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[bookmark: _Toc211338366] Introduction 

Tesla, Inc. is a leading electric vehicle (EV) and sustainable energy company operating globally, including the UK market. Founded in 2003, Tesla is vertically integrated designing, manufacturing, and selling electric cars (Model S, Model 3, Model X, Model Y, and upcoming vehicles), as well as energy storage systems (Powerwall, Megapack) and solar products. With revenues in the tens of billions (USD), Tesla has scaled rapidly over the past decade and competes in the automotive, energy, and technology sectors (Tesla 2024 10-K).
In the current competitive and volatile world, decision makers are in need of adequate support from management accounting. Management accounting (unlike financial accounting) aimed at providing forward-looking and detailed cost, budget and performance related information specifically for internal use.(Drury 2013) For Tesla which is research heavy, has massive scale in global manufacturing and has the battle of the elements from inputs (and managing regulation), cost accounting provides control, allocation of resources, measurement of performance and strategic choice – e.g. price it or expand capacity. In the UK, management accounting is also useful for evaluating regulation incentives (e.g., EV subsidies) and profitability of local market.
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Tesla, Inc. has developed a multifaceted revenue model that strategically integrates multiple income streams to support its operations and long-term growth. The company’s core revenue continues to stem from the direct sale of electric vehicles (EVs) to consumers, bypassing the traditional franchised dealership model and thereby capturing greater value per unit sold (Mangram, 2012; Tesla, 2024). This direct-to-consumer approach enhances customer relationships and provides Tesla with tighter control over pricing, inventory, and user experience.
 Tesla makes an appreciable amount of revenue on leases and financing, which gives consumers and businesses the opportunity to own one of their vehicles without putting up the full purchase price upfront. These financial products generate a consistent revenue channel and expand the average customer base of Tesla, as it enhances vehicle affordability (Tesla, 2024). Energy generation and storage, which consists of the sale of solar panels, solar roofs and energy storage products such as the Powerwall, Powerpack and Megapack has been a growing business for Tesla. This is in line with Tesla’s overarching objective to expedite the world’s move to sustainable energy and has taken on increasing significance as Tesla endeavours to expand its revenue streams beyond automotive sales (IEA, 2024; Tesla, 2024). Tesla Energy, for example, has secured multiple utility-scale contracts emphasizing that the Powerpack is commercially attractive. Another high-margin line of business is software and services (i.e., take rates from the FSD package, over-the-air software updates, connectivity services revenue, and access to its proprietary Supercharger network). The Tesla software scenario allows for ongoing monetization after the car sale, similar enough to tech firms’ recurring revenue model (Hannah, 2023). This vertical also experiences network effects and is quite accretive to Tesla’s margins given the low marginal cost (importantly digital) of services.
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Tesla also generates revenue from the sale of regulatory credits to other automakers. If you manufacture cars in a market that has tight emissions rules, as California and the European Union do, these carmakers must meet a quota for zero-emission vehicles. Tesla, the electric vehicle-only manufacturer, produces excess credits which it sells to competitors who can’t satisfy their requirements (Lambert, 2021). Regulatory credit sales are not a central part of its long-term strategy, but they have given Tesla hundreds of millions of dollars in extra revenue and helped pave the way to profitability in past years. Tesla's multi-line revenue model is not only diversified but well-thought out in terms of integration. For example, the software and regulatory credit businesses with high margins can use their profits to finance the less marginate vehicle production or energy services installation. This cross-subsidisation enables Tesla to maintain competitive pricing whilst investing in developments and infrastructure growth (Tesla, 2024). Diversification also helps uncouple from any one revenue stream, reducing financial risk and improving flexibility.
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Tesla’s cost structure includes a mix of fixed and variable costs, with a strong capital-intensive nature:
Fixed costs Depreciation, amortisation, and facility costs: Tesla has significant investments in gigafactories (including construction), manufacturing facilities, battery cell lines and production tooling. The above does not (very) depend on the short-term production quantity. R&D and engineering overheads: Big research programmes (autonomous driving, new vehicle platforms) carry fixed costs already before commercialisation. Salaries and admin overheads: A lot of your permanent staff and support roles, corporate, management etc. work irrespective of output. Maintenance of capital: Plant facilities and equipment maintenance is mostly fixed. Variable costs Raw materials and components: Batteries, semiconductors, steel, wiring harnesses these multiply at every unit of production. Direct labour (assembly line): Factory hourly production labour, varies with volume. Logistics, shipping and delivery: Movement of parts or automobiles is volumetric costly. Energy use: Production electricity and utilities vary with usage. Warranty, service and parts: Certain service expenses rise with the number of vehicles in use. Due to high fixed costs, Tesla enjoys great economies of scale: the higher production is, fixed costs per unit falls. It is therefore important to use the capacity efficiently.
In the UK context, Tesla must factor in import costs, regulatory compliance (e.g. emissions, safety standards), and local distribution/charging infrastructure costs. When selling in the UK, additional costs include import duties, transport from European factories (e.g. Gigafactory Berlin or Shanghai exports), local charging network investments, and government incentive programmes.
From a management accounting perspective, Tesla likely employs absorption costing (allocating fixed manufacturing overheads to units) combined with activity-based costing (ABC) for more refined allocation of overheads (especially in R&D, service, software). This allows better cost attribution to models or functions (e.g. FSD division, battery division) and supports more informed decisions.

