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Case study: Tesla, Inc.


[bookmark: _Toc232292788]1. Introduction
[bookmark: _Toc232292789]Company background and the relevance of management accounting Tesla, Inc. is a publicly listed company within the electric vehicles and clean energy industry, reporting the following revenue streams in the 12 months to December 2023: automotive, energy generation and storage and services, totalling 96.8 billion dollars, with approximately 1.8 million vehicles delivered in the 12 months to December 2023 (Tesla, Inc., 2024a). The company is vertically integrated and has manufacturing across three gigafactories in Germany, the USA and China, manufacturing designs, manufacturing batteries and producing vehicles to sell and distribute to customers. Management accounting provides the internal information relating to financial and operating performance that are used by management in their decision making about capital allocation, pricing of products and controlling cost, and recent studies relate contemporary management accounting to improved levels of organisational effectiveness (Dahal, 2024). In capital intensive manufacturing (CIM), where a company strives to compete in terms of margins, systematic cost analysis, budgeting and performance measurement influence decision making processes, and these techniques map raw transaction data to decision ready information for managers all along the value chain (Sha, 2024). This report discusses and analyzes the way Tesla uses these tools, with audited filings and new scholarship used to examine its strengths and weaknesses with critical analysis.
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[bookmark: _Toc232292790]2. Cost Analysis and Business Model
[bookmark: _Toc232292791]Revenue model.
Tesla has four interrelated revenue streams of which automotive sales are the largest: 82.4 billion dollars compared to energy generation and storage revenue of 6.0 billion dollars and services and other revenue of 8.3 billion dollars in 2023 (Tesla, Inc., 2024a). In addition to unit sales, the company is also recording high-margin regulatory credit revenue and it's recognising Full Self-Driving software revenue during the release cycles without commensurate production cost – which boosts blended margin without commensurate production cost (Tesla, Inc., 2024b). When it comes to management accounting, every stream can be treated as a separate profit centre, which fits well with the value chain analysis, with various tools being used for value generation at different value chain links (Sha, 2024). The segment-level reporting allows leaders to assess the margin's source and allocate funds to the energy business, which saw its revenue increase by 52 percent year on year in Q3 2024 (Tesla, Inc., 2024b). A critical reading includes concentration risk as it is evident that automotive still contributes the lion share of margins as other potential sources of recurring revenues of higher quality are at greater risk when the price of the automobiles weakens despite better growth in other margins (Dahal, 2024).

[bookmark: _Toc232292792]Cost structure: fixed versus variable
Tesla has an elevated base of fixed costs, comprising the cost of building the Gigafactory, funding R&D projects and the cost of selling, general and administrative functions and these costs remain largely the same per quarter, irrespective of volume. In the first nine months of 2024, research and development was $3.26 billion and selling, general and administrative expenses were $3.84 billion, compared with $2.88 billion and $4.03 billion, respectively, in the same period of 2023 (Tesla, Inc., 2024c). Variable costs are volume sensitive and consist of battery cells, cost of raw materials (which includes the price of lithium and aluminium), logistics and direct assembly labour, and declining raw-material prices brought down the per-vehicle cost through 2024 (Tesla, Inc., 2024b). Operating leverage is also provided by a high fixed base, which means that overhead is more broadly distributed every time a car is sold, and provides a boost to margin when the factories are full, but depresses margin when demand slows. Thus, contribution margin and break-even analysis will inform the pricing floors and leaders must approve any discount or not before the required volume of gross profit. Activity-based costing provides a more precise path to slice indirect cost and up-to-date reviews connect the technique to improved strategic decision-making and reduced environmental impact (Ortiz-Cea et al., 2025). The importance of treating cost behaviour seriously comes into play here, as Tesla margins will go into negative very rapidly if they're not operating at full capacity and if they continue to keep cutting prices as they do (Dahal, 2024).
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[bookmark: _Toc232292793]3. Budgeting and Financial Planning
[bookmark: _Toc232292794]The role of budgeting in operations
Budgets are key because they provide Tesla with a financial blueprint that connects the dots between capital investment, production goals, and staffing levels to projected income, and they serve as a planning tool and also a measuring stick by which managers can determine whether planned and actual costs and revenues are on track or not (Praskah et al., 2024). For a manufacturer expanding to new plants, capital budgeting will determine whether a project is feasible like the 4680 cell-line or a new Gigafactory meets the target return. In 2024, Tesla has capital expenditures of over 2.7 billion dollars per quarter, therefore cash expenditures in expansion or resorting to a defensive footing are directly managed by the budget process (Tesla, Inc., 2024c). The company adopts Annual planning along with Rolling forecasts which is in line with evidence that recommended flexible budgeting over rigid incremental budgeting in fast moving markets (Dahal, 2024). Good forecasting enhances proper allocation of resources and risk management, while companies that use disciplined forecasting methods have a competitive advantage by making informed decisions for the future.


