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Abstract. This paper analyzes Tesla's acquisition of Solar City in 2016 with the purpose of
comprehensively evaluating the positive and negative impacts of this acquisition on Tesla. First, this
article will introduce acquisition, a common means of business operation in the process of company
development. Combined with the basic concept of acquisition, the paper analyzes the details of the
typical acquisition case of Tesla's acquisition of Sun City. From the background of both companies,
it mainly studies the main revenue mode and the main revenue source of the acquirer and the target
company. Next, this paper will evaluate the benefits and disadvantages that the changes brought by
the acquisition will bring to the company based on other acquisition cases. Then, this paper uses the
SWOT model to analyze the motivation for Tesla's acquisition of SolarCity. After that, this paper will
comprehensively evaluate the acquisition of Tesla from two perspectives. Finally, this article will
synthesize all the above content of this acquisition to summarize.
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1. Introduction

Mergers and acquisitions (M&A deals) are among the most important events in a company’s
lifecycle and have a significant impact on the firm’s operations and activities. M&A transactions
enable firms to grow faster than firms relying on organic growth, allow them to penetrate new markets
and cross-sell into a new customer base, expand their scope by acquiring a set of complementary
products, buy a pipeline of R&D intensive products, patents, or trade secrets, avoid upstream or
downstream market foreclosure by suppliers, reduce taxes by means of new subsidiaries situated in
tax-friendly countries, realize cost synergies by eliminating surplus facilities and overheads, reduce
competition, improve access to capital, etc. [1]. The types of acquisitions can be distinguished into
horizontal, vertical, and hybrid acquisitions. This article selects Tesla's acquisition of SolarCity in
2016 as a typical case, mainly discussing vertical acquisitions. Even though horizontal mergers and
acquisitions are the most frequent among M&A activities, the benefits of horizontal mergers and
acquisitions for enterprises are more intuitive, including expanding the acquiring company's existing
business scope, expanding customer sources, and maintaining good market share. However,
successful vertical acquisitions can also bring considerable advantages to enterprises. Vertical
acquisition refers to the merger and acquisition behavior that occurs upstream and downstream of a
company's production chain, playing a close role in connecting the industrial chain and accelerating
the production process. After the vertical acquisition occurs, the acquiring party can improve its
control over raw materials, sales channels, and audience, to some extent, breaking away from
dependence on suppliers and users, thereby improving the company's market vision and facing
competitors entering the industry. Tesla's acquisition of SolarCity is a typical vertical acquisition
transaction. However, the successful occurrence of the acquisition does not necessarily mean that it
is successful. Even in theory, Tesla's acquisition of SolarCity can improve Tesla's industrial chain
and generate good synergies, especially cost and management synergies. This seems perfect for
Tesla's long-term strategic framework, as after the acquisition, Tesla has described itself in its
financial reports as a new vertically integrated enterprise with a "global service network that
integrates car dealerships, service centers, and super charging stations". But with the arrival of infinite
opportunities, there are also enormous risks and challenges. Agrawal and Jaffe conclude that there is
strong evidence of long-term underperformance following a takeover event but caution that
inadequate estimation techniques (up to the 1990s) make drawing robust conclusions from these
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studies rather difficult [2]. Although Tesla's acquisition of SolarCity is less than a decade old, the
risks of this acquisition have gradually emerged, especially the impact on Tesla's balance sheet.
Before the acquisition, Tesla's financial situation was not optimistic, which was reflected in Tesla's
continuous losses in the years before the merger. Although SolarCity also occupies a large market
share of the solar market, SolarCity's asset liability ratio is also very high. SolarCity has generated
only about $1.5 billion in revenue since its founding and has accumulated nearly $3 billion in debt.
This has shaken the market's confidence in the prospects of the acquisition, and Tesla's stock suffered
a decline when news of the decision was first published in 2016. In the following text, this article will
first analyze the advantages and disadvantages of the acquisition, starting from the changes it brings
to the company. Furthermore, the SWOT method is used to analyze the reasons behind Tesla's
willingness to acquire and to determine what kind of business intention Tesla intends to achieve
through this acquisition. Finally, use the financial data reflected in Tesla's financial statements before
and after the acquisition to analyze the financial performance of this transaction and further evaluate
the impact of this acquisition on Tesla based on Tesla's operational and financial risks.

