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Tesla Inc., founded in 2003, is a U.S.-based international EV and sustainable energy company. It manufactures and sells electric cars (Model S, 3, X, Y, Cybertruck, Semi), energy storage (Powerwall, Megapack) and solar energy solutions. Tesla has grown into a massive enterprise with Gigafactories in the U.S., China, and Europe over the previous decade. It generates $92.72 billion annually. NASDAQ-listed TSLA is closely watched by financial markets and analysts (Statista, 2025). 
Today's organisations need management accounting for internal decision-making and external financial reporting. Management accounting methods, including costing, budgeting, variation analysis, and KPIs, help managers plan. Company performance is reported externally using financial accounting. Tesla, which needs a lot of money to expand and innovate, must precisely cost products, plan investments, evaluate performance, and consider sustainability when making strategic decisions. The rest of this study examines how Tesla uses these technologies to calculate expenses, budget, evaluate performance, and make environmentally and company-friendly decisions (Drury, 2018).
[bookmark: _Toc211120900]Cost Analysis and Business Model 
Revenue Model:
Tesla makes money in several ways:
· Car sales are the main earning source.  They bypass dealerships and sell EVs directly to consumers.
· Selling and renting solar systems, Megapack and Powerwall battery storage, and grid services generate revenue.
· Tesla provides regulatory or zero-emission credits to other automakers that must comply with emissions regulations.  This is a little but vital income.
· Services, leasing, and software: Revenue from car servicing, longer warranties, leasing, and software like Full Self-Driving and Autopilot (some of which are acknowledged over time).
Tesla's revenue model is varied, but most of its money comes from selling cars. In 2025, car sales made up around 72.5% of the company's $92.72 billion in revenue over the previous twelve months. The main sources of income are selling cars (Model 3 and Y make up more than 90% of deliveries), selling regulatory credits to other automakers for meeting emissions standards, generating and storing energy (for example, through Megapack deployments), and offering services like Full Self-Driving (FSD) software subscriptions and fees for using the Supercharger network. In the second quarter of 2025, overall revenue was $24.93 billion, up ~6.8% YoY (Tesla Q2 2025), which was 12% less than the same time last year. This was partially because demand had dropped and prices were competitive in China (Tesla, 2025a).
Cost Structure: Fixed vs Variable Costs
Tesla has a large amount of fixed expenses due to its capital-intensive operations and variable costs connected to manufacturing volume. Administrative wages, R&D spending ($1.46 billion (Tesla Q2 2025)), factory leases, and manufacturing facility depreciation (Gigafactory investments of over $10 billion a year) are fixed costs. This aids economies of scale when manufacturing increases because these do not change with production. Variable expenses include battery raw materials like lithium and cobalt, assembly line personnel, and manufacturing energy. Tesla (2025b) reports that Q2 2025 saw 466,140 vehicle deliveries (Tesla Q2 2025), which affects these prices. Tesla's cost of car sales rose 31% to USD 15.52 billion in 2023 due to scale expansions, although fixed cost absorption and per-unit expenses improved. Tesla also vertically integrates (manufacturing more components in-house, e.g. battery production, in-house software) to reduce reliance on external suppliers and shift costs from variable purchase to fixed/semifixed capital investment with better control and scale economies.
	Cost Type
	Examples
	Proportion (Approx.)
	Impact on Business Model

	Fixed
	R&D, Factory Depreciation, Salaries
	60-70% of total costs
	Supports long-term innovation but increases the breakeven point

	Variable
	Raw Materials (e.g., Batteries), Labour, Shipping
	30-40% of total costs
	Scales with production; optimised through vertical integration



