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remedy phase of the above-referenced safeguard action for the Commission’s 
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request business proprietary treatment for the bracketed information (identified by “[ ]”) 
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confidential information released to counsel under the administrative protective order.  

This information constitutes the type of information normally treated as business 

confidential pursuant to 19 C.F.R. § 201.6, is not available to the public, and would cause 

substantial harm to parties’ competitive position if it were released to the public. 

Please contact the undersigned if you have any questions. 

    

Sincerely, 

 

ALSTON & BIRD LLP 

 

 

s/ Kenneth Weigel 

Kenneth Weigel 

Chunlian Yang 

 

Counsel to Tesla, Inc.  
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I. Introduction  

On behalf of Tesla, Inc. (“Tesla”), we respectfully submit this post-hearing brief in the 

remedy phase of this safeguard action on crystalline silicon photovoltaic (“CSPV”) cells, whether 

or not partially or fully assembled into other products.  We also respond to the International Trade 

Commission’s (“ITC” or “Commission”) questions for Tesla in the Appendix.    

Tesla is an integrated solar power company.  Its mission is to accelerate the world’s 

transition to sustainable energy.  Tesla manufactures CSPV cells and modules in the U.S., and as 

a result of significant investments over the last few years it will soon be the largest U.S. producer 

of CSPV cells and modules.  It is also a major domestic installer of solar power systems that 

requires imports. 

Tesla opposes the petition of Suniva and SolarWorld (“Petitioners”) not because it desires 

to produce in China, as incorrectly stated by Petitioners at the Commission’s October 3, 2017, 

hearing.  To the contrary, Tesla is building the largest CSPV cell and module factory in the U.S. 

and it has consistently stated that it will be doing so regardless of the outcome of this proceeding.1  

Tesla opposes this proceeding because it threatens to significantly harm the U.S. solar industry at 

large and also because any import restrictions arising from this proceeding could negatively impact 

Tesla’s U.S. production plans.   

Tesla recognizes that having found injury, the Commission must recommend a remedy.  In 

this respect, Tesla agrees with the Solar Energy Industries Association (“SEIA”) that assistance to 

the U.S. industry such as trade adjustment and technical assistance is the appropriate remedy.  

                                                 
1 See July 25, 2017 article on Axios Generate, available at https://www.axios.com/generate-2464763535.html (last 

visited October 8, 2017) ("Although we are currently building the largest solar cell and module manufacturing plant 

in the US, we still oppose this petition. Tesla is committed to expanding its domestic manufacturing with or without 

any tariff or price guarantees.”).  

https://www.axios.com/generate-2464763535.html
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Tesla opposes any remedy in this proceeding that would impose restrictions on imports of fairly 

traded CSPV cells and modules.  As explained below, Tesla most strongly opposes any import 

restrictions on CSPV cells because [ ] U.S. industry members require cells to 

produce modules and these cells must be imported.  The imposition of import restrictions on CSPV 

cells will harm domestic CSPV module producers with no offsetting benefits, and thus are clearly 

not an appropriate remedy under the statute.2     

II. Tesla 

A. Overview  

Tesla is the world’s only fully integrated sustainable energy company offering end-to-end 

clean energy products, including generation, storage and consumption.  With almost 30,000 

employees in the U.S., Tesla offers customers better and more affordable ways to drive clean cars, 

use battery packs to consume energy more efficiently, and make use of solar energy.  With its 2016 

acquisition of SolarCity Corporation (“SolarCity”), Tesla now offers a full suite of energy products 

that incorporates solar, storage, and grid services.3  Tesla is among the largest full-service solar 

power providers in the U.S., operating the country’s largest residential solar installation business, 

and having assembled one of the most experienced clean energy project design and installation 

teams in the world.   

Tesla is more dedicated to domestic manufacturing than anyone.  In Fremont, CA, Tesla 

has broken barriers in developing and manufacturing high-performance automobiles like the 

Model S, which is  not only the highest performing and top-selling vehicle in its class (including 

                                                 
2 Specifically, 19 U.S.C. § 2253(a) mandates that the President shall take all appropriate and feasible action which 

will facilitate efforts by the domestic industry to make a positive adjustment to import competition and provide 

greater economic and social benefits than costs.  

3 For simplicity, “Tesla” is used herein although actions prior to this time were by SolarCity.  Tesla continues to use 

the SolarCity name.   
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electric vehicles or otherwise) —with long range and absolutely no tailpipe emissions—but also 

the safest, highest-rated cars in the world.  It has also produced CSPV cells and modules in 

Fremont, and, to meet U.S. consumer demand, is presently ramping up production at the Western 

Hemisphere’s largest solar manufacturing facility, its Gigafactory 2, in Buffalo, NY.  In addition, 

in Sparks, NV, Tesla’s Gigafactory 1 began advanced lithium ion battery production to support its 

vehicle manufacturing, solar storage, and grid services products this year.  Gigafactory 1 will 

produce [ ] of lithium-ion battery cells annually, nearly as much as the rest of the 

entire world’s battery production combined.  