2. Advantages and Disadvantages of Acquisitions

This paper will study the effect of mergers and acquisitions on share prices. Many of the works
that have delved into this topic. Some have studied them via their abnormal returns, and others have
done it through a study of their annual accounts because of the many ways to study this phenomenon
[3]. This article will mainly start from two perspectives. Firstly, it will analyze the changes in Tesla's
stock price before and after the announcement of the acquisition in the year of the acquisition. When
a merger or acquisition is announced, a significant amount of information about that particular deal
is revealed. This information can be used to evaluate the stock market's reaction to a merger or an
acquisition announcement [4]. Secondly, it will analyze the changes in Tesla's stock price in the years
before and after the acquisition. From the first perspective, the overall market attitude towards Tesla's
acquisition can be seen. The second perspective is whether Tesla has achieved scale expansion after
the acquisition was completed.

2.1. Analysis of changes in Tesla's stock price before and after the acquisition
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Fig. 1 Monthly average stock price changes for Tesla and SolarCity in 2016

This article will first study the impact of Tesla's merger and acquisition declaration on Tesla's
stock price in 2016. Therefore, based on Tesla's monthly average stock data in 2016, this paper has
made statistics and drawn Figure 1. Tesla's shares plunged 10% the day after the merger
announcement in 2016, suggesting that Wall Street financial analysts were briefly bearish on the deal.
But then, on November 5, 2016, the Institutional Shareholder Services Group, a corporate governance
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consulting firm, supported Tesla to complete the acquisition for $2.3 billion in consideration of the
cost synergies of Tesla and SolarCity, and the shares of both Tesla and SolarCity rose again. After
the acquisition, Tesla's stock has been rising all the way up, surpassing the market value of Ford and
Fiat Chrysler and once surpassing General Motors. From Tesla's monthly stock price changes in 2016,
the market is generally confident in the acquisition, mainly due to the synergies of the acquisition that
are very attractive, which is one of the advantages of the acquisition. Mention of Tesla's synergies,
the first is the cost synergies. After the acquisition, Tesla will enter the process of vertical integration
to build the world's only integrated sustainable energy company. At the same time, the company's
business area is wider than automotive manufacturing and battery storage. Still, it will also enter the
solar industry to achieve the overall service from energy generation and storage to transportation. At
the same time, reducing carbon emissions and fossil fuel costs will also become a huge advantage for
Tesla to compete in the industry. Trading carbon emission credits will also generate considerable
additional profits for Tesla every year. From the perspective of management synergy benefits because
SolarCity occupies a large market share in the solar industry. Before the merger, SolarCity also
invested a lot of resources in research and development in this field. SolarCity in the industry has a
relatively mature technology and large market influence. This shows that SolarCity management and
technical personnel in the field of new energy industry experience, after the completion of the merger,
because Tesla is also in the field of new energy enterprises, both sides of the technical personnel and
management personnel can form relatively good integration, produce good management synergy,
improve the management efficiency of daily operation, to speed up the pace of technology research
and development innovation.

3. Analysis of the Changes in Tesla Stock Price before and after the Acquisition

’5 23.4

1 22.
20 4 16.7 16;/ No—o—

) 0
15 47~ NN

10

Average price [yuan]

*All data sourced from WIND

Fig. 2 Stock price of Tesla

It can be clear from Figure 2 that Tesla's stock price rose significantly after the completion of the
acquisition, but from the fourth quarter of 2017 to the second quarter of 18, Tesla's stock price fell
back again. This shows that the acquisition is unstable, which is one of the disadvantages of the
acquisition. However, in the short term, due to the good synergies, the market is full of confidence in
Tesla's stock price. However, since Tesla and SolarCity are both new energy industries, the new
energy industry is that it needs a large amount of cash to invest in research and development and sales
in the early stage. However, the asset-liability ratio of Tesla and SolarCity is relatively poor, which
adds a lot of pressure on Tesla in the operation activities after the merger and adds more cash
investment to the already scarce cash flow, which greatly limits the profitability of Tesla by the
acquisition.
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3.1. Analyzing Tesla's Trading Motivation for Acquiring SolarCity Based on SWOT Analysis