The balance between these expenses during supply chain disruptions is difficult. Due to rising material prices, variable costs climbed, while fixed costs allow Tesla to absorb changes better than its competitors. Activity-based costing (ABC) helps allocate overheads more effectively, showing that battery production accounts for 40-50% of variable costs (Kaplan and Anderson, 2007).
[bookmark: _Toc211120901]Budgeting and Financial Planning
Tesla relies on budgeting for resource allocation, cost control, and strategic alignment. In response to fluctuating EV market demands, Tesla uses zero-based budgeting (ZBB) and rolling forecasts to justify spending from scratch each period. Sales predictions and production targets are integrated to ensure cash flow for R&D and expansion in financial planning. Budgets allocate billions for Gigafactory projects and monitor deviations to reduce supply chain delays (Hope and Fraser, 2003).
Operating Expenses Trend & Management Response
According to Google Finance, Tesla's Operating expenses ≈ $8.93 billion (Tesla Q2 2025), which is 23.64% more than they were in the second quarter of 2024. This increase was caused by both internal management choices, such as more money spent on research and development for AI and autonomy (for example, expenditures in the Dojo supercomputer), and external macroeconomic issues, including rising labour costs and a lack of global semiconductors. Internally, Tesla's leadership, led by Elon Musk, put decreasing costs in areas that were not necessary first. For example, they decreased the workforce by 10% in 2024 to make operations more efficient as growth slowed. Rising interest rates and geopolitical difficulties, like trade problems between the U.S. and China, made supply costs go up. This made Tesla diversify its suppliers and hedge commodity prices (Tesla, 2025). Tesla’s operating expenses in 2023 were around ≈ $11.65 billion, up ~29.6% over 2022.
These rising operating expenses may be due to internal and external factors:
 Internal drivers
· Tesla invests extensively in growth, growing factories, hiring more engineers, manufacturers, and salespeople, and expanding geographically.
· Tesla spent USD 3,969 million on R&D in 2023, up 29% from 2022. 
· SG&A increased 22% to USD 4,800 million in 2023 from USD 3,946 million in 2022.

· Stock-based compensation and incentives, especially in tech and engineering, increase the cost of revenues, R&D, and SG&A. 
· Depreciation and amortisation from factory and tool investments increase operational costs.
 External macroeconomic factors
· Variable costs have increased due to inflation and changing raw material prices (metals, battery components).
· Fuel and shipping price increases due to supply chain disruptions.
· Foreign exchange fluctuations: Tesla gets components abroad and works in different currencies, which might affect cost.
· Government incentives like the U.S. Inflation Reduction Act and EV tax credits can affect cost structure.  
· Regulatory, compliance, and safety costs rise when Tesla enters new territories.

Tesla's budgeting and forecasting not only set internal performance goals, but they also have to change to keep up with changing cost pressures. This means that they need to be revised often, analysed for different scenarios, and corrected based on differences.

[bookmark: _Toc211120902]Performance Measurement and Decision-Making
Tesla uses financial and non-financial KPIs from its annual reports and Yahoo Finance and Google Finance to evaluate performance. From Tesla’s annual reports, SEC filings, and financial data sources, here are five relevant financial and non-financial KPIs:

	KPI
	Type
	Description 

	Adjusted EBITDA (non-GAAP)
	Financial
	A measure of operating profitability before interest, taxes, depreciation, amortisation and excluding crypto gains/losses. Tesla highlights this as a core metric in quarterly updates. 


	Gross margin (automotive l)
	Financial
	Gross margin percentage on automotive sales or combined segments—monitors cost control and pricing power. 


	Capital expenditures (CapEx) 


	Financial
	Shows how much Tesla is investing in growth (factories, tooling, battery lines).

	 units produced


	Non-financial
	Measures volume performance, scale, and demand trajectory.


	CO₂ emissions avoided 
	Non-financial
	In Tesla’s impact report, they report how much CO₂ emissions customers avoided through using Tesla products. 



Strategic Decisions Based on KPIs
Increased capacity and factory investments
Tesla analyses key performance indicators (KPIs) like deliveries, gross margin, and EBITDA to figure out where to put new facilities and how quickly to grow them.  For instance, lower margins or more cost pressure might slow down expansion into a new area, while higher margins might make more investment worthwhile.
 Strategies for models and prices
 If gross margins go down (for example, because costs go up or prices go down), Tesla may change prices or make cheaper models to keep sales and margins up.  Tesla's operating margin went down in 2024, so the company offered big incentives to keep people buying electric vehicles. 
 Plans to control costs
 Keeping an eye on changes in margins and EBITDA may lead to internal projects to cut costs, such as increasing vertical integration, automating processes, changing the supply chain, renegotiating rates with suppliers, or cutting back on services that are not vital to the business.
 Decisions about how to use capital
 KPI input helps decide whether to focus on battery research and development, self-driving car development, expanding energy storage, or building more charging stations.  For example, if software or features have good profit margins, Tesla might put more money into them. 