B. Tesla’s Solar Power Installation Business 

Tesla (d/b/a as SolarCity) operates the largest residential solar installation business in the 

U.S.  Accordingly, Tesla has been a major purchaser of CSPV modules.  Since its founding in 

2006, SolarCity has purchased imported modules because the domestic supply of reliable, 

bankable modules has been unable to keep up with the company’s growing need.  This remains 

true in 2017 and Tesla anticipates that this purchasing will need to continue despite any remedy in 

this proceeding, as existing and planned U.S. CSPV production will not be sufficient to meet U.S. 

demand.4 

C. Tesla’s Domestic Solar Manufacturing Business 

In recent years, Tesla began a vertical integration process to produce CSPV cells and 

modules, specifically both panels and roof tiles, for installation by Tesla (d/b/a as SolarCity).  The 

efforts began at its facility in Fremont, CA, and were expanded in 2014 with the construction of 

its Gigafactory 2 facility in Buffalo, NY.  Gigafactory 2 is being built in partnership with the State 

of New York.  Tesla has invested hundreds of millions of dollars in the construction, tooling, and 

                                                 
4 See Appendix for specific quantities.  
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development of both the Fremont and Buffalo CSPV facilities, which will result in Tesla becoming 

the largest solar manufacturer in the U.S. and the Western Hemisphere.  The Gigafactory 2 solar 

manufacturing facility is 1.2 million square feet in size and occupies a former Republic Steel site.  

The facility began initial module production in the fall of 2017 [ ].  Gigafactory 

2 will [ ].  In 2019, 

Gigafactory 2 will produce at least 1.0 gigawatts of cells and modules (consisting of both panels 

and Tesla Solar Roof tiles) annually.5   

As part of Tesla’s investment in domestic solar manufacturing, the company has made 

significant employment and investment commitments to the State of New York.  Specifically, 

Tesla will employ at least 1,460 jobs in Western New York, with at least 500 of such jobs for the 

manufacturing operation at the facility.  Tesla also will spend approximately $5 billion in 

combined capital, operational expenses and other costs in the State of New York during the 10-

year period following full production.  The commitment also includes overall job numbers in New 

York State over a 10-year period and consideration of New York-based suppliers.6   

Statements at the Commission’s remedy hearing on October 3, 2017, that Tesla was 

awaiting the outcome of the section 201 case to make decisions on its U.S. production and was 

considering production in China are simply false.7  Tesla and the State of New York carried on 

significant investment in domestic manufacturing at the same time Petitioners were alleging that a 

surge in CSPV imports constituted a substantial cause of serious injury.  Obviously, Tesla and the 

State of New York saw the situation differently. 

                                                 
5 See Tesla, Inc. Form 10-Q (August 2017) at 32, attached as Exhibit A.  See, also, Appendix answers to ITC’s 

questions for specific production figures. 

6 See SolarCity Corporation Form 10-Q (November 2016) at 64, attached as Exhibit B.   

7 In fact, in 2016 Tesla shut down a small Chinese manufacturing facility it acquired in the purchase of Silevo, Inc.   

http://files.shareholder.com/downloads/ABEA-4CW8X0/5282533006x0xS1564590-17-15705/1318605/filing.pdf%20at%2024
http://files.shareholder.com/downloads/ABEA-4CW8X0/5282533006x0xS1564590-16-28647/1408356/filing.pdf
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D. Tesla’s U.S. Production [ ]  

Gigafactory 2, when complete, will be a high volume domestic manufacturer of CSPV 

modules and cells.  Like Petitioners, Tesla will [ ] of the CSPV cell 

production of its Buffalo facility.  Presently, [ ] current module 

production at Buffalo.  Tesla estimates it will require approximately [ ] 

in 2017, and approximately [ ] in 2018 as Buffalo [  

].  Even when full cell production is achieved in 

Buffalo, Tesla [ ].  

Moreover, based on current plans, Tesla’s U.S. module production (both panels and Solar Roof 

tiles) will [ ].8  Therefore, Tesla will [  

 

 

] cells.  Tesla estimates a [  

].   

III. Tesla’s Views on Remedy 

A number of remedy proposals have been put forward by Petitioners and Respondents.  

