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[bookmark: _Toc240899715]1. Introduction
Tesla, Inc. is considered to be one of the most demanding US-listed automobile and clean energy companies. Operates mainly in energy generation, Storage electric vehicles EVs and related services. The most significant product line of the company includes Energy storage systems, associated software, charging infrastructure and electric cars. 
Management accounting is regarded as one of the most significant aspects of Tesla because of its large-scale research and development, capital investment, pricing, production capacity and cost control decisions that include Substantial financial commitments (Atrill and McLaney, 2021). Tesla generated Total revenue of $94.827 billion in 2025, which is down from $97.690 billion in 2024. Even though automotive remained one of the largest revenue sources and energy generation and storage continue to expand, Tesla still faces this downfall. Management accounting can be considered significant as it provides relevant financial as well as non-financial information for performance evaluation, resource allocation, cost control and overall planning (Drury and Taylor, 2021). It is a bit different from financial accounting as it supports forward-looking decisions. According to Datar and Rajan (2021), it is significant for relevant cost information when assessing any investment decisions or strategic alternatives.
[bookmark: _Toc240899716]2. Cost Analysis and Business Model 
[bookmark: _Toc240899717]Revenue model
The revenue model of Tesla is diversified; however, it still remains heavily connected to its automotive operations. In 2025, automotive sales were $65.821 billion, while automated driving credits became $1.193 billion and automotive leasing generated $1.712 billion. Services and other services, on the other hand, generated $12.530 billion, while energy generation and storage generated $12.771 billion (Tesla, Inc., 2026). 
This diversification is strategically important, as management accounting helps Tesla assess the profitability and resource requirements of different activities (Nartey and van der Poll, 2021). Automotive revenue remains the largest contributor to the company; however, energy generation and storage growth can also be considered an alternative Revenue Contributor. Energy generation and storage revenue was $12.771 billion in 2025, which is higher than$10.086 billion in 2024.
Management accounting can hence support resource allocation, investment decisions and segment profitability analysis. According to Datar and Rajan (2021), relevant cost information can help managers differentiate the costs that change between alternatives from the costs that might be unavoidable. For Tesla, this can be considered significant for informing decisions regarding product development, manufacturing capacity, and investment in energy storage technologies.
[bookmark: _Toc240899718]Cost structure
The cost structure of Tesla includes fixed or relatively fixed costs and variable costs. Variable costs can be considered as the cost that mostly changes with production or sales volumes, such as battery components, direct manufacturing inputs, logistics and, most significantly, raw materials. Fixed or committed costs include salaried personnel, technology infrastructure, research and development commitments, depreciation and manufacturing facilities.
Tesla in the year 2025 reported total cost of revenues of $77.733 billion, which was lower than the $80.240 billion reported in 2024 (Tesla, 2026).  In the same year, automotive costs of revenue also fell from$62.873 billion to almost $57.165 billion. However, energy generation and storage costs slightly increased from $7.446 billion to $8.969 billion.
This figure can be considered significant for the cost-volume-profit analysis. A business that has significant fixed manufacturing as well as technology costs can experience substantial changes in its operating profit depending on changes in selling prices as well as production volume.
In 2025, Tesla reported total cost of revenues of $77.733 billion, compared with $80.240 billion in 2024 (Tesla, 2026). Automotive cost of revenues fell from $62.873 billion to $57.165 billion, while energy-generation-and-storage cost increased from $7.446 billion to $8.969 billion. According to Guo (2022), cost behaviour and cost-volume-profit analysis are crucial tools for management control as well as decision-making.
Activity-based costing can also help in the improvement of Tesla's understanding of resource consumption, as traditional volume-based allocation might not always properly or accurately capture the related complexities of different technologies, support activities and products. However, according to Schmidt (2025), ABC can be regarded as complex and costly to implement, which means the value depends mostly on whether enhanced cost information materially changes all the managerial decisions.
[bookmark: _Toc240899719]3. Budgeting and Financial Planning 
One of the most significant accounting processes that helps in converting all the strategic objectives into planned revenues, investments, resource requirements and costs. It mostly supports coordination, performance evaluation and resource allocation; however, traditional annual budgets can be less responsive to changes in technology and markets. Forecasting as well as budget derivations can therefore help in responding to uncertainty for the organisation (SAGE, 2024).
For companies such as Tesla, budgeting is extremely significant because it mostly operates in a capital-intensive industry that requires back expenditure on artificial intelligence, research and development, changes in infrastructure, energy products, battery technology and manufacturing capacities (Jumaniyazov, 2023). As per the 2025 results of Tesla, the expenditure for R&D increased to $6.411 billion in 2025 from$4.540 billion in 2024, whereas SG&A expenditure increased to $5.834 billion from $5.150 billion. At the same time, Tesla also reported that the total operating expenses increased to $12.739 billion from $10.374 billion (Tesla, 2026). The company also reported that this higher SG&A reflected increased employee and labour costs, stock-based compensation, and legal costs, partly offset by the lower facilities and marketing expenditures (US SEC, 2026).
These figures strongly show the external as well as internal influences on budgeting. Externally, budgeting is mostly affected by rising demand and regulatory tariffs, commodity prices, technological change, labour costs and competition. On the other hand, internally, the increased expenditure for R&D reflects the constant investment in software, future products and, most significantly, Artificial Intelligence (AI). Management accounting hence needs to differentiate uncontrollable and controllable variances rather than treating every difference as managerial failure. 
Flexible budgeting can also be considered appropriate because actual production as well as sales volumes might be different from the internal or initial expectations. Variance analysis can help in separating price, volume, spending, and efficiency effects, with a more meaningful performance assessment (Sario, 2024). Public platforms such as Google Finance can be considered significant for supporting external benchmarking with the help of current expenses and revenue Indicators. However, Google Finance can never provide Tesla’s confidential budgets, detailed variance explanations, or cost standards. Thus, public data need to supplement rather than replace all internal management accounting information at the time of the evaluation of the effectiveness of budgeting and overall control.
[bookmark: _Toc240899720]4. Performance Measurement and Decision-Making
 Performance measurement helps in combining financial and non-financial information for the assessment of organisational objectives and whether they have been achieved or not. A balanced approach is significant as financial indicators might not be able to provide a complete picture of future performance. According to the research of Fang et al. (2020), non-financial KPIs can help in providing information related to future profitability as well as sales growth.
Five significantly related KPIs are:
	KPIs
	Type
	Management Relevance

