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Preface

A share swap merger (SSM) is a purchase by an acquiring company of
shares in a target company, for which all of the consideration paid for the shares
of the target company are shares of the acquiring company. SSM not only has a
saving effect on transaction cost compared to cash payment, but also can avoid
tax and increase share growth expectation from financial prospect. Consequently,
as the international financial environment being more flexible since 1990s, espe-
cially the development of trade freedom on financial service, SSM has been be-
coming a popular form of Mergers & Acquisitions(M&A ).

Though SSM in China has only a short history of 8 years and just 27 firms
adopted it, we still believe that it is important to study SSM in China at present.
On one side, the “Regulations on the Takeover of Listed Companies” promul-
gated on September 2002, made the SSM a legal form of M&A and the accom-
plishment of the Equity Division Reform eliminated the obstacle that the exchange
ratio can not be determined. The success of the merger case of Shanghai Interna-
tional Port Group incorproating Shanghai Port Container, which is the first share
swap merger in the period of full-circulation, will lead more listed companies to
adopt such a way of M&A. It means that SSM is coming into marketization oper-
ation stage. On the other side, SSM in China has not been very mature, and
there are still some shortcomings in exchange ratio, accounting treatment, infor-
mation disclosure, performance appraisal and political support etc. Therefore, it

is valuable to carry out a system research on SSM, to sum up all the experiences
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and shortages of previous cases, in order to provide constructive suggestions to
decision-makers and practical reference to listed companies.

The paper includes 11 chapters:

In Chapter one “ Introduction” , research questions are mentioned first,
background of SSM and the theoretical and practical significance to study SSM in
china are then described. Afterwards, basic concepts related to M&A, merger
by absorption and SSM are defined. In the end of this chapter, research method,
research content, research difficulty, innovation and insufficiency of the paper
are stated. .

Chapter 2—chapter 4 is theory part.

In Chapter two “Theoretical Research and Literature Review” , it introduces
related theories in M&A , differences between SSM and other forms of M&A,
and the domestic and overseas research literatures on SSM.

In chapter three = “Motivation of SSM and Its Development Stage”, it main-
ly introduces domestic and overseas development stages of SSM, and analyses
the general and special motivations of SSM for China’s listed companies.

In chapter four “The procedure of merger”, it mainly introduces the proce-
dure of domestic and overseas merger.

Chapter 5—chapter 11 is practice part.

In chapter five “ Evaluation of SSM of China's Listed Companies”, it main-
ly analyses the problems of evaluation during the course of SSM of China’s listed
companies and puts forward some suggestions.

In chapter six “Exchange Ratio of SSM of China’s Listed Companies” ,
using case study method, it analyses existing problems in determining exchange
ratio by investigating domestic and overseas SSM’s cases and finds that, not on-
ly in the period of Equity Division but also in the period of full-circulation, the
current exchange ratio in China cannot match the intrinsic value principle. There-

fore, it adopts some measures to adjust above method and analyses how to use
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intrinsic value principle to estimate exchange ratio in a full-circulating market.

In chapter seven “Accounting Treatment of SSM of China’s listed compa-
nies” , it explores the possible reasons to adopt pooling of interests method in
deal with SSM by China’s listed companies and finally proposes that two ac-
counting treatments should be made both available to SSM.

In chapter eight “financial information disclosure of SSM of China’s listed
companies” , it studies current cases and analyses the information disclosure re-
lated to SSM on financial reporting, earning forecasting report, pro-forma finan-
cial report and asset appraisal report. Finally some suggestions are made to im-
prove information disclosure.

In chapter nine “performance of SSM of China’s listed companies” , it ex-
amines the post-SSM performance of acquiring company by adopting principal
component method and event-study method, and post-SSM performance of target
companies by adopting financial ratio comparison method and event-study
method. The result reveals that acquiring companies has lower performance post
SSM, and there is no conclusion for target companies due to lack of data and in-
consistent results from two cases. From M&A theoretical prospect, it discusses
the possible reasons causing the lower performance of acquiring companies, sub-
sequently advocates to standardize intermediaries, strengthen M&A transaction
institutions, reinforce the supervision of administration department, and develop
civil compensation and group lawsuit in order to form fully legal responsibility
mechanism and litigation mechanism.

In chapter ten “ the protection of the small and medium shareholders’ inter-
ests in the course of SSM”, it introduces the protection system of the small and
medium shareholders' interests in the course of SSM, analyses the existing prob-
lems of the protection of the small and medium shareholders’interests in the
course of Chinese SSM and put forward some suggestions.

In chapter eleven “the study of typical cases of SSM of China’s listed com-

« 3 .
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panies” , it selects 3 typical cases, introduces base situation and analyses charac-
teristics and deficiencies.

The book keeps a foothold in reality of SSM of China’s listed companies. It
forms a framework from all-direction to research SSM of China’s listed compa-
nies, using combined method of theoretical and empirical analysis to study evalu-
ation, the exchange ratio, accounting treatments, financial information disclo-
sure, the protection of small and medium shareholders’ interests and performance
of SSM. The cases involved in the book is all-round and pertinent policy and data
recommended is new. The study on exchange ratio, information disclosure and
performance have a obvious characteristic comparied with the same study. From
some significance, the book fills in gaps of the study of SSM of China’s listed
companies.

SSM is an eternal research problem in capital market. Though the book have
related to some aspects of SSM of China’s listed companies, some important
problems have not come down to and the problems talked about in the book are
not enough thorough. The author of the book hopes that the book can break the

ice and urges more theory and reality workers to study in-deep.
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