Some of the proposals, such as minimum prices or settlement of antidumping and countervailing 

duty proceedings, are not allowed by the statute and must therefore be dismissed outright.9  Tesla 

has the following thoughts and suggestions on remedies the Commission may recommend. 

 

                                                 
8 [ ] Tesla’s innovative Solar Roof products, which are uniquely designed 

glass tiles that complement the aesthetics of any home and use embedded highest efficiency CSPV cells. See Tesla 

Press Information concerning Solar Roof, available at https://www.tesla.com/presskit (last visited on October 9, 

2017), attached as Exhibit C.  

 
9 See 19 USC § 2253(a)(3). 

https://www.tesla.com/presskit
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A. Any Remedies on Cells and Modules Must Be Different  

As an initial matter, Tesla agrees with Petitioners that there should be different remedies 

with respect to cells and modules.  Separate remedies are appropriate for a number of reasons. 

The Commission record contains information on both cells and modules.  The Commission 

collected U.S. import data for CPSV products in several forms: cell, laminate, off-grid portable 

consumer goods, module/panel form, and integrated building materials form.10  The Commission 

also reported U.S. cell production separately from module production.11  This information shows 

that while imports of both modules and cells increased from 2012 to 2016, the largest absolute 

quantity increase in U.S. imports of CSPV products was observed for modules.12  The Staff Report 

shows that while the imports of modules were [ ] higher in 2016 than in 2012, 

U.S. imports of cells were only [ ] percent higher in 2016 than in 2012.13  Among U.S. imports 

of all CSPV products, the share of cells by quantity actually [  

] percent in 2016 as apparent U.S. consumption of CSPV products increased by [ ] 

percent during 2012-16.14  Cell imports cannot be a cause of the alleged injury.  Indeed, the 

competition Petitioners’ complained about occurs only in the sale of modules.15 

The production of cells and modules also differs significantly in terms of facilities and start 

up times, supporting different remedies.  Production of cells and modules have been characterized 

by the Commission as different “principal stages {in the} … manufacture {of} CSPV products.”16  

                                                 
10 Public Staff Report (“PSR”) at II-14-15.   

11 See PSR, Section III. 

12 PSR at II-14. 

13 Confidential Staff Report (“CSR”) at II-14.   

14 CSR at II-15, Table II-4 CSPV products: U.S. imports, by form, 2012-16; CSR at IV-1.  

15 See id.  

16 PSR at I-24.   
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The Commission Staff report recognizes that “{c}ompanies may source products at each stage of 

the value chain or produce the products in-house.”17  Discussing the production of cells, the Staff 

explains that it is “capital intensive and requires a skilled workforce.  Some firms use a highly 

automated manufacturing process, while others mix automation and manual labor in their 

production processes.”18  In contrast, module “assembly varies depending on the company, though 

it is generally the most labor intensive part of the manufacturing process.”19   

These differences support different remedies being imposed for cells and modules.   

B. Trade Adjustment and Other Assistance to the U.S. Industry is the 

Appropriate Remedy 

Tesla supports proposals that would provide financial assistance to the U.S. industry to 

facilitate changes to allow it to adjust to the fairly traded import competition.  Specifically, Tesla 

supports SEIA’s proposals as to assistance.20 

The Commission’s task is to suggest to the President a remedy that is both allowed by the 

statute and will help the domestic industry, including Tesla, adjust to increased fairly traded 

imports.  Clearly, the price of solar power has declined as is true with technology in general, and 

apparently Petitioners are not able to compete with today’s fair prices.  These facts point to the 

need of Petitioners to invest to be able to produce CSPV modules at competitive prices (or to leave 

                                                 
17 Id.   

18 PSR I-28-29.   

19 PSR at I-31. 

20 Tesla also supports proposals that would result in disbursements of money to the domestic industry including Tesla 

to facilitate the efforts of the domestic industry to make a positive adjustment to import competition.  These payments 

should be based on amounts of past capital investments in U.S. CSPV manufacturing infrastructure.  However, 

disbursements may require the Commission to recommend the submission of legislative proposals to Congress.  Given 

the uncertainties innate in the legislative process, such a remedy may not be achievable and may not result in legislation 

to allow such disbursements.  Accordingly, Tesla recommends the Commission consider an Earned Import Allowance 

Program that recognizes both recent past capital investment as well as future domestic cell and module production to 

allow such domestic industry investors to import CSPV cells and modules without regard to any import restrictions 

imposed as a result of this proceeding. 
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the market).  This conclusion suggests a remedy of financial and other assistance to the U.S. 

industry and its workers.  A temporary, artificially high priced U.S. market might allow Petitioners 

to sell products in the short run, but will not solve their problems.  It will, however, severely harm 

the U.S. solar industry for years to come.   

