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Background: Tesla Reaches Scale
• By Mid-2018, Tesla significantly ramped production capacity for its new 

Model 3

• The Model 3’s arrival had been long anticipated, and the lower price 
point opened a much larger market

• Tesla had developed a significant backlog years in advance, as Telsa
announced received 375,000 preorders as early April 2016(1)

• Given this significant backlog and anticipation, along with a $7,500 
federal tax incentive, Tesla’s initial sales of the Model 3 were 
extraordinary

• Tesla’s YE Report noted that Model 3 was best-selling passenger 
car in the US in terms of revenue in both Q3 and Q4. With nearly 
140,000 units sold, Model 3 was also the best-selling premium 
vehicle (including SUVs) in the US for 2018

• However, the company was likely rapidly burning through its backlog of 
reservations, and the production rate of new vehicles likely well 
exceeded the ongoing rate of new domestic purchases. 

1. https://www.theverge.com/2016/4/7/11385146/tesla-model-3-preorders-375000-elon-musk

Tesla Global Deliveries

Sources: https://thedriven.io/2019/08/09/tesla-model-3-dominates-us-electric-vehicles-sales-growth-in-2019/



By 1Q 2019, US demand had waned, inventory was building 
and Tesla was forced to export Fremont production

• US demand had waned as the reservation backlog was depleted and federal tax 
credits expired in 2019

• It was widely reported that unsold US Model 3 inventory had already began to build 
by late 2018 (1), and ballooned further in 1Q19, with 19 days of inventory increasing 
to 30 days

• Unsold inventory was a massive problem since the cars would only depreciate 
over time, and the excess production would materially impact their margins 

• Tesla was forced to export product originally produced for the US market from 
Fremont overseas

• Tesla created leasing entities in China in late 2018

• In March 2019, shipments of Model 3s were stopped by Chinese customs for 
not including Chinese language notices, indicating the possibility these 
vehicles were not manufactured for the China market

• China and Europe were always part of Tesla’s expansion plan – in fact they were 
already in the process of building production facilities in both locations, which they 
boasted would be significantly more cost efficient than their Fremont facility

• If Tesla had ample US Demand, why would it begin exporting product given the 
noted cost and logistics challenges, with cheaper local production facilities in 
construction? 

Tesla Global Deliveries

https://electrek.co/2018/12/31/tesla-model-3-inventory-us/

https://evbite.com/why-teslas-excess-new-inventory-could-mean-trouble/

Sources: https://thedriven.io/2019/08/09/tesla-model-3-dominates-us-electric-vehicles-sales-growth-in-2019/



During this same period, the CFO, two CAOs, and two General Counsel 
depart, as Tesla adopts unusual revenue policy and restates earnings.
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• CFO (Deepak Ahuja)
• General Counsel (Todd Maron)
• General Counsel (Dane Butswinksa)

In the same quarter that saw its CAO depart (the second CAO to do so in the 
calendar year), Tesla restates financial statements, and adopts a new revenue 

recognition policy for its lease accounting, reclassifying cash flows, balance sheet 
obligations

“For certain vehicle sales where revenue was previously deferred either as an in-
substance operating lease, such as certain vehicle sales to customers or leasing 

partners with a resale value guarantee, we now recognize revenue when the vehicles 
are shipped as a sale with a right of return.”

The impact of this change increased Net Income by $216,549,000 for the 9 months 
Sept. 30 2018, and reclassified $343 million from Cash Flow from Financing to Cash 
flow from Operations – the starting point for Tesla’s self reported “Free Cash Flow”. 

New Regime 2Q19+

Announces Autonomous 
Driving / Robotaxis

Declares Model 3 an
Appreciating Asset

Sales Rebound 
Dramatically

Very minimal ongoing 
revenue write-downs

Tesla reports positive net
income from 3Q19 

onwards

Tesla takes $500.5 
million write down on 
revenue based on an 

adjustment to the 
sales return reserve 
under its new lease 

arrangement

Source: Tesla 3Q18 10Q; 2019-2020 Think Computer Corporation.



Tesla’s Two Leases Arrangements in Theory

Proceeds to 
Tesla

$50k

5 Years

Tesla 
Repurchases 

Cars

Leasing Entity 
Buys Cars

Proceeds to 
Tesla

$50k

Buyback 
Obligation

$25k

5 Years

Tesla 
Repurchases 

Cars

Tesla’s US Lease Structure New Offshore Lease Accounting Structure

Rental 
Company 

Leases Cars

• Telsa receives $50k for a car in cash, and has the obligation to 
purchase it in 5 years for $25K

• Tesla cannot recognize the initial proceeds as revenue, as there is no 
transfer of ownership, but recognizes $5K of revenue per year through 
the life of the lease

• Tesla holds significant assets and liabilities on its balance sheet for the 
duration of the lease agreement

• Tesla books $50k of revenue when proceeds are received, and title is 
transferred

• Tesla compares future expected resale value vs. the guarantee to 
determine if the counterparty will exercise its option. If the resale 
value exceeds the buyback obligation, it records no offsetting liability

• On a quarterly basis, Tesla reassess the resale value and adjust its 
sales return reserve to “write-off” revenue 

Buyback 
Obligation

$25k

Note: figures are illustrative for demonstration.