	Operating Income
	Financial
	Helps to indicate profitability after the overall operating costs

	Total Revenue
	Financial
	Helps to measure overall growth of the business

	Energy-Storage Deployment
	Non-Financial
	Helps to measure Tesla’s energy business growth

	Research and Development
	Strategic/ Financial
	Helps to indicate investment in future technologies

	Automotive Deliveries
	Non-Financial
	Helps to indicate market demand as well as operational output



Financial Ratio Analysis and Its Impact on Decision-Making
The financial results from Tesla's 2025 show mixed signs. Gross profit margin improved slightly from 17.86% in 2024 to 18.03% in 2025. But the operating profit margin dropped from 7.24% to 4.59%, while the net profit margin dropped from 7.26% to 4.00%. The current ratio rose to 1.53, and the quick ratio rose to 2.16, showing a better liquidity situation. Basic EPS decreased from $2.23 to $1.18. The ratios serve various purposes at Tesla, including assessing costs, monitoring cash flow, optimising operations, and guiding investments (Tesla, Inc., 2026).
Financial Performance and Liquidity Analysis
In 2025, Tesla’s annual revenue was $4.827 billion, which was 2.9% less than 2024. On the other hand, operating income also fell to $4.355 billion to $7.076 billion. This strongly indicates that revenue contraction, in combination with higher operating expenses, has been placing significant pressure on the profitability of the business. 
At the same time, the energy generation and storage business of Tesla expanded to a great extent. Energy generation and storage revenue increased by at least 26.6% in 2025 compared to 2024. This indicates increased diversification, which is different from the dependence on automotive sales.
The Balanced Scorecard PSE helps in providing a significant framework for the evaluation of Tesla, as it mostly combines financial outcomes with internal processes, learning-and-growth measures, and customers (Datar and Rajan, 2021). BSC helps the management team to connect short-term performance with the company’s long-term strategic capabilities rather than only focusing on its profitability.
	Balanced Scorecard Perspective
	Tesla Indicator
	Strategic Relevance