C. Import Restrictions are Not Appropriate  

i. In General  

The statute enumerates factors that the President must consider in taking any action to 

facilitate efforts by the domestic industry to adjust to import competition.21  Especially important 

in this case is that the President must weigh the short- and long-term economic and social costs 

and benefits of any remedy.  Also, any remedy must be consistent with the national economic 

interests of the United States considering the effects of the remedy on taxpayers, communities, 

workers, consumers and competition.  In other words, a cost-benefit analysis must be done on any 

remedy and the Commission must consider more than just what is good for Petitioners.  All of 

these considerations point to import restrictions not being an appropriate remedy. 

As SEIA and other Respondents testified at the hearing, import restrictions would be 

extremely detrimental to the U.S. solar industry, as well as U.S. consumers and utilities and tens 

of thousands of U.S. workers.  Import restrictions would make solar power uncompetitive with 

other sources of energy.  Moreover, it is not clear that these high costs of import restrictions would 

solve Petitioners’ problems.  Petitioners need help to adjust to fairly traded imports; artificially 

temporarily attempting to increase the price of CSPV solar power in the U.S. market through duties 

or quotas or both will not facilitate adjustment.  In contrast, providing technical and financial 

assistance to Petitioners would more directly allow them to have funds to invest and retool their 

                                                 
21 See 19 U.S.C § 2253(a)(2).   
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production facilities.  Moreover, this approach would not harm the U.S. solar energy industry, 

consumers and utilities.  Clearly, this is the preferable method under the cost-benefit analysis that 

the statute requires for any remedy.  

ii. Import Restrictions on Cells Would Harm the U.S. Industry 

The facts in the record rule out any import restrictions on cells.  During the period of 

investigation and today, there is no merchant market for domestically produced CSPV cells.  U.S. 

producers’ shipments of CSPV cells are consumed internally or by related firms outside the United 

States.22  The Staff report shows that in 2016, [ ] percent of the U.S. producers’ shipments of 

CSPV cells were internally consumed in the U.S., with the majority of the balance ([ ] percent) 

being consumed by related firms outside the U.S.  In 2016, only [ ] percent of U.S. producers’ 

total shipments were commercially shipped in the U.S.  [ ] 

commercial U.S. shipments of CSPV products made by U.S. producers are in module or panel 

form.23   

The domestic industry in this section 201 investigation includes Independent CSPV 

module producers who must buy cells for their module production.  The only available cells are 

imported as there is no merchant market in U.S. cells.  Imported cells are [  

 

].  As explained above, 

[  

] at its Buffalo facility.    

                                                 
22 PSR at III-27. 

23 CSR at III-32. 
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 However, Petitioners cannot complain about injury from cell imports when the record 

shows that they do not sell cells.  Similarly, exempting cell imports from any import restrictive 

remedy will not harm, and can help, Petitioners’ domestic module production.  

Suniva claimed at the October 3, 2017, hearing that if it reopens its facility, it will produce 

more cells than it needs for module production, thus implying it will sell cells in the U.S. merchant 

market.  This statement is pure, unsupported speculation.  Importantly, it is inconsistent with 

Suniva’s past actions.  In fashioning a remedy recommendation, the Commission should not 

assume that Suniva will produce more cells than it needs and that it will sell these CSPV cells in 

the U.S. merchant market in the future.  Suniva is in bankruptcy and its cell production facility is 

shuttered.  It is not producing cells today.  Moreover, even if Suniva reopened in the future, its 

past history was not to sell CSPV cells; it was to have modules made outside the U.S.  And with 

its suggested exclusion of modules made from U.S. cells from any remedy, Suniva is believed to 

be considering exporting cells for the production of modules outside of the U.S.  Accepting 

Suniva’s speculation in fashioning a recommended remedy is unsupported by the record and would 

result in [ ].   

In fact, any import restrictive remedy is unlikely to lead to a short-term increase in U.S. 

cell production.  Cell production is very costly and as Tesla knows, it takes years to open a new 

cell production facility because of, among other things, the lead times required for equipment.  

Accordingly, import restrictions on cells would not result in U.S. cell production becoming 

available for the merchant market for years, if ever.   

Indeed, the Commission record shows the need for imported cells with at least [ ] U.S. 

producers of CSPV products, including [ ], which used imported cells during 2012-
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16.24  SolarWorld acknowledges the need for cell imports so U.S. companies can produce modules 

in its proposed remedy.25  However, the quota proposed by SolarWorld is woefully inadequate for 

current domestic module production demands.  In fact, nearly the entire proposed quota for cell 

imports could be [  

] of cells.  

