daimler 46% 51%

Single source suppliers provide us with a number of components that meet our manufacturing requirements. For example, Lotus Cars Limited
(Lotus) is the only manufacturer for certain components, such as the chassis of our Tesla Roadster. In other instances, although there may be
multiple suppliers available, many of the components used in our vehicles are purchased by us from a single source. If these single source
suppliers fail to satisfy our requirements on a timely basis at competitive prices, we could suffer manufacturing delays, a possible loss of
revenues, or incur higher cost of sales, any of which could adversely affect our operating results.

Net Loss per Share of Common Stock

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

The following table presents the potential common shares outstanding that were excluded from the computation of basic and diluted net loss per
share of common stock for the periods presented:

Nine Months Ended
September 30,
2011 2010
Period-end stock options to purchase common stock 15,496,749 13,207,367
Period-end DOE warrant to purchase common stock 3,090,111 3,090,111
Period-end common stock subject to repurchase 486 7,278

Comprehensive Loss

Comprehensive loss is comprised of net loss and other comprehensive loss. Other comprehensive loss consists of unrealized gains and losses on
our available-for-sale marketable securities that have been excluded from the determination of net loss. Other comprehensive loss for the three
and nine months ended September 30, 2011 was $24,000.
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Income Taxes

We estimate our income taxes in each of the tax jurisdictions in which we operate prior to the completion and filing of tax returns for such
periods. This process involves estimating actual current tax expense together with assessing temporary differences in the treatment of items for
tax purposes versus financial accounting purposes that may create net deferred tax assets and liabilities. Income taxes are completed using the
asset and liability method, which requires, among other things, that deferred income taxes be provided for temporary differences between the tax
bases of assets and liabilities and their financial statement reported amounts. In addition, deferred tax assets are recorded for the future benefit of
utilizing net operating losses, research and development credit carryforwards and temporary differences.

Valuation allowances are established when necessary to reduce our deferred tax assets to the amount we believe is more likely than not to be
realized. Because of the uncertainty of the realization of the deferred tax assets, we have recorded a full valuation allowance against our
domestic net deferred tax assets.

Unrecognized tax benefits relate to uncertainties in the application of complex global tax regulations. We regularly assess our tax positions in
light of significant legislative, bilateral tax treaty, regulatory and judicial developments in the countries in which we do business. We currently
do not believe there will be any material changes in our unrecognized tax benefits within the next 12 months.

Recent Accounting Pronouncements

In June 2011, the FASB issued an accounting standard update, which revises the manner in which companies present comprehensive income in
their financial statements. The new guidance removes the presentation options and requires entities to report components of comprehensive
income in either (1) a continuous statement of comprehensive income or (2) two separate but consecutive statements. The guidance is effective
for fiscal years, and interim periods within those years beginning after December 15, 2011. Early adoption is permitted. We anticipate adopting
the guidance in fiscal 2012. We do not expect the adoption of the guidance to have a material impact on our condensed consolidated financial
statements.

In January 2010, the FASB issued updated guidance related to fair value measurements and disclosures which requires a reporting entity to
disclose separately the amounts of significant transfers in and out of Level I and Level II fair value measurements and to describe the reasons for
the transfers. In addition, in the reconciliation of fair value measurements using Level III inputs, a reporting entity will be required to disclose
information about purchases, sales, issuances and settlements on a gross rather than on a net basis. The updated guidance will also require fair
value disclosures for each class of assets and liabilities and disclosures about the valuation techniques and inputs used to measure fair value for
both recurring and non-recurring Level I and Level III fair value measurements. The updated guidance is effective for interim or annual
reporting periods beginning after December 15, 2009, except for the disclosures regarding the reconciliation of Level III fair value
measurements, which are effective for fiscal years beginning after December 15, 2010 and for interim periods within those fiscal years. The
adoption of this updated guidance did not have a material impact on our condensed consolidated financial statements.