Tesla’s cost sensitivity to commodity price fluctuations (e.g. lithium, cobalt) means that the company must hedge or monitor raw material markets closely and incorporate variance analysis to flag cost overruns or favourable variances.
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Budgeting is a fundamental practice in Tesla’s corporate governance and operational strategy that enables the translation of strategic goals into financial goals, coordination of interdepartmental execution, and performance measurement. In the context of Tesla, budgets set boundaries and directions for capital deployment (e.g. factories, R&D), operating expenses (e.g. SG&A, sales, marketing) and allocations between segments (automotive, energy, services). Budgets allow Tesla's management to a) get ahead of resource issues, b) align incentives between divisions (e.g. Gigafactories; energy business), and c) produce variance analyses that initiate corrective actions when spending occurs in an off-step manner.
Based on the recently published figures, Tesla's 2024 operating expenses were about US$ 90.614 bn –higher than in 2023 (3.11% YoY increase). In the latest trailing twelve months (LTM) period to March 2025, total operating expenses were approximately US$88.743 billion (and slightly down), a retreat of about year over year. In addition, for the quarter ended June 30, 2025, Tesla reported operating expenses of US$21.57 billion, up approximately 9.72% from last year. These trends imply that Tesla management has decisively introduced measures to keep expense growth below break-even in 2025 after running expenses higher than breakeven in 2024.
To investigate what impacted these shifts internally, one must analyse Tesla’s segment and disclosures. R&D expenditure increased by US$ 571 million (14%) compared to 2023 in 2024 with growth primarily stemming from the stepped-up investment in AI development and technology platforms. This is indicative of a management policy to invest heavily in R&D and new product lines at the cost of high operating expenses. Meanwhile, Selling, General & Administrative (SG&A) costs rose US$ 350 million (+7 %), primarily reflecting inflation in facility costs, labour and marketing spend. In 2024, Tesla also reported restructuring and termination costs of US$ 583 million due to internal cost cutting measures.
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Management seems to have turned in 2025 to a higher emphasis on cost discipline. During Q1 2025 (vs Q1 2024), Tesla's R&D spending grew by 22 % (US$ 258m) as funding into AI programs persist, offsetting that the SG&A expenditure decreased over this period by a sound 9 % (or US$123m) driven largely by the reduction in labour costs, facilities-related expenses, marketing and stock-based compensation. This means the internal budget rules were changed so overheads could be shaved while maintaining investment in 'strategic' technology. Tesla’s leadership probably looked at departmental budgets halfway through the year, pulled in discretionary spends (travel, marketing campaigns), consolidated on shared services and cut less incremental/sample headcount hiring except for core R&D teams.
The Tesla budget process serves a dual function: It facilitates ambitious growth capital investments (most notably in R&D and capacity) while ensuring cost control over what it can control. On a comparative basis between 2024 and 2025, there is tactical shift: while internal decisions in 2024 were biased toward expansion and restructuring, in 2025 they are all about defending SG&A territory with sharper containment of operating cost without giving away the strategy of R&D momentum. These findings support the view of budgets, not as fixed performances standards, but as flexible instruments that management can use to navigate cost behaviour modifiers in response to shifts in operating and market environments.
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Tesla monitors a mix of financial and non-financial Key Performance Indicators (KPIs) to guide strategy, evaluate performance, and trigger internal managerial actions. Below are five salient KPIs (with ratio measures), followed by how Tesla uses them in decision-making.

Key KPIs and Ratios
Gross Margin (financial) This is calculated as Gross Profit ÷ Revenue. In 2024, Tesla’s gross margin stood at 17.9% (down from 18.2% in 2023) reflecting pricing pressure and cost increases (Tesla 2024 10-K; see medium analysis).
Operating Margin (financial) Operating Income ÷ Revenue. Tesla’s operating margin in 2024 was about 7.2% (down from 9.2% in 2023). Macrotrends also tracks Tesla’s operating margin, showing 7.24 % at December 2024.  
	Operating Expense Ratio (financial) Operating expenses (SG&A + R&D + other) as a percentage of revenue. In 2024, Tesla’s operating expenses were 10.6 % of revenues (versus 9.1 % in 2023), signalling that expense growth outpaced revenue growth.
	Vehicle Deliveries / Production Volume (non-financial) Number of vehicles delivered or produced, often year-on-year growth. In Q4 2024, Tesla delivered 484,507 vehicles, a 20% increase over the same quarter in 2023, while production rose 13% to 494,989 units.  
	R&D Expense Ratio (financial/non-financial) R&D expenditure as a percentage of total revenue. In mid-2024, R&D expense increased 14% year-on-year, and R&D as a percentage of revenue ranged from 4% to 5% (e.g. 4% in Q2 2024).

