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ABSTRACT

Mergers and acquisitions are a common phenomenon among companies, and sometimes
these turn into a high-level political issue. This case study analyzes the turn of events between
one of the richest men in the United States and the CEO of Tesla, Elon Musk, who offered to buy
Twitter, the social media outlet, for approximately $44 billion. Why Musk wanted to buy Twitter
is still a subject of debate. From the time he offered to buy Twitter until they finally
consummated the deal, the two parties engaged in several court cases and were a regular news
item in the financial press. This case presents relevant financial and accounting data enabling the
reader to judge whether Elon Musk’s decision to acquire Twitter is financially prudent.
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Background

Elon Musk, the current wealthiest man in the world with a $219 billion net worth', has
brought public attention to himself in many ways. The large buyout deal with Twitter is one
news item that draws many people’s and the media’s attention in 2022. Twitter is a publicly
traded social media company with more than 200 million users and is one of the world’s top
social platforms. Since January 2022, Musk has started purchasing stock from Twitter. On April
4, 2022, based on the SEC filing of Twitter, Elon Musk became the largest shareholder of
Twitter and owned 9.2 percent of Twitter’s common stock.

Later, on April 25, 2022, according to the agreement signed between Twitter and Elon
Musk on the same day, Musk agreed to buy out all the outstanding shares of Twitter by paying
$54.20 per share in cash, without interest, for approximately $44 billion in total. If successful,
this buyout would bring Twitter into a completely private company. As of April 25, 2022, the
adjusted close price of Twitter was $51.70.

However, based on the SEC filing of Twitter on June 6, 2022, Elon Musk requested
Twitter to provide data and information to evaluate the fake and spam accounts on Twitter and
mentioned that he reserved his right to terminate the deal if Twitter failed to provide such
information. On July 8, 2022, based on the SEC filing, Elon Musk formally notified Twitter that
he was terminating the agreement with Twitter because Twitter failed to provide all the
information he requested. On July 12, 2022, Bret Taylor, the chairman of Twitter’s board of
directors, posted on Twitter, “Twitter has filed a lawsuit in the Delaware Court of Chancery to
hold Elon Musk accountable to his contractual obligations.” As of July 18, 2022, the closing
stock price of Twitter was $38.41, which is $15.79 lower than the amount that Musk offered. The
trial between Twitter and Elon Musk was decided to begin on October 17, 2022. While, the
Agreement and Plan of Merger, signed between Elon Musk and Twitter on April 25, 2022, lists
that “either party may terminate the agreement at any time before the effective time, on or before
5:00 p.m. (Pacific time) on October 24, 2022 (the date may be extended pursuant to the terms of
the termination date). Parent Termination Fee shall mean an amount equal to $1 billion (about $3
per person in the U.S.).”

On October 4, 2022, before the trial date of the lawsuit, Twitter posted that Twitter had
received the letter from Musk’s parties and the intention to close the deal at $54.20 per share. As
of October 4, 2022, the close price of Twitter was $52.00, which is very close to the per share
price Elon Musk offered.

On October 27, 2022, Elon Musk posted on Twitter that “the bird is freed” indicating that
he had officially taken over Twitter, and Musk became the owner and CEO of Twitter. Later, he
took many actions to reorganize Twitter by layoff top executives and employees.

Assume Elon Musk hires you as a financial consultant. Your main job is to support part
of the due diligence on Twitter from a financial perspective and explore the merger’s possible
economic effects. Based on Twitter’s financial data, you need to use the existing historical data
to investigate the deal.

! Forbes Billionaires 2022: The Richest People in the World, https://www.forbes.com/forbes-
400/.
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Basic Information

Due diligence is an investigation process of perspective investments in a particular target
firm (Cumming & Zambelli, 2017). Performing due diligence is crucial for merger and
acquisition (M&A) deals since it reduces the risk of M&A failures as well as reduces the risks of
paying or receiving an unfair price for the target company (Perry & Herd, 2004). Usually, law
firms and other professionals, such as accountants, become involved in the process (Lawrence,
2022). It includes the assessment of management skills, target industry and competitors, project
opportunity, financial forecasts (Camp, 2002), as well as operational and financial risk (Brown et
al., 2008). The financial considerations of due diligence include but are not limited to reviewing
the audited financial statements, 10-K reports, and other SEC filings if the target is a public
company and reviewing the most recent unaudited financial statements (Lawrence, 2022).