10
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3. Balance Sheet Components
Inventory

As of September 30, 2011 and December 31, 2010, our inventory consisted of the following components (in thousands):

September 30, December 31,

2011 2010
Raw materials $ 15,675 $ 15,936
Work in process 6,848 4,538
Finished goods 20,025 20,125
Service parts 6,668 4,583
Total $ 49,216 $ 45,182

Property, Plant and Equipment, net

As of September 30, 2011 and December 31, 2010, our property, plant and equipment consisted of the following components (in thousands):

September 30, December 31,
2011 2010
Computer equipment and software $ 8,953 $ 8,864
Office furniture, machinery and equipment 18,983 12,551
Tooling 16,166 15,913
Leasehold improvements 25,654 13,993
Land 26,391 26,391
Construction in progress 180,354 58,917
276,501 136,629
Less: Accumulated depreciation and amortization (28,379) (21,993)
Total $ 248,122 $ 114,636

Construction in progress is comprised primarily of assets related to the manufacturing of our Model S, including building improvements at our
manufacturing facility, the Tesla Factory, in Fremont, California as well as tooling and manufacturing equipment and capitalized interest
expense. We will start depreciating these assets upon commencement of our Model S production. Interest expense on outstanding debt is
capitalized during the period of significant capital asset construction. Capitalized interest on construction in progress is included in property,
plant and equipment, and is amortized over the life of the related assets. During the three and nine months ended September 30, 2011, we
capitalized $1.1 million and $2.8 million of interest expense, respectively.

Depreciation and amortization expense during the three and nine months ended September 30, 2011 and the three and nine months ended
September 30, 2010, was $3.7 million, $10.5 million, $2.7 million and $7.3 million, respectively.

Other Assets

As of September 30, 2011 and December 31, 2010, our other assets consisted of the following (in thousands):
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September 30, December 31,

2011 2010
Emission credits $ 14,508 $ 14,508
Loan facility issuance costs, net 6,570 7,053
Other 1,503 1,169
Total $ 22,581 $ 22,730

11
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Accrued Liabilities

As of September 30, 2011 and December 31, 2010, our accrued liabilities consisted of the following (in thousands):

September 30,
2011

Accrued purchases $ 22,424
Payroll and related costs 6,123
Accrued warranty 2,056
Taxes payable 1,962
Other 120
Total $ 32,685

Other Long-Term Liabilities

September 30,
2011

Environmental liabilities

Accrued warranty, long-term

Deferred rent liability
Other

Total

4. Fair Value of Financial Instruments

The carrying values of our financial instruments including cash equivalents, marketable securities, accounts receivable and accounts payable
approximate their fair value due to their short-term nature. As a basis for determining the fair value of certain of our assets and liabilities, we

December 31,
2010

$ 9,731
6,516

1,725

2,686

287

$ 20945

As of September 30, 2011 and December 31, 2010, our other long-term liabilities consisted of the following (in thousands):

December 31,
2010

$ 5,300

3,692

2,919

363

$ 12,274

established a three-tier fair value hierarchy which prioritizes the inputs used in measuring fair value as follows: (Level I) observable inputs such

as quoted prices in active markets; (Level II) inputs other than the quoted prices in active markets that are observable either directly or

indirectly; and (Level III) unobservable inputs in which there is little or no market data which requires us to develop our own assumptions. This

hierarchy requires us to use observable market data, when available, and to minimize the use of unobservable inputs when determining fair
value. Our financial assets that are measured at fair value on a recurring basis consist of cash equivalents and marketable securities. Our
liabilities that are measured at fair value on a recurring basis consist of our common stock warrant liability.

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

securities are classified within Level II of the fair value hierarchy. Our common stock warrant liability (see Note 6) is classified within Level I1I

of the fair value hierarchy.
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As of September 30, 2011 and December 31, 2010, the fair value hierarchy for our financial assets and financial liabilities that are carried at fair
value was as follows (in thousands):

September 30, 2011 December 31, 2010

Fair Value Level I Level 11 Level 111 Fair Value Level I Level I  Level III
Money market funds $ 235,381 $ 235,381 $ $ $ 145,708 $ 145,708 $ $
Corporate note 10,111 10,111
Commercial paper 54,949 54,949
Total $ 300,441 $ 235,381 $ 65,060 $ $ 145,708 $ 145,708 $ $
Common stock warrant liability $ 8,189 §$ $ $ 8189 $ 6,088 $ $ $ 6,088
Total $ 8,189 $ $ $ 8,189 $ 6,088 $ $ $ 6,088

Our available-for-sale marketable securities classified by security type as of September 30, 2011 consisted of the following (in thousands):

September 30, 2011
Gross Unrealized Gross Unrealized
Amortized Cost Gains Losses Fair Value
Corporate note $10,116 $ $ 5) $ 10,111
Commercial paper 54,968 (19) 54,949
Total $ 65,084 $ $ 24) $ 65,060

All of our marketable securities with continuous unrealized losses have been in an unrealized loss position for less than twelve months as of
September 30, 2011. We have determined that the gross unrealized losses on our marketable securities as of September 30, 2011 were temporary
in nature.