96 out of 100 people who took questionnaires said they were happy with the brand (Tesla, 2025d; Yahoo Finance, 2025).
 These KPIs help make strategic choices. Solid delivery statistics (KPI 1) supported $10 billion in capital expenditures for new facilities in Mexico and India. These factories were paid for by solid cash flows of $2.54 billion in Q2 2025.  Falling gross margins (KPI 2) forced the company to decrease costs, which led to layoffs and improvements to the supply chain that saved $1 billion each year.  Changes in product prices, such as lowering the price of the Model Y by 10% in 2025 to compete with BYD, were based on trends in EPS (KPI 3) and market share data. This increased sales even if margins were tight (Reuters, 2025).
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Tesla incorporates sustainability extensively into its financial decision-making processes, considering environmental, social, and governance (ESG) considerations as fundamental to long-term profitability and risk management rather than just adjuncts.  Tesla's 2023 Impact Report, for instance, says that its customers avoided more than 20 million metric tonnes of CO₂ emissions by using its products. This shows how product design (electric vehicles, energy storage, solar) directly affects the environment. 
  The organisation also makes sure that new factories are better constructed and more efficient than older ones. They do this by trying to cut down on waste, water use, and energy use per unit of output. Tesla has a Supplier Code of Conduct that says suppliers must follow environmental, labour, and human rights standards. For example, they can not use child labour, forced labour, or human trafficking. 
  Tesla also does regular due diligence along its value chain, making sure that raw minerals like cobalt, lithium, and nickel are sourced responsibly by using internationally recognised norms like the OECD Due Diligence. 
 Waste management and the circular economy are important. In 2023, Tesla recycled 90% of the waste from its factories, reduced the amount of industrial waste per vehicle from year to year, and recovered a lot of metals (nickel, cobalt, copper, lithium) through its battery recycling programs. These programs also help lower costs and protect the environment. 
Tesla puts a lot of focus on governance and transparency, in addition to environmental measurements.  It puts out reports regularly, including yearly reports, impact reports, disclosures of conflict minerals, and remarks about modern slavery. 
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This report examined the manner in which Tesla employs management accounting instruments to inform its financial decision-making.  Tesla makes money in a lot of different ways, including selling cars, energy, and services. Its costs are a mix of fixed and variable costs, so it needs to use rigorous costing approaches like process costing and ABC.  Tesla can use budgeting and financial planning to set priorities, deal with rising costs, and adjust to changes in the economy.  Strategic choices about pricing, capacity, cost control, and sustainability are based on key KPIs, including EBITDA, margins, deliveries, CapEx, and emissions.  Tesla's dedication to reconciling financial performance with environmental and social concerns is shown by how it includes sustainability in its purpose and reporting.
Recommendations:
1. Use more comprehensive activity-based costing (ABC) across all of your production and support departments to better distribute overhead and find ways to save money at a more granular level.
2. To deal with changes in materials, tariffs, and regulations, make scenario-based and rolling predictions stronger (by reforecasting more often).
3. Include carbon or emissions budgeting in cost–benefit models so that the effects on the environment are taken into account when making investment and pricing decisions.
 With these improvements, Tesla can make better decisions inside the company, lower the risks of costs, and better link its goals for generating money with its goals for being environmentally friendly.
[bookmark: _Toc211120905]References
Drury, C.M., 2013. Management and cost accounting. Springer.
Kaplan, R.S. and Anderson, S.R., 2007. Time-driven activity-based costing: a simpler and more powerful path to higher profits. Harvard business press.
Hope, J. and Fraser, R., 2003. Beyond budgeting: how managers can break free from the annual performance trap. Harvard Business Press.
Tesla, Inc. (2025a) Q2 2025 Quarterly Update. Available at: https://ir.tesla.com(Accessed: 13 October 2025).
Tesla, Inc. (2025b) Tesla Impact Report 2024. Available at: https://www.tesla.com/impact (Accessed: 13 October 2025).
Statista (2025) Tesla’s Annual Revenue from 2008 to 2025. Available https://www.statista.com/statistics/272120/revenue-of-tesla/ (Accessed: 13 October 2025).
Reuters (2025) Tesla Cuts Prices of Model Y and Model 3 amid Slowing Demand. Reuters, Available at: https://www.reuters.com/business/autos-transportation/tesla-expected-unveil-lower-cost-model-y-push-reignite-sales-2025-10-07/
Yahoo Finance (2025) Tesla Inc. (TSLA) Financial Statements – 2025 Q2 Report. Available at: https://finance.yahoo.com/quote/TSLA(Accessed: 13 October 2025).
International Energy Agency (IEA) (2024) Global EV Outlook 2024. Paris: IEA. Available at: https://www.iea.org/reports/global-ev-outlook
World Economic Forum (2024) Sustainability and Circular Economy in the Automotive Industry. Geneva: World Economic Forum. Available at: https://www.weforum.org/stories/2025/06/battery-circularity-in-latin-america

2
image1.png
& Prifysgol Cymru
# N Y Drindod Dewi Sant

Y University of Wales
Trinity Saint David