Conducting financial statement analysis helps investors understand the current financial
position of a business and predict its future performance based on the existing historical financial
information. The common methods of analyzing a company’s financial statements include
comparative financial statements, horizontal analysis, vertical analysis, and ratio analysis
(Spiceland et al., 2020, p. 130).

Ratio analysis is very popular because it eliminates the size effect of a company and
allows investors to compare the ratios with the industry level or other companies. The ratios used
by investors and creditors are liquidity ratios, solvency ratios, active ratios, and profitability
ratios. The liquidity ratios explain the ability of a company to pay its short-term debts, which
include the current ratio (current ratio = current assets/current liabilities) and quick ratio (quick
ratio = quick assets/current liabilities) (Spiceland et al., 2020, p. 132). The information for
analyzing the current ratio or quick ratio is in a company’s balance sheets.

Other than the ability to pay short-term debts, investors are interested in a company’s
ability to pay its long-term debts, which the solvency ratios commonly use. Debt to equity ratio
(debt to equity ratio = total liabilities/shareholders’ equity) times interest earned ratio (times
interest earned ratio = (net income + interest expense + income taxes)/interest expense) are
commonly used solvency ratios (Spiceland et al., 2020, p. 134). This information is available on
a company’s balance sheets.

Profitability is also a key factor in studying the financial statements of a company.
Profitability ratios include profit margin (profit margin = net income/net sales), return on assets
(return on assets = net income/average total assets), and return on equity (return on equity = net
income/average shareholders’ equity) and assist investors in evaluating a company’s ability to
make a profit (Spiceland et al., 2020, p. 199). Activity ratios, measuring how well a company
manages and uses its assets, also represent a company’s profitability. The commonly used
activity ratios are asset turnover ratio (asset turnover ratio = net sales/average total assets),
receivables turnover ratio (receivables turnover ratio = net sales/average total net receivables),
and inventory turnover ratio (inventory turnover ratio = cost of goods sold/average inventory)
(Spiceland et al., 2020, p. 197).

Investigating the value of securities is also an important factor in investment decisions.
Two types of security valuation models, absolute and relative valuation models, are in common
use. Due to the complication of calculating the absolute value of securities, the relative valuation
model is more popular. Under the relative valuation model, investors calculate and compare the
price multiples of the potential target company with similar companies in the industry to
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determine whether the stock price is valued fairly, overvalued, or undervalued. The Price to
Earnings ratio (P/E ratio) is one of the price multiples.

. P
P/E ratio = =2
Eq

where P, represents the stock price today, and E; represents the expected earnings per
share over the next year. If the P/E ratio of a company is higher than its industry peers, its stock
price is more overvalued than its peers, which is less attractive to investors.

The Price Earnings to Growth ratio (PEG ratio) is a modification of the P/E ratio by
including the anticipated growth rate.

PEG ratio = (P"é—El)

Where G represents the anticipated growth rate of a company, the one-year expected
growth rate is equal to E;/E,. A lower PEG ratio means the stock price is undervalued and more
attractive to investors. Other than the ratios listed above, investors also often use the price-to-sale
ratio (stock price today/expected sales in next year), price-to-cash flow ratio (stock price
today/expected cash flow in next year), and price-to-book ratio (stock price today/book value of
the common stock today) to analyze the valuation of securities.

REQUIREMENTS
Part I

Assume that on your first day as the consultant, Musk’s Secretary, A, met you. Secretary
A is the one who works directly with you for the period of your consulting services. Secretary A
provided you with the link to the SEC EDGAR website company search page > and said, “Mr.
Musk would like you to prepare a preliminary report on Twitter, including the history, products,
competitors, main profit sources, and other important performance information we should know
about Twitter.” Please find a similar sample report of Tesla in the Tesla Sample Report section
for your reference.