SWOT analysis was first used in the 1970s as a tool for business management. This analytical
approach assesses the Strengths (S), Weaknesses (W), Opportunities (O), and Threats (T) of an
organization, industry, company, or sector [5]. It is used to evaluate internal (Strengths and
Weaknesses) and external (Opportunities and Threats) factors, allowing better guidance and
identification of the current and future potential [6]. This paper will conduct a SWOT analysis of the
status of Tesla after the completion of the acquisition so as to determine what strength and
opportunities Tesla will gain after the acquisition, which is also the focus of this part, and analyze the
threats and disadvantages Tesla will have in the completion of the acquisition. Because the business
behavior of the enterprise is always profit-oriented, the comprehensive analysis of the SWOT model
it helps Tesla to weigh the advantages and disadvantages of the acquisition and thus get the conclusion
of the motivation of Tesla's transaction.

3.2. Strength after the Completion of Acquisition

SolarCity, originally a photovoltaic power generation business company, can provide customers
with more comprehensive solar energy services. But different from the traditional solar industry,
SolarCity's main revenue source is the lease of agreements with customers on the construction and
maintenance of photovoltaic systems and providing power generation services. This model is more
popular in the market. SolarCity was founded in October 2008, starting early in the solar sector, with
mature technology and occupying a large market share, which makes it a leader in the industry. After
the acquisition of SolarCity, Tesla can not only harvest SolarCity mature solar technology, improve
production efficiency and reduce production costs, form good cost synergies, accelerate the
development progress of vertically integrated industry, but also undertake the market share of
SolarCity in the solar market and expand the industrial chain. This is also the most important
motivation considered in this article to attract Tesla to complete this acquisition.

3.3. Opportunities after the Completion of Acquisition

Related or focused acquisitions outperform unrelated or diversifying acquisitions, as the former
type of acquirers are more likely to have the skills and resources required to operate and integrate the
target firm. These findings hold regardless of whether relatedness is measured by means of industry
classifications, product market overlap, strategic compatibility, cultural similarities,
complementarities in the supply chain, or technological overlap [1]. Tesla's acquisition of SolarCity
is a related acquisition because the enterprise type of SolarCity belongs to an important part of Tesla's
production chain, which also brings unlimited opportunities to the acquisition of Tesla. After the
SolarCity acquisition, a complete cycle will be mastered by Tesla: from solar photovoltaic installation
to Powerwall and Powerpack for energy storage, and finally, by Tesla's cars and homes for daily
consumption. This is a new concept for both the new energy market and the automotive market, and
Tesla is likely to become the first new and integrated sustainable energy company. Such a complete
and new vertical structure can put Tesla in a unique leading position in the market after the merger,
giving customers strong attraction but also causing great pressure on new enterprises that want to
enter this market. Such an attractive opportunity is also an important reason for Tesla to make the
acquisition.

3.4. Weakness after the Completion of Acquisition

SolarCity has obvious industrial advantages in terms of solar energy. Due to its new energy
enterprise characteristics, Google and Space X have invested heavily and even received government
subsidies, which has also led to the expansion of its industry scale. Nevertheless, SolarCity is still
heavily in debt and needs more cash flow due to its huge initial investment. The cash flow state of
Tesla is also not optimistic. In the first few years of the acquisition, Tesla was also in a state of
negative cash flow. It can be foreseen before the acquisition begins that the debt will certainly put a
lot of pressure on Tesla after the acquisition is completed.
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3.5. The Threat after the Completion of Acquisition

Many of the most emerging solar companies are growing fast, such as Sunpower. In the aspect of
electric vehicles, the addition of a series of established automobile manufacturers with a deep
customer base, such as BMW and Ford, also makes the market more intense. BYD, in particular, is
Tesla's main strong rival in the electric car market. Both the acquirer, Tesla, and SolarCity, the target
company, face huge challenges and threats in the external market space.

To sum up, the main motivation for Tesla's acquisition of SolarCity comes from the strong
synergistic benefits of SolarCity for Tesla's industrial chain, mature technology, and excellent market
share ratio, which are conducive to the improvement of Tesla itself and the promotion of its strategic
conception. The disadvantage is mainly from the debt and the competitive environment. After
weighing the pros and cons, it is easy to find that the competitive advantage that the acquisition of
SolarCity can bring to Tesla can cover up some shortcomings of the acquisition, which is also the
reason for Tesla's determination to complete the acquisition.

