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Abstract. Merger and acquisition is normally regarded as an important tool for the enterprise to 
develop and gain profits. However, is it possible for every company to earn profits through M&A? 
Probably no. The paper looked at the influences of M&A on shareholders and analyzes through a 
case study of M&A of Tesla with SolarCity. More precisely, this paper targeted the impact of Tesla’ 
s acquisition of SolarCity on the benefits of shareholders exclusively from Tesla. It concluded that 
shareholders exclusively from Tesla would not benefit from the deal. To illustrate the point, three 
aspects, namely merger motivation, the market’s reaction to the announcement, and the risk that 
shareholders face, were analyzed in the paper. In the end, the paper revealed evidences collected two 
years after the merger to support the statement.  

1. Introduction 

On June 21, 2016, Tesla, Inc. (an American automotive and energy company) announced that it had 
made an offer to acquire SolarCity (a company offers a whole range of solar energy products). 
Although Tesla insisted that the merger would bring significant benefits to their shareholders, 
customers and employees, the market was not convinced as Tesla had expected. As shown in figure 
1, the share price of Tesla plummeted on the day the news was announced. Analysis of shareholders 
of the two companies as well as the glooming financial condition of SolarCity, it was speculated that 
the offer by Tesla was a joint decision by shareholders from both companies aiming at preventing 
further profit losses of SolarCity. This means the acquisition was beneficial to those people. However, 
some shareholders in Tesla did not own shares in SolarCity. Therefore, the paper examined whether 
shareholders exclusively from Tesla could benefit from this acquisition. M&A is an important tool 
for companies to gain profits, but this is not always the case. The paper uses the merger of Tesla and 
SolarCity for case study.  As a global leader in the new energy industry, Tesla is a perfect example 
to study M&A. The paper analyzed the financial status, market reaction and the current situation of 
Tesla to present a full picture of the issue.    

 

Fig.1. Tesla Share Price Performance 

Source: Casewriter from ThomsonOne, accessed September 2017. 
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2. Motivation for the merger  

2.1 The financial condition of SolarCity  

Table 1 shows the worsening financial situation of SolarCity from 2011 to 2015, with EBITDA all 
negative in a drastic downward trend at-52million and -507 million respectively. Net Income and 
earnings per share were nearly negative except for the first year. Total liabilities reached from 602 
million to 5553 million in the past 5 years, indicating a heavy burden of debt for SolarCity. Net cash 
flow, allowing companies to conduct day-to-day business, was mostly negative. The analysis above 
revealed a gloom financial situation of SolarCity. Besides, according to figure 2, the share price of 
SolarCity fluctuated between 2013 and 2016 within the range from $12 to $20. The bleak future of 
SolarCity and a close relationship with Tesla provides a strong motivation for the merger to prevent 
SolarCity from going bankrupt so that shareholders from both SolarCity and Tesla would stop 
bleeding. 

Table 1 SolarCity: Historical Financial Information ($ in millions except per-share amounts) 

 

Source: Casewriter from Thomson One, accessed September 2017. 
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Fig.2. SolarCity: Historical Share Price Performance 
Source: Casewriter from S&P Capital IQ, Historical Equity Pricing Data supplied by Interactive 

Data Pricing and Reference 
Data LLC, accessed September 2017. 

2.2 The financial situation of Tesla  

It is also necessary to look at the financial situation of Tesla in the past few years. According to the 
table 2, both the net income and net cash flow of Tesla stayed negative. Besides, the total liabilities 
of Tesla soared between 2011 and 2015, endangering the company’s future. In conclusion, the 
profitability of Tesla was not as good as expected, and was likely to go further down considering the 
accumulated debts.  
2.3 The relationship between Tesla and SolarCity   

Table 2 Tesla: Historical Financial Information ($in millions) 

 

