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Abstract

The valuation adjustment mechanism, generally shortened to VAM,
i1s an commercial agreement, on account of the uncertainty in the future
concluded by the buyer and seller in the acquisition. They are going to
implement the agreed conditions respectively depending on whether they
reach the settled goal. With the development of the China’ s capital
market, it is common to sign the agreement in the acquisition subjecting
to prevent the company from to adjust the valuation bias, to reduce the
cost of the risk management, and to protect both companies growing
strongly. However, due to the VAM has not yet been mature enough, its
provision design has not been standardized, and its application is not
mature enough. According to public data collection, the percentage of
success of the VAM is going low consistently from 2014 to 2019.
Furthermore, the rate of failed VAM was more than 40% high in the
commitment period from 2018 to 2019 also indicated that the VAM
problems need to be solved immediately.

Among the failed acquisition cases, more than 30% of the them from
traditional manufacturing industry which is worth further investigation.
Therefore, the paper selects the failed acquisition case which is the listed
company Xinri Hengli from traditional steel wire rope manufacturing

industry. The buyer lost the control of the target enterprise leading to the
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subsequent merger and acquisition parties went to the court, attracting
lots of the attention. The article deeply explores the clause designation
and risk status out of VAM through the the angle of theory and case
analysis. What’s more. It provides suggestions for the risk management
for listed companies using VAM.

The paper aim to identify the risk accurately of using VAM of cross
industry acquisition as well as to investigate the reason behind back. At
last, based on the case study, the conclusion are as follows: selecting the
acquisition industry prudently, reasonably choosing the valuation method,
formulating the VAM clauses based on the realistic conditions,
participating the management of the targeted company all the time and
innovating the compensation principals and rewarding mechanism.
Through the vivid case study, the paper looks forward to promote the
corporate management skills and the use of VAM, as well as the win-win

results for both parties.

Keywords: VAM; Performance Commitment; Risk Control; Valuation

Assessment
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