4. Evaluation of Tesla's Acquisition of SolarCity

This article will evaluate the acquisition in two aspects. The first is the perspective of financial
data. Usually, to evaluate the success of an acquisition, it can analyze the changes in profitability and
solvency of the company before and after the acquisition, which are two key factors. From Tesla in
the acquisition before and after the financial statements calculated all kinds of return data, such as
ROA, ROE, and NPM value, can more intuitive reflect the acquisition to Tesla profitability changes.
At the same time, the balance sheet of asset-liability ratio and quick ratio can also intuitively reflect
the tesla after the completion of the acquisition solvency change. On the other hand, it evaluates the
risks faced by Tesla after the completion of the acquisition, which is mainly divided into financial
and operational risks. This paper mainly builds the index system of performance evaluation from two
aspects: profitability and solvency.

4.1. Financial Performance

4.1.1 Profitability

In this paper, ROA, ROE, and NPM are selected as the reference indicators to analyze the changes
in Tesla's profitability before and after the acquisition. Return On Assets (ROA) is a ratio that
measures the company's ability to generate profits using total assets. This ratio is directly proportional
to the stock price. Return On Equity (ROE) is used to measure the company's rate of return or the
company's effectiveness in generating profits. Net Profit Margin (NPM) is a ratio that measures the
company's ability to generate profits using the company's net sales [7]. It can be clearly found from
the chart that Tesla's ROA, ROE, and NPM values are all negative both before and after the
acquisition, which shows that Tesla did not turn a profit and was always in a loss because of the
acquisition. At the same time, these three values of Tesla are in a fluctuating trend after the acquisition,
which shows that in the short term, it is difficult for Tesla to rely on the completion of this acquisition
in the short term. But from a long-term point of view, because Figures 3, 4, and 5 are all in the rising
trend, it shows that SolarCity acquisition of Tesla's profitability improved, and based on the
acquisition can produce good synergies, the characteristics of new energy enterprises and the
advancement of tesla strategic idea, the acquisition in the long term can help tesla is huge.
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Fig. 3 Changes in Tesla's ROA from 2015 to 2018
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Fig. 5 Tesla’s net profit margin changes from 2015 to 2018

4.1.2 Debt paying ability

An entity’s ability to maintain its short-term debt-paying ability is important to all users of
financial statements. Suppose the entity cannot maintain a short-term debt-paying ability. In that case,
it will not be able to maintain a long term debt paying ability, nor will it be able to satisfy its
stockholders. Even a very profitable entity will find itself bankrupt if it fails to meet its obligations to
short-term creditors. The ability to pay current obligations when due is also related to the cash-
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generating ability of the firm [8]. The two indicators that can directly reflect solvency are the asset-
liability ratio and the quick ratio. Therefore, this paper collects the changes in Tesla's asset-liability
ratio and the quick ratio before and after the acquisition (see Figure 6 and Figure 7). It can be clearly
found from the chart that Tesla maintains a very high debt-to-asset ratio, both before and after the
acquisition. This shows that even after the completion of the merger, Tesla's day-to-day operations
are still facing greater debt pressure. In terms of the quick ratio, Tesla's quick ratio rose to 0.72 in
2016 after the acquisition was completed. This shows that the deal helped to improve Tesla's solvency
in the year of the acquisition. But overall, Tesla's quick ratio does not exceed 1, and in 2018, Tesla's
quick ratio dropped to 0.52, which is lower than before the acquisition began in 2015. The acid test
ratio can be increased by increasing accounts receivable turnover, accounts receivable turnover in
days, inventory turnover, and inventory turnover in days. Still, it can be decreased due to an increase
in the cash conversion cycle [9]. The acid ratio is the quick ratio. After the acquisition, the quick ratio
shown in the picture of Tesla shows a downward trend again, which directly shows the long cash
conversion cycle of Tesla, which once again confirms the problem of seriously insufficient cash flow
and the high debt ratio of Tesla. The low quick ratio of no more than 1 shows that Tesla's cash flow
is still seriously insufficient, and the continuous decline of the quick ratio after 2016 also shows that
the acquisition will not help the improvement of Tesla in the short term and even have a negative
effect.
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Fig. 6 Changes in Tesla's Asset Liability Ratio from 2015 to 2018
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4.2. Risk Assessment

When analyzing the risks a company faces after a merger and acquisition, operational and financial
risks are usually considered simultaneously, representing the company's potential crisis in two
different aspects.