In sum, the Commission should not recommend any remedy that applies import restraints, 

and clearly not import restrictions on CSPV cells.  There has been no U.S. cell merchant market 

and there is no reasonable indication that there will be one in the next few years.  Any remedy 

restricting imports of CSPV cells would have a devastating impact on U.S. module producers, such 

as Mission26, and downstream solar equipment manufacturing and installation industries.  Thus, if 

the Commission were to recommend trade restrictions, it should exclude CSPV cells; a remedy 

restricting imports of CSPV cells would harm U.S. module producers with no benefit for anyone 

including current U.S. cell producers.    

IV. Conclusion  

Tesla supports SEIA and other Respondents in suggesting that the appropriate remedy is 

assistance to Petitioners to allow them to adjust to the fair trade and current market prices.    

If the Commission nevertheless decides to recommend import restrictions, it must exclude 

CSPV cells from the remedy as they are required by U.S. module producers and have had to be 

imported in the past.  Suniva’s claim that it will produce and sell cells in the U.S. merchant market 

is unsupported speculation that should not influence the Commission’s remedy recommendation.   

                                                 
24 See CSR at II-21-27. 

25 See SolarWorld’s September 28, 2017 remedy prehearing brief at 17-18.  

26 See Mission Solar Energy LLC’s remedy pre-hearing brief dated September 27, 2017.  
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Tesla is demonstrating that there will be a thriving domestic solar module production 

industry without import restrictions.  Accordingly, Tesla urges the Commission not to recommend 

import restrictions to the President, especially on cells, and instead to recommend trade adjustment 

and other assistance to U.S. CSPV cell and module producers. 

        

Respectfully submitted, 

/s/ Kenneth Weigel 

Kenneth Weigel 

Chunlian Yang 

 

ALSTON & BIRD LLP 

 

Counsel to Tesla, Inc.  
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Appendix: Tesla’s Response to Commission Questions 

 

1. For Tesla: At the Commission’s remedy hearing on October 3, 2017, a witness for 

LG stated that in their conversations with Tesla, they had the impression that Tesla 

was waiting for the outcome of this safeguard case before deciding on its future U.S. 

production of CSPV cells and modules. This statement was echoed by Petitioners in 

their closing statements as evidence that Tesla would likely invest in additional 

capacity here in the United States only if a robust remedy was imposed.  

 

Answer: Tesla is a U.S. owned company committed to U.S. production as evidenced in its 

investments in the manufacturing of cars, batteries, and CSPV products in the U.S.  Tesla decided 

years ago to manufacture CSPV cells and modules in the U.S.  Tesla produced some CSPV cells 

and modules in Fremont CA, and began building the Buffalo, NY Gigafactory 2 in 2014.  Tesla’s 

planned cell and module production in the U.S. are not dependent on the outcome of this safeguard 

action. 

 

a. What are Tesla’s current plans for its cell and module production in 

the United States in 2018 specifically and also in the next three years, absent any 

additional restrictions on imports? 

 

Answer: While Tesla’s cell and module production plans are not dependent on import 

restrictions, they may be harmed by import restrictions as the Buffalo facility [  

].   

Tesla has begun [  

].  For production of panels in 

Buffalo, Tesla [ ]:   

 

2018 [ ] MW 

2019 [ ] MW 

2020 [ ] MW  

 

Tesla currently plans to [ ].  
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With respect to domestic cell production, the Buffalo facility plans to ramp up production 

from [ ] time period to [  

].  Present Buffalo cell production plans are as follows:   

2018 [  ] MW 

2019 [ ] MW 

2020 [ ] MW  

 

In addition to panels, Tesla plans to produce Tesla [  

 

]:  

[  ] Volume Estimates 

 2018 2019 2020 

MW - [ ] [ ] [ ]  [ ] 

MW - [ ] [ ] [ ] [ ] 

 

In total, Tesla [  

 

]. 

Also, it is important for the Commission to understand that Tesla’s planned [  

] U.S. panel production.  Tesla estimates 

[  

].  

These amounts do not include [ ].  In other words, [  

] business in 

2018 and [ ] in 2019 and [ ] in 2020. 
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b. If restrictive trade remedies similar to those suggested by Suniva and 

SolarWorld in their prehearing remedy briefs are imposed by the President, how 

would this affect Tesla’s decision to produce cells and modules in 2018 and in the 

next three years?  

 

Answer: Imposition of restrictive trade measures will not have any impact on Tesla’s U.S. cell 

production plans.  Tesla is committed to U.S. production.   However, as Tesla has learned, it takes 

years to build a factory to make cells and to ramp up production.  Petitioners’ suggested import 

restrictions [ ] in the United States.  Despite claims 

to the contrary by Suniva at the hearing, Suniva currently is not even operating, no less selling 

cells in the U.S. and thus Tesla must [ ].  Petitioners’ 

restrictive trade remedies would [  

].  