[bookmark: _Toc232292795]Year-on-year change in operating expenses
The operating expenses increased significantly over the reporting period, growing 22 percent in full-year 2023 to 8.77 billion dollars, in part due to our expansion of new programmes (Tesla, Inc., 2024a). Trends continued upward over the course of 2024, hitting 7.78 billion dollars in operating expenses for 9 months, compared to 6.40 billion dollars for the same period a year earlier – an increase of approximately 22 percent (Tesla, Inc., 2024c). Much of the increase was due to two management decisions: continued investment in artificial intelligence and the 4680 cell program and the restructuring that occurred in mid-2024 that resulted in about 0.6 billion dollars in charges due to a 10% workforce reduction (Tesla, Inc., 2024c). 	External macroeconomic factors exacerbated the risks, as high interest rates did not help demand for the company's vehicles and drove management to cut prices, thus further reducing the margin (Tesla, Inc., 2024b). It becomes apparent that margin defence is being done at the expense of growth investment at Tesla; that discipline is found in the forecasting.

[bookmark: _Toc232292796]4. Performance Measurement and Decision-Making
[bookmark: _Toc232292797]Five key performance indicators
Tesla monitors a mix of financial and non-financial metrics, of which the five listed below are most important for management to monitor. Operating margin, which was 10.8% in 2024, shows the pricing and cost-effectiveness trend, while free cash flow, which stood at 2.7 billion dollars in 2024, indicates the capital-intensive business's cash generation after capital investment (Tesla, Inc., 2024b). Non-financial metrics include but are not limited to: Vehicle deliveries provide insight into demand and factory utilisation, gigawatt-hours of energy storage deployed represent the fastest growing part of the business, and mission-aligned environmental impact is measured by the lifecycle carbon avoided (Tesla, Inc., 2024b). Such measures can be integrated into a recognised framework by combining financial, customer, internal-process and learning measures (as in the balanced scorecard), and recent reviews show how it has increasingly been used for strategic performance management and sustainability (Kumar et al., 2024). Scorecards, combined with objective-and-key-result approaches, create additional connections between objectives and operations (Garcia-Lopez et al., 2024). However, there is a caveat, as leaders can fall into the "over-weighting delivery volume at the expense of margin" trap by adhering to just one indicator, so they must use indicators in conjunction with each other (Dahal, 2024).