Source: Casewriter from ThomsonOne, accessed September 2017 

As Seeking Alpha (2016) stated, in a shockingly self-serving move, Elon Musk risked Tesla’s 
future by offering to acquire SolarCity. The “marriage” saved Elon and his cousins from immediate 
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consequences, but TSLA shareholders got the shaft [1]. In order to explore the intrinsic motivation 
for this acquisition, it is necessary to analyze the relationship between Tesla and SolarCity. Elon 
Musk, Tesla’ s co-founder and CEO, owned 22% and 21% of the outstanding common shares of Tesla 
and SolarCity respectively. Interestingly, he was also the cousin of a co-founder of SolarCity. The 
figure 3 illustrates the main shareholders of Tesla, SolarCity and SpaceX. Except for Musk himself, 
there are other people holding shares in both SolarCity and Tesla. As revealed in figure 3, Fidelity 
Management Research has ownership in Tesla and SolarCity, accounting for 11.1% and 14.9% 
respectively. Bank of Montreal also owns 3.1% and 5.1% of shares in Tesla and SolarCity. Obviously, 
Tesla and SolarCity are in an intimate relationship, and the profitability of SolarCity matters to a great 
number of Tesla shareholders. For Elon Musk (see figure 4), the acquisition is more of a self-rescue 
because there is much possibility that SolarCity would be trapped by a financial crisis or even go 
bankrupt without the offer. 

 

Fig.3. Significant Shareholders in Tesla and SolarCity 

Source: Richard Waters, “Tesla boss Elon Musk tests investors with one-stop energy company,” 
Financial Times, June 22, 2016, 

https://www.ft.com/content/e8272396-3839-11e6-a780-b48ed7b6126f, accessed October 2017 

 

 

Fig.4. Intercorporate Relationships Across Elon Musk’s Companies 

Source: Susan Pulliam, Mike Ramsey and Brody Mullins, “Elon Musk Supports His Business 
Empire With Unusual Financial 

Moves,” The Wall Street Journal, April 27, 2016. 
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2.4 The influence of the merger 

2.4.1 The loss and gains of merger 
To determine whether shareholders in Tesla can really benefit from this event, it is important to 
compare the gains after merger with the losses.  

Firstly, cost synergies and revenue synergies should be estimated. Cost synergies were estimated 
at $150 million during the first year after the transaction. Revenue synergies would be realized 
different aspects but management didn’t offer a certain expectation of the size of these revenue 
synergies [2].Therefore, the cost synergies outweigh the revenue synergies, and there is no sign of 
enormous profits from the merger. To simplify the case, the estimated value of revenue synergies will 
be 0. 
2.4.2 Total post-merger value  
According to the figure 1, the share price before announcement was $219.61 and it went down to 
$196.66 after. In other words, change in price ($196.66-$219.61) equals to -$22.95. Tesla and 
SolarCity had 133.9 million and 98.3 million outstanding common shares respectively, making the 
total value change of Tesla -$3,073.0 million ($22.95*133.9). The share price of SolarCity is $21.88 
million before announcement and $24.72 million after announcement, leading to $2.84 million in 
price change and $98.3 million ($2.84*133.9) in total value change. Adding the value change of both 
companies together, it is calculated that the value change equals to $-2793.8 million. Therefore, the 
stand-alone value of Tesla should be (-$22.95*133.9) $29.4 billion and that of SolarCity $2.2 billion. 
The data mentioned above estimated the value of cost synergies at 2 billion and revenue synergies 0. 
Therefore, the post-merger value totals 33.6 billion. 
2.4.3 Result analysis  
The calculations above revealed a desirable total value after merger (33.6 billion), with seemingly 
benefits for the whole company. Besides, the acquisition was likely to promote vertical integration of 
Tesla. However, despite an increase in value of Tesla, the data is just a brief estimation and it did not 
include the risk that Tesla may face afterwards. In the midst of fierce competitions in the current auto 
industry, motor companies are making every effort to explore advanced technologies for upgrading. 
The opportunity cost of Tesla in merging with SolarCity should have been invested in other programs 
such as R&D. For the shareholders of the SolarCity, they not only undertake SolarCity’ s debt, but 
also have to face the risk of the merger. It is difficult to tell whether the combined companies can 
earn more profits. In addition, analysis of SolarCity’ s financial situation after the merger shows an 
increase of debt in Tesla that originally belonged to SolarCity. In other words, Tesla’ s merger with 
SolarCity will further deteriorate its struggling financial situation. Therefore, the result of merger may 
not be as desirable as expected, which was proven by reactions from the market.  