	Financial
	Operating income and revenue
	Helps to measure profitability and overall financial performance

	Customer
	Vehicle deliveries
	Indicates mostly customer preference and market demand

	Internal Process
	Manufacturing efficiency
	Mostly supports operational efficiency and cost control

	Learning and Growth
	R&D expenditure
	Supports future capabilities, AI and innovation.



Throughout the years, Tesla has continued to invest in autonomous driving technology, energy products, AI, and software, which illustrates the tension between long-term capability and short-term profitability. The annual report of Tesla in 2025 highlighted the constant investment in R&D along with operational efficiency measures and cost reduction (Tesla, 2026). Hence, management accounting is significant in helping the overall assessment of the financial implications of strategic alternatives. It is different from putting sole focus on the immediate profit. 
[bookmark: _Toc240899721]5. Sustainability and Ethical Considerations 
Sustainability in modern businesses is increasingly relevant to management accounting as organisations always need information related to social and environmental impacts along with their financial performance. According to Schaltegger et al. (2022), sustainability management accounting helps in expanding the information available to the managers through the incorporation of economic, social and environmental considerations into decision-making. According to Frost and Rooney (2021), sustainability considerations can also have significant influence on capital budgeting decisions. 
A business model of Tesla is inherently connected with a strong transition towards energy storage and electric mobility. However, sustainability can never be evaluated through the identification of K slash one of the EV manufacturers. Management needs to consider manufacturing energy consumption, recycling and resource use, supply chain impacts and battery materials.
Environmental management accounting can help with the identification of environmental costs that are related to. Waste, emissions, energy and materials. Environmental management accounting is one of the most significant mechanisms for supporting organisational decision-making more sustainably. 
Ethical considerations also come forward in pricing and cost management. Cost reduction should never include compromising supplier standards, environmental responsibility, product safety and employee welfare. At the same time, pricing decisions need to balance market transparency and customer fairness with profitability. 
There is a significant tension between sustainability and financial objectives at Tesco. Conventional accounting is also a pivotal part, as it helps prioritise financial performance, while sustainability considerations might require company managers to recognise and understand the broader impacts. According to the description of Pencle (2022), sustainability management includes persistent tensions between the objectives of the organisation.
For Tesla, management accounting, hence, needs to incorporate benefits and sustainability-related costs into capital investment, production decisions and supplier selection. This approach can help in the reduction of the risks that short-term cost reduction gives rise to long-term reputational, regulatory or environmental costs.
[bookmark: _Toc240899722]6. Conclusion and Recommendations
It can be concluded from the overall study of Tesla that management accounting is significant in supporting strategic and financial decision-making in the modern automobile business landscape. Cost analysis is significant in helping management understand details regarding relatively fixed costs and variable costs, whereas variance analysis and budgeting can support expenditure control and resource allocation. According to the financial report of Tesla in 2025, operating expenses substantially increased, especially due to high R&D as well as SG&A expenditure. Operating income and revenue, on the other hand, substantially declined. Hence, performance measurement needs to combine operational and strategic KPIs with financial indicators of Tesla. 
[bookmark: _Toc240899723]Recommendations
1. Tesla needs to strengthen rolling forecasts and flexible budgeting. It needs to constantly and regularly update budgets with the help of alternative scenarios for commodity costs, production volumes, tariffs and vehicle demand. This can help improve responsiveness to uncertainty.
2. Tesla needs to integrate sustainability KPIs into management accounting. The financial measures of the organisation need to be combined with resource use, supply chain, emissions and energy indicators so that cost decisions and investment can reflect the long-term sustainability consequences for the brand.
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