The changes in the fair value of our common stock and convertible preferred stock warrant liability were as follows (in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2011 2010 2011 2010
Fair value, beginning of period $ 7,849 $ 16,709 $ 6,088 $ 1,734
Issuances 6,293
Settlements and Extinguishments (6,962) (6,962)
Change in fair value 340 (3,072) 2,101 5,610
Fair value, end of period $8,189 $ 6,675 $8,189 $ 6,675

The estimated fair value of our long-term debt was approximately $171.7 million (par value of $225.0 million) and $53.4 million (par value of
$71.8 million) as of September 30, 2011 and December 31, 2010, respectively.

5. Reservation Payments

Reservation payments consist of payments that allow potential customers to hold a reservation for the future purchase of a Tesla Roadster or
Model S. These amounts are recorded as current liabilities until the vehicle is delivered. For our Tesla Roadsters manufactured to specification,
our current purchase agreement requires the payment of an initial nonrefundable deposit which varies based on the country of purchase. For the

Table of Contents 18



Edgar Filing: TESLA MOTORS INC - Form 10-Q

Model S, we require an initial refundable reservation payment of at least $5,000. For Tesla Roadsters purchased directly from our showrooms,
no deposit is required. Prior to the three months ended June 30, 2010, our reservation policy was to accept refundable reservation payments from
all customers who wished to purchase a Tesla Roadster and require full payment of the purchase price of the vehicle at the time the customer
selected their vehicle specifications. During the three months ended June 30, 2010, we changed our policy to require nonrefundable deposits for
Tesla Roadsters manufactured to specification at the time a customer enters into a purchase agreement. However, we 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. For customers who have placed a refundable reservation payment with us, the reservation payment becomes a
nonrefundable deposit once the customer has selected the vehicle specifications and enters into a purchase agreement. We require full payment
of the purchase price of the vehicle only upon delivery of the vehicle to the customer. Amounts received by us as reservation payments are
generally not restricted as to their use by us. Upon delivery of the vehicle, the related reservation payments are applied against the customer s
total purchase price for the vehicle and recognized in automotive sales as part of the respective vehicle sale.
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As of September 30, 2011, we held reservation payments for undelivered Model S sedans in an aggregate amount of $62.1 million and
reservation payments for Tesla Roadsters in an aggregate amount of $3.1 million. As of December 31, 2010, we held reservation payments for
undelivered Model S sedans in an aggregate amount of $28.3 million and reservation payments for Tesla Roadsters in an aggregate amount of
$2.5 million. In order to convert the reservation payments into revenue, we will need to sell vehicles to these customers. All reservation
payments for the Model S are fully refundable until such time that a customer enters into a purchase agreement.

6. Department of Energy Loan Facility

On January 20, 2010, we entered into a loan facility with the Federal Financing Bank (FFB), and the Department of Energy (DOE), pursuant to
the Advanced Technology Vehicles Manufacturing (ATVM) Incentive Program (the DOE Loan Facility). Under the DOE Loan 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, which will be
available to finance up to 80% of the costs eligible for funding for the powertrain engineering and the build out of a facility to design and
manufacture lithium-ion battery packs, electric motors and electric components and the development of, and to build out the manufacturing
facility for, our Model S sedan. Under the DOE Loan Facility, we are responsible for the remaining 20% of the costs eligible for funding under
the ATVM Program for the projects as well as any cost overruns for each project. Loans may be requested under the facilities until January 22,
2013, and we have committed to complete the projects being financed prior to such date. All outstanding amounts under the Loan Facility will
be due and payable in September 2019 and September 2022.