 

2. For all parties: If you have performed any economic modeling, please be sure 

to include all inputs, outputs, and detailed methodology. 

 

Answer: Tesla is not submitting any economic modeling.  

*** 
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the plans, intentions or expectations disclosed in these forward-looking statements, and you should not place undue reliance on these forward-looking statements. These forward-looking
statements involve risks and uncertainties that could cause our actual results or events to differ materially from the plans, intentions or expectations disclosed in these forward-looking
statements, including, without limitation, the risks set forth in Part II, Item 1A, “Risk Factors” in this Quarterly Report on Form 10-Q and in our other filings with the Securities and
Exchange Commission. We do not assume any obligation to update any forward-looking statements.
 
 
 

 
 



 

I TEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis should be read in conjunction with the consolidated financial statements and the accompanying notes included elsewhere in this Quarterly Report
on Form 10-Q.

Overview

Our mission is to accelerate the world’s transition to sustainable energy. We design, develop, manufacture, lease and sell high-performance fully electric vehicles, solar energy
generation systems and energy storage products. We also offer maintenance, installation, operation and other services related to our products.

Automotive

Our production vehicle fleet includes our Model S premium sedan and our Model X sport utility vehicle, which are our highest-performance and most capable vehicles, and
beginning in July 2017, our Model 3, a lower priced sedan designed for the mass market. We continue to enhance our vehicle offerings with enhanced Autopilot options, Internet
connectivity and free over-the-air software updates. We continually deploy our internally developed software into the vehicle fleet, depending on the hardware of the vehicle, to provide
additional safety and convenience features. We are also actively working on future vehicles, such as a 100%-electric semi-truck.

In July 2017, we completed our engineering, manufacturing and supply chain efforts on Model 3 product development, and commenced production of Model 3 on schedule. We
are continuing preparations at our production facilities and continue to work closely with all Model 3 suppliers as we ramp to volume production.

Energy Generation and Storage

Our energy storage products, which we manufacture at Gigafactory 1, consist of Powerwall for residential applications and Powerpack for commercial, industrial and utility-
scale applications. We also plan to manufacture our Solar Roof as well as solar panels at our Gigafactory 2 in Buffalo, New York. In May 2017, we began accepting reservations for
Solar Roof. We started pilot manufacturing Solar Roof tiles in the second quarter of 2017 in Fremont, and plan to transition to production before the end of the year to Gigafactory 2. Our
partner, Panasonic, will provide capital and operational support to manufacture photovoltaic (“PV”) cells, thus enabling high volume integrated tile and PV cell production at a single
facility.

Management Opportunities, Challenges and Risks

Automotive Demand, Production and Deliveries

We improve our production vehicles by introducing new over-the-air software updates continually, and new model variants from time to time, that improve range, performance,
safety and value, and we expect to continue to do so. For example, we have recently expanded offerings of our battery size for Model S and Model X to cater to a wider range of
consumers. Likewise, while early Model 3 vehicles will have a limited number of permutations, which significantly reduces manufacturing complexity and streamline the purchasing
process for our customers, we will gradually introduce additional options, such as Dual Motor All Wheel Drive, as we ramp production. We also expect that the demand for our vehicles
will continue to increase as we improve our vehicles, expand our retail, service and charging infrastructure, and as we develop and introduce new vehicle variants and models. In
addition, the introduction of the more affordable Model 3 will continue to generate incremental demand for our vehicles by making our vehicles accessible to a larger market.

We are making progress in increasing vehicle production. For the three months ended June 30, 2017, we produced 25,708 vehicles, a new quarterly record, despite a production
shortfall of 100 kWh battery packs for Model S and Model X through early June 2017 and disruptions from extensive installation of Model 3 manufacturing equipment. For Model 3, as
is inherent in the production ramp of each all-new product, we expect production to begin slowly, grow exponentially, and then tail off at full production. Accordingly, we expect to
achieve a rate of 5,000 Model 3 vehicles per week by the end of 2017. We expect to further ramp to a rate of 10,000 Model 3 vehicles per week, and an annual Tesla vehicle production
rate in excess of 500,000, at some point in 2018. We have designed Model 3 to facilitate a ramp to volume production, including through production facilities that are highly dense and
automated, resulting in costs of materials and labor for Model 3 that are expected to be significantly lower than those of Model S and Model X. We also expect to make additional
investments and preparations as we make milestone-based payments for Model 3 equipment and continue with Gigafactory 1 construction, in addition to expanding our Supercharger,
store, delivery hub and service networks.