[bookmark: _Toc232292798]Strategic decisions informed by data
Among the several key gambles Tesla's executives have made based on mathematical analysis of their finances and operations, the steepest price reductions from 2022 to 2024 underscore the trade-off the most. To hold on to market share versus competition from BYD and to counteract a slowing down in demand amid high interest rates, management decided to reduce prices in exchange for maintaining volume and continued factory utilisation (Tesla, Inc., 2024b). Competition with Chinese firms as well as tax protection for the cost structure are also said to be the reasons for the same pricing strategy (Bai, 2024). All of this restructuring and extensive cost cutting in 2024 is part of what Tesla has deemed necessary in a data-driven response to margin compression, in which it has reduced the number of employees and overhead to preserve operating income (Tesla, Inc., 2024c). The allocation of capital to the energy storage business, which experienced faster revenue growth, reflects the leadership's focus of capital to more profitable segments identified based on segment reporting (Tesla, Inc., 2024b). The volume-over-margin bet is literally risky, as it can lead to loss of brand pricing power with consistent discounting and it can strain the very margins it seeks to protect (Dahal, 2024).
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[bookmark: _Toc232292799]5. Sustainability and Ethical Considerations
[bookmark: _Toc232292800]Sustainability in financial decision-making
Tesla adds sustainability to the financial calculations – it has direct impact on revenues and costs. Emission policy results in a material profit line that management needs to project and uphold, and in 2024, this profit amounted to 2.76 billion dollars, which is approximately 30% of the fourth quarter's net income (The Sustainable Innovation, 2026). The dependence has obvious risk as other car makers take a leaf out of Tesla's book and rapidly bring a wider variety of cars to market, which decreases the volume of Tesla credits demanded and endangers an income source that with only very slight margins still can turn a handsome profit as the margins of the vehicles increase – albeit at a very slow rate (The Sustainable Innovation, 2026). On the other hand, operational sustainability also contributes in the reduction of costs: The Shanghai Gigafactory was able to divert 100% of its waste, while the recycling of batteries allows to recover usable material, avoiding the use of expensive raw materials (Sustainability Magazine, 2025). Environmental management accounting provides these assessments, with systematic evidence indicating that it has moved beyond compliance to a more strategic perspective (Swalih et al., 2024). Investors consider not just environmental disclosure, but governance gaps as well, which the scholarship on Tesla ESG practice emphasizes. Under the scholars on Tesla ESG practice, strong environmental disclosure and governance gaps are both considered when pricing Tesla equity.

[bookmark: _Toc232292801]Ethics in cost management and pricing
When managing the costs of a project, as well as pricing it, moral issues come up. Aggressive cost-cutting maximises margin, but mass job cuts, and supply-chain squeeze, raise questions about labour standards and sourcing, and Tesla ESG record shows that while there is improvement in environmental aspects, the human rights aspects of the supply chain show gaps (Yang, 2025). Pricing ethics are based on fairness and transparency, and Tesla's uniform, openly communicated car price changes stand in sharp contrast to the traditional dealer haggling mindset, but when the price falls sharply, it can be a problem for recent model buyers and can do a number on trust (Sustainability Magazine, 2025). Ethical premiums research indicates that consumers are guided by feelings of fairness in the price/value communication of companies, and such awareness is relevant for developing a mission-based brand (Wan and Bharti, 2025). A better defensible path is connecting cost discipline with environmental cost accounting as ascribing the environmental cost is likely to boost ethics and long-term profitability (Ortiz-Cea et al., 2025).

[bookmark: _Toc232292802]6. Conclusion and Recommendations
[bookmark: _Toc232292803]Summary of key findings
Through its experience, Tesla has demonstrated that management accounting is a tool that guides a capital-intensive manufacturing company to set prices, engage in cost analysis, budgeting, performance measurement and sustainability reporting and that company margins depend on the operating leverage, disciplined forecasting and evidence-based strategic decisions. The dichotomy of price/margin seen throughout 2024 emphasizes the importance of trustworthy internal data as external factors rapidly change (Praskah et al., 2024).



[bookmark: _Toc232292804]Recommendations
Expand activity-based costing to sharpen indirect-cost allocation and protect margin during demand swings (Ortiz-Cea et al., 2025).
Formalise a sustainability balanced scorecard so environmental and financial indicators sit in one review framework, improving capital allocation (Kumar et al., 2024). Reduce reliance on blunt price cuts by pairing transparent pricing with value-based communication, preserving brand equity while defending demand (Wan and Bharti, 2025). Together these steps strengthen Tesla financial decision-making on established management accounting principles.
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