The new accounting has numerous red flags, and 
seems designed in principal to overstate revenue

Automotive Sales with Resale Value Guarantee or a Buyback Option

We offer resale value guarantees or similar buy-back terms to certain international customers 

who purchase vehicles and who finance their vehicles through one of our specified commercial 

banking partners. We also offer resale value guarantees in connection with automotive sales to 

certain leasing partners. Under these programs, we receive full payment for the vehicle sales 

price at the time of delivery and our counterparty has the option of selling their vehicle back to us 

during the guarantee period, which currently is generally at the end of the term of the applicable 

loan or financing program, for a pre-determined resale value.

With the exception of the Vehicle Sales to Leasing Partners with a Resale Value 

Guarantee and a Buyback Option program discussed within the Automotive 

Leasing section below, we recognize revenue when control transfers upon delivery to customers 

in accordance with ASC 606 as a sale with a right of return as we do not believe the customer has 

a significant economic incentive to exercise the resale value guarantee provided to them at 

contract inception. The process to determine whether there is a significant economic incentive 

includes a comparison of a vehicle’s estimated market value at the time the option is exercisable 

with the guaranteed resale value to determine the customer’s economic incentive to exercise. The 

performance obligations and the pattern of recognizing automotive sales with resale value 

guarantees are consistent with automotive sales without resale value guarantees with the 

exception of our estimate for sales return reserve. Sales return reserves for automotive sales with 

resale value guarantees are estimated based on historical experience plus consideration for 

expected future market values. On a quarterly basis, we assess the estimated market values of 

vehicles under our buyback options program to determine whether there have been changes to the 

likelihood of future product returns. As we accumulate more data related to the buyback values of 

our vehicles or as market conditions change, there may be material changes to their estimated 

values.

Only applies to “International Customers”. All Domestic leases 
with partners (rental services) and Direct leases to customers 
continue with their normal accounting treatment, consistent 
with Tesla’s historic practice and all other car makers 

Must occur through “Specified Commercial Banking 
Partners”…

Seemingly describes an inventory repo or similar 
collateralized borrowing, 

100% of the “Sale” price is booked as revenue if Tesla does 
not believe the counterparties “put” is in-the-money at 
inception

Tesla writes off revenue quarterly if it determines the 
counterparties’ put is in-the-money 

Tesla gets to determine every quarter if the put is in-the-
money based on historical experience plus expected future 
market value

Eventually they will write this off

Their assessment of the put-right is based on the estimated 
market value at the time the option is exerciseable



There was just one problem. Cars depreciate.

Proceeds to 
Tesla

$50k

5 Years

Tesla 
Repurchases

Offshore Bank
Pays Tesla

Financing Agreement Under Tesla Lease Accounting

Buyback 
Obligation

Proceeds to 
Tesla

$50k

Time

Tesla Repays 
Full Amount + 

Interest

Bank
Pays Tesla

Buyback 
Obligation

Typical Repo Financing Agreement

• In a pure repo financing, the buyback obligation must be at least equal to the initial proceeds plus interest, as the counterparty is not 
receiving any economic value from the collateral, unlike a US rental car company, which generates revenue from renting the cars out

• Since the value of the cars decline over time, a true repo would necessarily be out of the money. Indeed in 1Q19, Tesla wrote off 
$500.5 million in sales under this accounting policy

$50k + Interest

Interest

$50k + Interest

• Tesla would record $50k in new debt • Since the expected resale value drops below the buyback value, Tesla 
must write-off the sale value by increasing its reserve for refunds 



To solve this problem, in 2Q 2019, Elon Musk and Tesla declares the Model 3 
an “Appreciating Asset” based on potential income from FSD capabilities

“Buying a car today is an investment into the future. I think the 
most profound thing is that if you buy a Tesla today, I believe 
you are buying an appreciating asset – not a depreciating 
asset. The cars currently being produced, with the hardware 
currently being produced, are capable of full self-driving”

- Elon Musk, April 12, 2019

Tesla Autonomy Day April 22, 2019

Many have assumed this proclamation was merely a marketing stunt to drive demand and increase equity value, but perhaps most 
importantly, it laid the groundwork for unload any current and future excess Model 3 inventory to be “sold” in offshore repo’s 
without having to recognize any offsetting liability based on the assets “future expected fair market value”. 