In addition to expanding our vehicle production and deliveries, we expect to continue to lower the cost of manufacturing our vehicles over the next several quarters due to
economies of scale, material cost reductions and more efficient manufacturing. We have achieved cost improvements through material cost reductions from both engineering and



commercial actions and increased
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manufacturing efficiencies including lower lab or and overhead and better inventory control. This is also evident through increased product reliability including vehicle, battery and drive
units that resulted in reductions of our warranty expense.

In order to accommodate a much larger fleet of customer vehicles as we increase deliveries and to provide timely customer service, we continue to place emphasis on growing
our sales, service and charging infrastructure worldwide. In particular, we continue to open new Tesla retail, locations, service centers and delivery hubs around the world, we continue to
expand our mobile repair services, and we plan to significantly increase the number of Superchargers and Destination Charging connectors globally. We expect vehicle sales outside of
North America to grow significantly in the long-term.

Energy Generation and Storage Demand

We believe that demand for our energy products will continue to increase with new product offerings and product integration. We plan to reduce customer acquisition costs of
our energy generation products, including by cutting advertising spend and increasingly selling these products in Tesla stores. In the second quarter of 2017, we stopped door-to-door
sales of solar products, and rolled out solar and storage product sales in over 50 Tesla stores, where we saw improved performance in key performance indicators relative to the best non-
Tesla retail locations. Based on these results, we are continuing to roll out energy generation and storage products to our stores with dedicated energy product sales personnel.

Trends in Cash Flow, Capital Expenditures and Operating Expenses

We plan to continue to invest heavily in capital expenditures to increase vehicle production in our Fremont Facility, including for Model 3 production lines, facilities and
manufacturing equipment at Gigafactory 1 as well as new retail locations, service centers and Supercharger locations. We expect to invest approximately $2.0 billion in capital
expenditures during the second half of 2017.

As of June 30, 2017 and December 31, 2016, the net book value of our Supercharger network was $236.3 million and $207.2 million, respectively, and as of June 30, 2017, our
Supercharger network included 884 locations globally. We plan to continue investing in our worldwide Supercharger network for the foreseeable future and expect such spending to
continue to be a minimal portion of total capital spending. We allocate Supercharger-related operating expenses to cost of total automotive revenues and selling, general and
administrative expenses, which were immaterial for all periods presented.

We expect operating expenses to grow in 2017 as compared to 2016, driven by engineering, design, testing and production expenses related to Model 3, supplier contracts and
higher sales and service costs associated with expanding our worldwide geographic presence. In addition, we expect operating expenses to increase as a result of the increased selling,
general and administrative expenses incurred by our energy generation and storage segment. We expect selling, general and administrative expenses to be essentially flat in the second
half of 2017 compared to the first half of 2017, but then continue to increase in absolute amounts while declining significantly as a percentage of revenue due to the significant increase
in revenue primarily driven by the ramp in Model 3 sales and as we focus on increasing operational efficiency while continuing to expand our customer and corporate infrastructure.

Automotive Financing Options

We offer loans and leases for our vehicles in certain markets in North America, Europe and Asia primarily through various financial institutions. We offered resale value
guarantees or similar buy-back terms to all direct customers who purchase vehicles and who financed their vehicle through one of our specified commercial banking partners. Subsequent
to June   30, 2016, this program is available only in certain international markets. Resale value guarantees available for exercise within the 12 months following June 30, 2017 total
$222.9 million in value.

Vehicle deliveries with the resale value guarantee do not impact our near-term cash flows and liquidity, since we receive the full amount of cash for the vehicle sales price at
delivery. However, this program requires the deferral of revenues and costs into future periods as they are considered leases for accounting purposes. While we do not assume any credit
risk related to the customer, if a customer exercises the option to return the vehicle to us, we are exposed to liquidity risk that the resale value of vehicles under these programs may be
lower than our guarantee, or the volume of vehicles returned to us may be higher than our estimates or we may be unable to resell the used cars in a timely manner, all of which could
adversely impact our cash flows. Based on current market demand for our cars, we estimate the resale prices for our vehicles will continue to be above our resale value guarantee
amounts. Should market values of our vehicles or customer demand decrease, these estimates may be impacted materially.