Other useful metrics include net profit margin (Net Income ÷ Revenue), which fell substantially in 2024 (Net margin 7.3%) due to lower profitability, and current ratio or debt ratios (e.g. Debt/Equity) from Tesla’s financial disclosures (Tesla’s current ratio 2.02 in recent years).
Tesla’s management uses these KPIs as levers to influence corporate strategy and operations:
	Pricing adjustments to boost volume: Observing softness in deliveries, Tesla has reduced vehicle prices to stimulate demand. However, this depresses gross margin and thus shows up in the downward trend in margin metrics (18.9% auto margin in Q4 2024 versus 25.9% a year earlier) 
	Expense control and overhead discipline: Given the rising operating expense ratio (10.6% in 2024), Tesla has had to restrain growth in SG&A and other discretionary costs to prevent erosion of operating margins. Internal revisions to departmental budgets and efficiency efforts are implied responses to this KPI pressure.
	Strategic investment in R&D despite headwinds: Even as margins compress, Tesla continues to commit to R&D spending (maintaining 4–5% of revenue), signalling a belief that technological differentiation (autonomy, battery tech) will pay off in future returns.
	Capacity expansion and scaling: To leverage the deliveries / production KPI, Tesla has accelerated plant builds (Gigafactories in Texas, Berlin, Shanghai) to gain scale and reduce unit costs thereby supporting volume growth even if margins are under pressure.
		Diversification and energy growth: Observing constraints in auto profitability, Tesla has pushed more into its energy generation & storage business. In mid-2024, energy segment revenues grew 53% y/y, and gross margins in energy rose significantly (from 18.4% to 24.6%). This shift helps reduce dependence on automotive margins.
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Tesla positions itself as a pioneer in sustainable energy, embedding environmental and ethical concerns into its strategy and financial decision-making. The company publishes an Impact Report (e.g. Tesla 2021 Impact Report) that presents metrics such as CO₂ emissions avoided through EV usage, energy storage deployment, and solar installations.  

	
Life cycle costing and total cost of ownership: For vehicles and battery systems, Tesla can use lifecycle cost models accounting for maintenance, energy use, disposal, and residual value, rather than only upfront cost. This helps in pricing decisions and project selection.
Sustainability-driven pricing / product features: Tesla might choose slightly lower margins or slower ROI on green product lines (e.g. energy storage, solar) as part of long-term positioning or to influence regulation (e.g. access to subsidies).
Financing tied to ESG metrics: Tesla may issue green bonds or sustainability-linked financing, where cost of capital is partly linked to achieving emissions or sustainability KPIs (though public evidence is limited).

Ethical Considerations in Cost Management and Pricing
Transparency and fairness: Ethically, Tesla must balance aggressive cost-cutting (e.g. layoffs or supplier negotiations) with fair labour practices, employee rights, and supplier ethics (safe working conditions, fair wages).
Avoiding cost-shifting to consumers: High fixed cost burdens may tempt management to raise prices or fees (e.g. software, charging) in a way that exploits captive customers Tesla should ensure pricing remains justifiable and not exploitative.
Access and equity: Tesla’s premium pricing may limit access to EVs among lower-income groups. Ethical pricing strategies and subsidy alignment (especially in the UK) should consider equitable access to sustainable technologies.
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Another aspect to be noted is that Tesla’s success hinges on a diversified revenue model consisting of vehicle sales, software, energy products and regulatory credits along with an expensive cost structure which is very asset heavy with large portion being fixed costs. Accounting tools such as budgeting, variance analysis and KPI dashboards are essential in overseeing Tesla’s aggressive scale up, cost management and strategic choices. As an example, you can see the interplay between financial and non-financial data in company decisions (for example, expansion/lay-offs, pricing incentives or pacing of R&D).
[bookmark: _Toc211338373]Future Recommendations for Tesla
For competitive edge retention as well as financial firmness, Tesla should make it a point to diversify beyond just car manufacturing and venture in energy storage and grid integration so that they manage stabilisation of revenue streams (Liu and Meng, 2024). Further investment on artificial intelligence, automation and next-generation battery technology will support the innovation leadership (Zhou, Li and Cheng, 2023). Tesla needs to improve cost management systems to cut margins and retain global scalability (Drury, 2018). And lastly, incorporating ESG-crafted measures in strategic planning and design will benefit transparency as well as investor commitment while ensuring long-run integrative sustainability performance (Tesla Inc., 2024).
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