The Electronic Data Gathering, Analysis, and Retrieval system (EDGAR) is a free public
database that allows people to review the filings a company makes with the SEC. It contains
information from millions of companies and is an excellent resource for investors, companies,
and researchers. You can find the latest filings, as well as the 10-K and 10-Q reports of Twitter
by using the SEC filings page of Twitter Inc., on the EDGAR website?.

Part 11
After you submitted the reports, Secretary A expressed delight with your work and

emailed you, “Excellent job. Now we would like to know more details. Would you please
conduct a thorough financial analysis of Twitter, including explaining the profitability, solvency,

2 https://www.sec.gov/edgar/searchedgar/companysearch

3 https://www.sec.gov/edgar/browse/?CIK=141809 1 &owner=exclude
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activity, and liquidity of Twitter based on its financial statements? You can find the financial
statements from the 10-K reports on Twitter via SEC EDGAR. For your convenience, we also
prepared the condensed balance sheets and income statements of Twitter for the most recent
eight years. Please show us the changes regarding profitability, solvency, liquidity, and stability
over the eight years in graphs or tables.”

You can find the Condensed Income Statements and Balance Sheets in the appendix.

“Besides the basic financial statements analysis, we also want to know more regarding
the value of Twitter,” Secretary A said. “It will help us to decide if we have offered a reasonable
per-share price to Twitter. By using the relative valuation models, such as the P/E ratio, PEG
ratio, price-to-sale ratio, price-to-cash flow ratio, or price-to-book ratio, explain whether the
stock price of Twitter is valued fairly, overvalued, or undervalued.” You can find the historical
stock price of Twitter on the New York Stock Exchange (NYSE) website,* and it is
downloadable.

Part I11

Please provide us with a final financial analytical report on Twitter. Based on the
information you have obtained from Part I and part II, explain your predictions for the future of
Twitter, such as the profitability, performance, and associated risks. Discuss the potential
economic impact of the deal on Twitter and whether Musk has offered a reasonable price.
Furthermore, discuss the possible impact on Tesla Inc., which is also a Musk-related entity, as
well as the effect on the concept of free speech on Twitter once a single individual owns the
company.

TESLA INC. SAMPLE REPORT

Three U.S. entrepreneurs, Martin Eberhard, Marc Trepanning, and Elon Musk founded
Tesla Motors in 2003 to develop electric cars. These entrepreneurs wanted to produce electric
vehicles because there were no fully battery-powered electric cars that were roadworthy and
capable of generating high performance and high mileage.

In the beginning, Eberhard was Tesla’s CEO, and Tarpenning was its CFO. In the early
stages, the company had difficulty raising funds because of the uncertainty surrounding the
potential success of an electric car, which was unknown to American consumers at that time.
According to Musk himself, early on, it had only a 10 percent chance of success. Finally,
however, they were able to raise moderate financing from various sources, notably from Elon
Musk, who was a PayPal founder and became Tesla’s chairman in 2004. After the resignation of
Eberhard and Tarpenning, Elon Musk took over as the CEO of Tesla in 2008. In 2010, the
company went public and raised an initial capital of $226 million.

In 2008, Tesla released its first completely electric car, the Roadster, with a range of 245
miles on a single charge. In 2012, Model S, with a room for seven passengers, was released.
Model S was considered the best in terms of efficiency, performance, and safety and is the first

4 https://www.nyse.com/quote/XNYS: TWTR
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electric vehicle built ground up from its Fremont facility in California. Motor Trend magazine
reported that it reached a speed of 60 mph in 2.28 seconds and was awarded a five-star safety
rating from the U.S. National Highway Traffic Safety Administration (NHTSA). In 2015, Model
X - a sport-utility vehicle with a five-star safety rating from NHTSA, was added to its production
line. Tesla’s Fremont facility is the largest and most sophisticated automobile plant, with more
than five million square feet spread over 370 acres of land, creating thousands of new jobs. In
2016, Tesla built the Model 3 and, in 2017, introduced a truck called Tesla Semi, enabling truck
owners to substantial savings in fuel costs. Tesla is currently working on a second generation
truck.