We currently offer vehicle leases in the U.S. directly from Tesla Finance, our captive financing entity, as well as through leasing partners. Leasing through Tesla Finance is
available in 39 states and the District of Columbia. We also offer financing arrangements through our entities in Canada, Germany and the United Kingdom. Leasing through our captive
financing entities and our leasing partners exposes us to residual value risk and will adversely impact our near-term operating results by requiring the deferral of revenues and costs into
future periods under lease accounting. In addition, for leases offered directly from our captive financing entities (but not for those offered through our leasing partners), we only receive a
limited portion of cash for the vehicle price at delivery and will assume customer credit risk. We plan to continue expanding our financing offerings, including our lease financing
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opt ions and the financial sources to support them, and to support the overall financing needs of our customers. To the extent that we are unable to arrange such options for our customers
on terms that are attractive, our sales, financial results and cash flow s could be negatively impacted.

Energy Generation and Storage Financing Options

We offer Solar Loans, whereby a third-party lender provides financing directly to a qualified customer to enable the customer to purchase and own a solar energy system
designed, installed and serviced by us. We enter into a standard solar energy system sale agreement with the customer. Separately, the customer enters into a loan agreement with a third-
party lender, who finances the full purchase price. We are not a party to the loan agreement between the customer and the third-party lender, and the third-party lender has no recourse
against us with respect to the loan.

Gigafactory 1

We are developing Gigafactory 1 as a facility where we work together with our suppliers to integrate production of battery material, cells, modules, battery packs and drive units
in one location for vehicles and energy storage products. We broke ground on Gigafactory 1 in June 2014, began assembling our energy storage products in the first portion of the facility
in the fourth quarter of 2015 and began production of lithium-ion battery cells for our energy storage products in the first quarter of 2017 . At Gigafactory 1, we are now producing drive
units, as well as our proprietary form factor cells, which are then assembled into battery packs, for Model 3. We also continue to invest in construction of the building at Gigafactory 1
and in production equipment for battery, module and pack production.

Panasonic has partnered with us on Gigafactory 1 with investments in the production equipment that it uses to manufacture and supply us with battery cells. Under our
arrangement with Panasonic, we plan to purchase the full output from their production equipment at negotiated prices. As these terms convey to us the right to use, as defined in
ASC 840, Leases , their production equipment, we consider them to be leased assets when production commences. This results in us recording the value of their production equipment
within property, plant and equipment, net, on our consolidated balance sheets with a corresponding liability recorded to financing obligations. For all suppliers and partners for which we
plan to purchase the full output from their production equipment located at Gigafactory 1, we will apply similar accounting. During the three and six months ended June 30, 2017, we
recorded $115.5 million and $266.5 million, respectively, on our consolidated balance sheet.

While we currently believe that our progress at Gigafactory 1 will allow us to reach our production targets, our ultimate ability to do so will require us to resolve the types of
challenges that are typical of a production ramp, such as those that we have experienced to date, including at Gigafactory 1. Moreover, given the size and complexity of this undertaking,
it is possible that future events could result in the cost of building and operating Gigafactory 1 exceeding our current expectations and Gigafactory 1 taking longer to expand than we
currently anticipate. In addition, we continue to expand production capacity at our Fremont Factory and are exploring additional production capacity in Asia and Europe .

Gigafactory 2

We have an agreement with the Research Foundation for the State University of New York (“Foundation”) for the construction of an approximately 1.0 million square-foot
manufacturing facility capable of producing 1.0 gigawatts of solar cells annually in Buffalo, New York, referred to as Gigafactory 2. In December 2016, we entered into an agreement
with Panasonic under which it will manufacture custom photovoltaic (“PV”) cells and modules for us, primarily at Gigafactory 2, and we will purchase certain quantities of PV cells and
modules from them during the 10-year term, with the intent to produce PV cells and modules totaling approximately 1.0 gigawatts annually beginning in 2019.

The terms of our agreement with the Foundation, among other things, require us to comply with a number of covenants during the term of the agreement. Any failure to comply
with these covenants could obligate us to pay significant amounts to the Foundation and result in termination of the agreement. Although we continue to remain on track with our
progress at Gigafactory 2, our expectations as to the cost of building the facility, acquiring manufacturing equipment and supporting our manufacturing operations may prove incorrect,
which could subject us to significant expenses to achieve the desired benefits.
 

Critical Accounting Policies and Estimates

The consolidated financial statements have been prepared in accordance with accounting principles generally accepted in the United States (“GAAP”). The preparation of the
consolidated financial statements requires us to make estimates and assumptions that affect the reported amounts of assets, liabilities, revenues, costs and expenses and the related
disclosures. We base our estimates on historical experience, as appropriate, and on various other assumptions that we believe to be reasonable under the circumstances. Changes in the



accounting estimates are reasonably likely to occur from period to period. Accordingly, actual results could differ significantly from the estimates made by us. We evaluate our estimates
and assumptions on an on-going basis. To the extent that there
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