4.2.1 Operational risk

Following Basel Il regulation for banks, operational risk is defined as the risk of a loss resulting
from inadequate or failed internal processes, people or systems or from external events [10].

The loss of core personnel is an unpredictable loss for any enterprise. After the merger, Tesla also
faced such a risk due to the hidden danger of due diligence and personnel overlap. As competition in
the new energy industry intensifies, so will competition for people with skills that Tesla needs for its
business, including electrical engineering, software engineering, electric vehicle skills, and
construction engineering. Especially after the acquisition of SolarCity, Tesla needed to reasonably
integrate the management and technical personnel of the target company after the merger, resulting
in different degrees of overlap between the management and technical departments. In such a
relatively chaotic process of personnel restructuring, and at the same time, other Tesla competitors
and mature enterprises have offered olive branches to Tesla's talents, the possibility of talent loss for
Tesla has been further aggravated.

Competition in the new energy market is fierce, and with the continuous influx of competitors,
such competition is expected to be more intense in the future. The consequence of intensified
competition may lead to the decline of Tesla's car sales, so that the price drop too fast will cause a
problem of brand reputation, which is also a point that Tesla is often criticized by consumers, resulting
in a vicious circle, resulting in a large loss of customers.

In the energy generation and storage business, Tesla's acquisition of SolarCity can help it form a
mature vertical structure in the industrial chain and develop into an integrated enterprise. However,
the market competition in the energy generation and power storage business is equally fierce. Tesla
still takes the sales of new energy vehicles as the main source of income after the acquisition, which
shows that Tesla still puts the development center on new energy vehicles. The proportion of the solar
power industry has always been small. Development could be faster, which is not conducive to its
long-term competitiveness in this part of the business.

4.2.2 Financial risk

Economic systems are increasingly prone to complexity and uncertainty. Therefore, making well-
informed decisions requires risk analysis, control, and mitigation [11]. Therefore, vigilance and
control of financial risks is also a major factor that needs attention after mergers and acquisitions.

Tesla has maintained a high debt ratio before and after the acquisition. SolarCity, as the target
company, has an extreme cash flow shortage and a high debt ratio. At the same time, SolarCity and
Tesla, as new energy enterprises, have huge cash investments in the early stage, which also brings
huge cash flow pressure to Tesla. In order to add more flexibility and further diversify Tesla's cash
returns, Tesla has invested in a large number of digital currencies after 2021. The popularity of digital
currency assets is a relatively recent trend, and whether consumers, businesses, and investors are
willing to be bullish on the development of the digital currency market in the long term is
unpredictable. In recent years, the volatility of the digital currency market has been large, and it isn't
easy to maintain stability. Especially in the case of the global economic downturn, once Tesla loses
money in the digital currency market, it is a more serious blow to the enterprise.

5. Conclusion

In the short term, Tesla's acquisition of SolarCity is not optimistic and cannot be considered a
highly profitable acquisition in the short term. This is mainly due to the operational risks and financial
risks faced by Tesla, as well as the integration and reorganization of the merger and acquisition
without the best due diligence and positions, and more importantly, the asset liability ratio of the
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target company and the acquirer is too high, and the serious lack of cash flow. These factors limit the
acquisition of Tesla to bring more benefits.

However, from a long-term perspective, mainly in the new energy industry (which belongs to the
emerging industry), mergers and acquisitions cannot be judged solely from short-term interests. Still,
they should focus on long-term stable market development and industry trends. In particular,
vertically integrated acquisitions such as Tesla can not only form good synergies, but also promote
the long-term development of the enterprise. This is mainly due to the strategic overlap and industrial
restructuring between Tesla and SolarCity. From the stock price changes after the completion of the
acquisition and various financial indicators reflecting profitability, the acquisition is undoubtedly
significant for the long-term development of Tesla.
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