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Abstract

In recent years, China's market economy has developed rapidly,
leading to increasingly fierce business competition. For listed companies
facing strong competition pressures in the capital market, mergers and
acquisitions (M&A) can be a rapid way to extend the industrial chain,
achieve rapid expansion, diversify business directions, optimize and
improve the company's original structure, while reducing time costs and
enhancing the company's market value. However, in the practice of
corporate mergers and restructuring, information asymmetry may lead to
deviations in valuation assessments of the acquired party. To protect the
rights and interests of small and medium investors, the government has
implemented a performance commitment system. Nevertheless, some
companies may make overly optimistic performance guarantees in pursuit
of higher valuations, which can put pressure on their operations and
potentially lead to financial manipulation, further increasing audit risks.
In recent years, the phenomena of profit manipulation and interest
transfer in audits have been increasing in M&A transactions, ultimately
transferring these risks to certified public accountants. Therefore,
studying the audit risks triggered by performance commitments in M&A

1s of significant importance.
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Based on a review of scholars' research perspectives, theories, and
methods, this paper selects the audit case of Lixin Accounting Firm
during Ningbo Dongli's acquisition of Nianfu Supply Chain as an
example to explore audit risks under performance commitments. Firstly, it
outlines the entire process of Ningbo Dongli and Nianfu Supply Chain
signing the performance guarantee agreement. Secondly, using the
Hierarchical Holographic Modeling (HHM) technique, combined with the
characteristics of different stages of the M&A process and performance
commitments, a decision-making matrix is constructed. The Analytic
Hierarchy Process (AHP) is then used to determine the weights of each
indicator for assessing audit risks. Then, based on the model's assessment
results and the risk transmission mechanism under performance
commitments, the audit risks potentially caused by performance failures
are deeply analyzed from the perspectives of material misstatement risks
and detection risks. Finally, corresponding countermeasures are proposed
to address the issues revealed in the preliminary analysis.

Through the case study, this paper argues that the performance
commitment mechanism can, to a certain extent, ensure the effective
implementation of mergers and acquisitions. At the same time, the risks it
brings can directly lead to the failure of asset restructuring. Both parties

to the M&A should strengthen risk identification, formulate targeted
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countermeasures, and thus reduce the impact of performance commitment

risks.

Keywords:Performance Commitment ; Performance failure ; Audit ri

sk; HHM Framework
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