Our DOE Loan Facility draw-downs were as follows (in thousands):

Loan Facility Available

for Future Draw-downs Interest rates
Beginning Balance, January, 2010 $ 465,048
Draw-downs received during the three months ended March 31, 2010 (29,920) 2.9% - 3.4%
Draw-downs received during the three months ended June 30, 2010 (15,499) 2.5% - 3.4%
Draw-downs received during the three months ended September 30, 2010 (11,138) 1.7% - 2.6%
Draw-downs received during the three months ended December 31, 2010 (15,271) 1.7% - 2.8%
Remaining Balance, December 31, 2010 393,220
Draw-downs received during the three months ended March 31, 2011 (30,656) 2.1% - 3.0%
Draw-downs received during the three months ended June 30, 2011 (31,693) 1.8% - 2.7%
Draw-downs received during the three months ended September 30, 2011 (90,822) 1.0% - 1.4%
Remaining Balance, September 30, 2011 $ 240,049

The DOE Loan Facility contains customary operational and financial covenants with which we must comply, and impose restrictions on, among
other things, additional indebtedness, liens, various fundamental changes to our business (including mergers and acquisitions), payments,
expenditures, investments, transactions with affiliates, and other aspects regarding the management of our finances. We are currently in
compliance with these covenants. All obligations under the DOE Loan Facility are secured by substantially all of our property.
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In addition to our obligation to fund a portion of the project costs as described above, we agreed to, and upon completion of our IPO in 2010, set
aside $100 million to fund a separate dedicated account under our DOE Loan Facility. This dedicated account can be used by us to fund any cost
overruns for our powertrain and Model S manufacturing facility projects and is used as a mechanism to defer advances 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 upfront, 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 will be then required to deposit a portion of these reimbursements into the dedicated
account, in an amount equal to up to 30% of the remaining project costs for the applicable project, and these amounts may similarly be used by
us to fund project costs and cost overruns and will similarly be eligible for reimbursement by the draw-down of additional loans under the DOE
Loan Facility once used in full, or as part of the final advance for the applicable project. Depending on the timing and magnitude of our
draw-downs and the funding requirements of the dedicated account, the balance of the dedicated account will fluctuate throughout the period in
which we plan to make draw-downs under the DOE Loan Facility. Upon completion of our final advance under the DOE Loan Facility, the
balance in the dedicated account will be fully transferred out of the dedicated account. As of September 30, 2011 and December 31, 2010, $55.3
million and $73.6 million were held in the dedicated account, respectively. As we expect to transfer the current balance out of the dedicated
account within one year, we have classified such cash as current restricted cash on the condensed consolidated balance sheets. Pursuant to our
DOE Loan Facility, we were not required to hold any portion of the net proceeds from our follow-on public offering and the concurrent private
placements completed in June 2011 in the dedicated account.

DOE Warrant

In connection with the closing of the DOE Loan Facility, we have also issued a warrant to the DOE to purchase up to 9,255,035 shares of our
Series E convertible preferred stock at an exercise price of $2.51 per share. Upon the completion of our IPO on July 2, 2010, this preferred stock
warrant became a warrant to purchase up to 3,090,111 shares of common stock at an exercise price of $7.54 per share. Beginning on

December 15, 2018 and until December 14, 2022, the shares subject to purchase under the warrant will vest and become exercisable in quarterly
amounts depending on the average outstanding balance of the loan during the prior quarter. The warrant may be exercised until December 15,
2023. If we prepay the DOE Loan Facility in part or in full, the total amount of shares exercisable under the warrant will be reduced.

Since the number of shares ultimately issuable under the warrants will vary depending on the average outstanding balance of the loan during the
contractual vesting period, and decisions to prepay would be influenced by our future stock price as well as the interest rates on our loans in
relation to market interest rates, we measured the fair value of the warrant using a Monte Carlo simulation approach. The Monte Carlo approach
simulates and captures the optimal decisions to be made between prepaying the DOE loan and the cancellation of the DOE warrant. For the
purposes of the simulation, the optimal decision represents the scenario with the lowest economic cost to us. The total warrant value would then
be calculated as the average warrant payoff across all simulated paths discounted to our valuation date. The prepayment feature which allows us
to prepay the DOE Loan Facility and consequently, affect the number of shares ultimately issuable under the DOE warrant was determined to
represent an embedded derivative. This embedded derivative is inherently valued and accounted for as part of the warrant liability on our
condensed consolidated balance sheets. Changes to the fair value of the embedded derivative are reflected as part of the warrant liability
re-measurement to fair value at each balance sheet reporting date.