3. Market’s reaction to the announcement 

The market had intense reactions to this announcement, where dissentients prevailed. According to 
the figure 1, the share price of Tesla plummeted after the announcement of merger. Analysts and 
social media were overwhelmingly pessimistic about the decision  

CFRA Research: “Whatever the synergies are down the road, it’s negative for current holders”[3]. 
The Wall Street Journal: “Imagine two people got shipwrecked, and they’re floating around in 

the ocean, and they’re both holding onto a piece of wood. And maybe Tesla’ s piece of wood was a 
little bigger than SolarCity’ s. They grab onto each other. It’s not going to help, and one might pull 
the other down  they both have serious cash needs and Tesla’ s about to ramp up its big project. That’s 
why it has this valuation because he wants to be a mass market car maker. And that’s going be an 
expensive proposition” [4]. 

On August 1, Standard & Poor’s, which rated Tesla’ s debt B-, placed the company on negative 
watch due to concerns over increased leverage [5]: 

SolarCity has a highly leveraged balance sheet with reported debt of nearly $3.2 billion as of 
March 31, 2016, and free cash flow burn of nearly $2.8 billion for the 12 months ended March 31, 
2016. The company also has tightening covenant reporting requirements on its secured revolving 
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credit facility and other debt at its subsidiaries. Tesla’ s balance sheet (excluding SolarCity’ s debt) 
also remains highly leveraged (debt-to-EBITDA of over 10.0x in 2016 and 2017), and it is expected 
that it will have significant free operating cash flow deficits in 2016 and 2017 [6]. 

Analysts projected that SolarCity would burn through more than $400 million in cash in 2016 [7]. 
(See figure 5 for the recent trend in quarterly EBITDA and cash flow for both companies.) 

A. EBITDA 

 

B. cash flow 

 

Fig.5. Quarterly Trends in EBITDA and Cash Flow ($ in millions) 

Source: Casewriter from Capital IQ, accessed September 2017. 

A negative reaction from the market would dampen the performance of Tesla, further 
deteriorating the glooming financial situation. Moreover, it will not only hurting its credibility, but 
also lose possible partnerships with other businesses. 

4. The risks faced by shareholders  

4.1 The serious financial situation in two companies  

As the table 1 and table 2 show the inability of the two companies to make profits (negative net 
income for both Tesla and SolarCity). To make matters worse, SolarCity and Tesla both accumulated 
massive amount of debt (the total liabilities of Tesla in 2015 was 7004 million and those of SolarCity 
in 2015 was 5553millions). The marriage would transfer the debt belonging to SolarCity to Tesla, 
which, burdened by the heavy debt, would hurt its credibility among investors and hinder the 
development of other products.  

4.2 The potential risk  

Musk argued that the merger would make it possible for Tesla to integrate car charger, solar panels 
and battery into a single pack. However, MJ Shiao, director of solar research at GTM Research, 
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doubted the necessity of merger for Tesla and SolarCity to build and brand these products together 
[8]. Not only the conflicts of interest might happen because of serious governance issues but also the 
challenge of combining these two products and seizing market share existed. At the same time, Tesla 
was struggling with the new edition of Motor Model 3 while SolarCity relied heavily on subsidies for 
new energy. The upcoming shrink of subsidies would absolutely have an adverse impact on its 
operation. 

4.3 Current situation  

According to reports and data of last year [9], Tesla didn’t develop as well as expected. While Tesla 
does have an edge in differentiated products, many products haven’t been officially introduced to the 
market yet. The company’ s much-publicized solar roof, a roof-like electricity generator, has only 12 
installations connected to the grid in all of Northern California, one of the largest solar markets in the 
U.S. Although publicized in 2016, the product has been delayed as Tesla keeps iterating on the 
product design and production process. Meanwhile, Tesla is also scaling down the business to make 
it more efficient. The company sharply downsized the residential solar business acquired from 
SolarCity by cutting its workforce by 9%.  

5. Conclusion  

Based on current situation of Tesla, we conclude that the merger will hinder the future development 
of Tesla. The shareholders exclusively from Tesla cannot benefit from the merger, neither. From the 
analysis of the case, we have gained experience for the future strategy of enterprise. It is essential to 
compare the pros and cons of M&A while being cautious towards it. For companies with a plan of 
innovation and integration, financial situation would be an essential factor to consider.  
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