Tesla and SolarCity Boards Approve Acquisition
by David R.  Baker
Aug. 1, 2016 – SolarCity announced Monday that their corporate boards — minus Tesla CEO Elon Musk, who serves on both — have agreed to combine the 2 companies into a renewable energy powerhouse, in a deal worth roughly $2.6 billion.
Tesla’s proposed acquisition of SolarCity, which has prompted deep skepticism from many analysts, is still subject to the approval of federal regulators and each company’s shareholders, and it would not close until the 4th quarter.  The agreement between the 2 boards also gives SolarCity 45 days to shop for a better offer.
But in a blog post Monday, Tesla’s management argued that the deal makes sense for both businesses.  Palo Alto’s Tesla would offer SolarCity investors .11 shares of Tesla for each share of SolarCity.  The proposal would currently value SolarCity shares at $25.37, a slight premium to Monday’s closing price of $24.72.
Together, the 2 companies would make and sell solar panels for generating energy, batteries for storing it, and electric cars for using it on the road.  Those products could be sold together, in part through Tesla’s network of 190 stores.
“The idea is that there’s one sales process, one installation process, one service contact, one phone app to monitor things,” Musk said Monday, in a conference call with Wall Street analysts.  “This is really all part of solving the sustainable energy problem, something that has been our goal from the beginning.”
The 2 companies have always been intertwined, and those connections raised eyebrows from the moment Tesla proposed the acquisition in June.
San Mateo’s SolarCity is led by 2 of Musk’s cousins, Lyndon and Peter Rive.  Musk and Lyndon Rive came up with the idea for SolarCity on a joint trip to Burning Man in 2004.  Musk chairs both corporate boards and is the largest shareholder of each company.  That prompted him to recuse himself from voting on the proposed acquisition.  Antonio Gracias, who also sits on both boards, recused himself as well.
Some critics of the deal have cast it as a bailout of SolarCity by its larger corporate cousin.  They also note that both companies remain unprofitable, and Tesla is embarking on an intense effort to expand production of its luxury electric cars, from more than 50,500 last year to 1 million in 2020.
Bringing together the 2 companies, critics argue, could prove an expensive distraction for Tesla at a crucial time.  “Tesla Motors Inc. needs to concentrate on manufacturing quality vehicles, delivering on its growing list of promises, keeping its existing customers happy, and generating profits.  It’s failing on all accounts,” said Mike Harley, an analyst with the Kelley Blue Book auto information service, in an emailed statement.  “While the acquisition of SolarCity fits into Elon’s master plan, it is another problem that will further divert the company’s focus.”
Musk, however, has pitched the deal as a logical combination of 2 companies with similar missions, cultures and customers.  In its blog post Monday, Tesla argued that the companies together would be able to cut costs by $150 million in the 1st year after the deal closes.
Musk said Monday that the timing of the proposed deal had been driven, in part, by a joint project that SolarCity and Tesla announced in February: Tesla is supplying batteries to a solar power plant SolarCity will build in Hawaii.  The project had to be approved by independent board committees at both companies, he said.
“We’re like, ‘If we’re going to do dozens and then 100s and maybe 1,000s of these deals, there’s no way we can have such an unwieldy process,’” Musk said.  “It’s just crazy.  So we’ve got to combine the companies.”
Tesla shares dropped less than 1% Monday, to $232.62, while SolarCity shares fell more than 7%, to $24.72.
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