The warrant is recorded at its estimated fair value with changes in its fair value reflected in other expense, net, until its expiration or vesting. The
fair value of the warrant at issuance was $6.3 million, and along with the DOE Loan Facility fee of $0.5 million and other debt issuance costs of
$0.9 million, represents a cost of closing the loan facility and is being amortized to interest expense over the expected term of the DOE Loan
Facility of approximately 13 years. During the three and nine months ended September 30, 2011, we amortized $0.2 million and $0.5 million to
interest expense, respectively. During the three and nine months ended September 30, 2010, we amortized $0.2 million and $0.4 million to
interest expense, respectively.

The DOE warrant will continue to be recorded at its estimated fair value with changes in the fair value reflected in other expense, net, as the
number of shares of common stock ultimately issuable under the warrant is variable until its expiration or vesting. As of September 30, 2011 and
December 31, 2010, the fair value of the DOE warrant was $8.2 million and $6.1 million, respectively. During the three and nine months ended
September 30, 2011, we recognized expense for the change in the fair value of the DOE warrant in the amount of $0.3 million and $2.1 million,
respectively. During the three months ended September 30, 2010, we recognized income for the change in the fair value of the DOE warrant in
the amount of $0.7 million and during the nine months ended September 30, 2010, we recognized expense for the change in the fair value of
$0.4 million through other income (expense), net, in the condensed consolidated statements of operations.
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7. Equity Incentive Plans

Effective January 1, 2006, we adopted the fair value method of accounting for stock options granted to employees which requires the recognition
of compensation expense for costs related to all share-based payments, including stock options.

Prior to the completion of our IPO, the fair value of the shares of common stock underlying the stock options has historically been determined
by the Board of Directors as there was no public market for our common stock. The Board of Directors has determined fair value of the common
stock at the time of each grant of options by considering a number of objective and subjective factors including the valuation of comparable
companies, sales of convertible preferred stock to unrelated third parties, operating and financial performance, the lack of liquidity of capital
stock, and trends in the broader automobile industry.

Subsequent to the completion of our [PO, we account for stock-based compensation by measuring and recognizing the fair value of all
stock-based payment awards made to employees based on the estimated grant date fair values, including employee stock options and the
employee stock based purchase plan. We use the Black-Scholes option pricing model to estimate the value of employee stock options which
requires a number of assumptions to determine the model inputs. These include the expected volatility of the stock s market price, the expected
term of the stock-based awards, the expected risk free rate of interest and any dividend yields. As stock-based compensation expense is based on
awards ultimately expected to vest, it has been reduced for estimated forfeitures. We estimate and adjust forfeiture rates based on a periodic
review of recent forfeiture activity and expected future employee turnover. As we have been operating as a public company for a period of time
that is shorter than our estimated expected option life, we concluded that our historical price volatility does not provide a reasonable basis for
input assumptions within its Black-Scholes valuation model when determining the fair value of its stock options. As a result, our expected
volatility is based on the historical volatility of a peer group of publicly traded companies.

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

Three Months Ended Nine Months Ended
September 30, September 30,
2011 2010 2011 2010
Cost of sales $ 171 $ 72 $ 506 $ 150
Research and development 3,588 1,256 8,904 2,088
Selling, general and administrative 4,127 2,483 11,327 11,075
Total $ 7,886 $3,811 $20,737 $ 13,313

8. Information about Geographic Areas

We have determined that we operate in one reporting segment which is the design, development, manufacturing and sales of electric vehicles
and electric vehicle powertrain components.
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The following tables set forth revenues and long-lived assets by geographic area (in thousands):

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

2011 2010 2011 2010
North America $ 31,357 $ 8,586 $ 89,282 $ 28,105
Europe 24,619 21,317 67,766 49,936
Asia 1,690 1,338 7,819 2,417
Total $ 57,666 $31,241 $ 164,867 $ 80,458

During the three and nine months ended September 30, 2011 and 2010, we recognized revenues of $30.9 million, $87.5 million, $7.1 million and
$24.4 million in the United States, respectively.

Long-lived Assets

September 30, December 31,

2011 2010
United States $ 254,903 $ 119,014
International 4,891 3,585
Total $ 259,794 $ 122,599

9. Development Services
Daimler AG
Daimler A-Class P