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Abstract: Value Adjustment Mechanism (VAM) is the contract to adjust the valuation of the target assets in M&A transaction.
In the previous literature, the incentive effect of VAM has been preliminarily verified in the theoretical and empirical levels,
but whether overly high target cause risk on the contrary is still left to be further analysis. This paper makes an empirical test
on the economic consequences of the profit growth rate committed in VAM based on the example of A share listed companies
which implemented M&A with Private Placement and signed VAM from 2012 to June 2017. The results show that the profit
growth rate committed is positively related to the takeover premium and stock crash risk. In further tests, it is found that
profit growth rate committed has a stronger impact on takeover premium when cash payment ratio is higher, and higher profit
growth rate committed is more likely to lead to stock crash risk when M&A with Private Placement is issued in situation of
stock overvaluation. These results mean the premise of VAM to reduce risk is that the target performance is reasonable. It
will aggravate stock crash risk if bid firms pay too high premium in M&A for high target performance. In order to avoid these
problems, regulation on M&A with high commitment and high valuation should be strengthened, which helps preventing
malicious commitment and deceptive restructuring.

Key words: profit growth rate committed, value adjustment mechanism (VAM), takeover premium, stock crash risk, stock
overvaluation
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