Sources:
Tesla Autonomy Day Presentation (https://www.youtube.com/watch?v=Ucp0TTmvqOE)
Elon Musk’s Twitter
https://electrek.co/2019/04/12/tesla-vehicles-appreciating-assets-self-driving-elon-musk/

https://www.youtube.com/watch?v=Ucp0TTmvqOE
https://electrek.co/2019/04/12/tesla-vehicles-appreciating-assets-self-driving-elon-musk/


Setting the Stage for the Robotaxi Repo™ 

Bank Buys 
Excess 

Inventory

$50k

Tesla 
Repurchases 
Car + Interest

$50k + Interest

Time

Bank Pays Tesla Tesla Repays Bank

• Offshore entity loans Tesla money and takes title to its 
excess inventory

• Tesla books 100% of the sale as automotive sales, and 
minimal or no reserve 

• Tesla uses Autonomous day as plausible justification of 
increase in expected future appreciating value above the 
buyback obligation 

• Since the expected value is increasing there is no write 
down quarterly

• Tesla effectively turns a financing stream into a revenue 
stream, boosting sales, operating cash flow and 
profitability, with no recognition of its obligation

• Tesla suddenly swings to profitability sending share price 
soaring

• Tesla eventually raises $10bn in equity issuance for minimal 
dilution which can ultimately repay its debt as well as these 
off book repo liabilities

• Model 3 inventory it must repurchase will plausibly provide 
the base to its “robotaxi fleet”
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China Norway + Netherlands "Other" Days Inventory Outstanding

In 2Q19, Telsa’s “Other” International Sales Explode

Tesla International Quarterly Revenue by Region ($MM)

New CFO takes over and
Tesla announces Robotaxis

• Despite its minimal disclosure, Tesla’s reporting shows a massive 
increase in “Other” international revenue. 

• Meanwhile, its inventory decreased from 30 days in 1Q19 to just 
11 days by 4Q – which the company touted was the lowest level 
in the past four years

• “Other” international revenue grew at 102% YoY with the 
massive increase beginning in 2Q19

• “Other” exceeded the entire sales to China, Netherlands 
and Norway  combined after 2Q

• From 2Q – 4Q19, “Other” represented 36% of total Tesla 
revenue, up from 14% in 2018

• Using 1Q19 sales a baseline for legitimate “other” sales, implies 
$2.5Bn of revenue could have been recognized under this 
scheme. 

• There is no disclosure or discussion of this remarkable growth –
odd for a company hyper focused on growth

• Tesla also severely limited detail on its production and delivery 
reports in 2019

• Beginning 2020, Tesla limited the detail of its geographic splits to 
just US / China / Other, to further obscure these sales

($ in Bn) FY2018 FY2019 % YoY

US $14.9 $12.7 -15%

China $1.8 $3.0 70%

Netherlands $1.0 $1.6 65%

Norway $0.8 $1.2 48%

Other $3.1 $6.2 102%

Total Sales $21.5 $24.6 15%

Other as % of Total 14% 25% --



Estimated Impact to Sales, Cash Flow and Deliveries 

Estimate of RoboTaxi Repos and Impact to Key Metrics

1Q19 Other International Revenue "Baseline" $903,071,000

1Q18 - 1Q19 Average Quarterly Growth ($) $62,760

Implied True 2019 Other International Sales $3,612,660,559

Total 2019 Other International Revenue $6,155,000,000

Less: Implied True 2019 Intl Sales ($3,612,660,559)

Est. Robotaxi Repo Sales $2,542,339,442

Reported Operating Cash Flow $2,405,000,000

Less: Est. Robotaxi Repo Sales ($2,542,339,442)

Est. True Operating Cash Flow ($137,339,442)

Reported Free Cash Flow $10,078

Less: Est. Robotaxi Repo Sales ($2,542,339,442)

Est. True Free Cash Flow ($2,542,329,364)

Referenced as the approximate lease 
price of Model 3 in Autonomous Day 
Materials in April 2019

Assumed Sales Implied % of 2019 

Price / Car Cars Delilveries

$75,000 33,898 9%

$65,000 39,113 11%

$55,000 46,224 13%

$45,000 56,496 15%

$35,000 72,638 20%

$25,000 101,694 28%

$15,000 169,489 46%

Figures are illustrative estimates. 



All of Tesla’s Key Metrics improved dramatically thanks to 
the Robotaxi Repo

New Regime New Regime New Regime

Source: Tesla 4Q 2019 Investor Presentation



Questions for Tesla:
• Why did Tesla begin exporting cars from Fremont in early 2019?

• Why did two CAOs, one CFO and key legal staff depart concurrently with material changes to accounting procedures?

• What percentage of total sales by quarter are accounted under the revenue recognition category “Automotive Sales with Resale 
Value Guarantee or a Buyback Option”?

• Why do such arrangements only apply to international customers not US leases?

• Why do such arrangements occur through your “specified commercial banking partners”?

• What is the average sale price of cars under the these leases?

• What is the average cost of the buyback obligations, and how does that compare to Teslas estimated FMV?

• How does Tesla calculate its expected future value, and does it consider future FSD Revenue opportunity in that calculation?

• Are these counterparties in physical possession of the vehicles and are they engaged in the business of rental cars or 
intermediary sales to customers? 

• Why has there been no further material write-down’s to revenue under this construct since 1Q19?

• Break down “Other” International 2019 sales into its countries? 

• Why was there a material increase in sales beginning in 2Q19 and why was this not highlighted by the company?

• Why did Tesla adjust their geographic sales disclosure in 2020 to combine Norway, Netherlands and “Other”? 