Production Facilities

The major production facilities of Tesla are located in Fremont, California; Shanghai,
China; Tilburg, Netherlands; and Berlin, Germany. The Fremont facility is the most
sophisticated automobile plant in the world and produces all four Tesla models. In addition,
Tesla is currently building a gigafactory to build high-tech lithium batteries in Sparks, Nevada.
Another super factory of Tesla is in Shanghai, China, with a capacity of 450,000 vehicles per
year. The facility in Shanghai will also produce batteries and other parts. In addition to the
Fremont and Shanghai, Tesla is building another gigafactory in Austin, Texas. The total installed
capacity of Tesla is 1,050,000 vehicles.

Tesla’s Vehicle Production

Tesla’s vehicle production has increased substantially, from a mere 35,000 in 2014 to
930,422 in 2021. As indicated in Table 1 (Appendix I), this is an increase of more than 2500
percent.

Reports indicate that the Model 3 was the bestselling electric vehicle in 2020 and 2021.
The substantial increase in EV production and sales (table below) shows that its popularity will
increase in the years to come.

Tesla’s Revenue

As indicated in Table 2 (Appendix I), Tesla’s revenue has skyrocketed since 2016. In
2016, it was $7 billion, and in 2021, it reached $53.8 billion, almost a seven fold increase. Since
then, there has been a steady increase in revenue and given the popularity of EVs, and the
increase in the price of gasoline, it is safe to conclude that Tesla’s revenue will continue to
increase.

LEARNING OBJECTIVES AND IMPLEMENTATION

Motivation and Learning Objectives
Business data analysis as well as forecasting business performances and values based on

financial data play a more significant role in the workplace. For example, the CPA evolution
2024 draft mentions that Data and Technology Concepts will be assessed in all Core and
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Discipline Exam sections, and it is easy to tell from the blueprints that the CPA candidates
should have a solid understanding of business data analysis and information technology.

This case is to enhance the abilities listed above for students to be ready for the
workplace by using a hot topic such as Elon Musk’s buyout on Twitter. The highlights of the
case include social media being everywhere and being part of the new generation’s life. Students
are interested in this topic because they are very familiar with Twitter and Elon Musk. We not
only require students to use basic financial analysis tools (such as ratios, and vertical and
horizontal analyses) to study the performance of the company but also require students to use
data visualization techniques. By including stock price analysis, students can develop their
interdisciplinary research skills.

The learning objectives of the case include applying financial analysis, analyzing security
valuation, applying data visualization, and professional writing. Financial statement analysis
courses, business data analysis courses, intermediate accounting, and advanced accounting
courses can use the case.

Implementation

In the first week of the class, the instructor introduces the case. Students should start to
research the basic information about Twitter and Elon Musk. Assign part I.

In the fourth week, students submit Part I of the case, the background of Twitter. Part I
should include the history, products, competitors, main profit sources, and basic financial
performance of Twitter. Also, students receive feedback from the instructor.

In the eighth week, students submit part II of the case. Part Il should include findings on
conducting the basic financial analysis. In addition, it should include estimating the value of
Twitter, whether it is under- or over-estimated by the stock price. Also, students receive
feedback from the instructor.

In week 12, students submit part III of the case, discussing the potential economic impact
of the deal on Twitter and whether Musk has offered a reasonable price. Furthermore, discuss the
possible impact on Tesla Inc., which is also a Musk-related entity, as well as discuss the effect of
the concept of free speech on Twitter once a single individual owns the company. Also, students
receive feedback from the instructor.

In the final week of the semester, students submit the completed case study and receive
the grade.
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Appendix I

Table 1 - Tesla’s Vehicle Production

Year
2014
2015
2016
2017
2018

2019
2020
2021

2022 (Q1 + Q2)

Table 2 — Tesla’s Revenue

Year
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022 (Q1+Q2)

Production
35,000 vehicles
51,095 vehicles
83,922 vehicles

100,757 vehicles
254,530 vehicles
365,232 vehicles
509,737 vehicles
930,422 vehicles
563,987 vehicles

Amount

$15 million
$112 million
$117 million
$204 million
$413 million
$2.01 billion
$3.2 billion
$4.05 billion
$7 billion
$11.76 billion
$21.46 billion
$24.58 billion
$31.54 billion
$53.82 billion
$35.69 billion
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Appendix II — Condensed Balance Sheets and Income Statements
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