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ABSTRACT

Merges and acquisitions of listed companies are stud-
ied in this report, both in theory and in practice. It starts
with the comparison between the theory of developed mar-

ket and the reality of Chinese market. On this basis, the
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author presents his opinions about the issues of M&A of
listed companies in China and gives some suggestion.

In the first section, the author thinks that the theory
of M&A is, to large extend, just the application of the en-
terprise theory and industry theory. The core of it is to
analyze the motives of M & A actions. A company wants
to optimize its internal resource allocation, gain competi-
tive advantages over its rivals and maximize its profit,
which is the ideal state all firms pursue. Managements use
M & A to get near to the ideal state. What the enterprise
theory emphasizes is on the saving of transaction cost.
However, the industrial theory stresses the scale economy,
scope economy and the competition theory, etc.

M & A activities bring more challenges to enter-

preneurs than to economists. There are a lot of technical
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problems, such as law issues and accounting factors that the profes-
sionals must deal with. In the second section, we do some studics on
the technical issues related to M & A, especially the financial ar-
rangement. Further, the author finds that game theory is a good
tool to analyze the choice of dynamic strategies in the middle of M &
A. So we give three typical models based on the game theory.

The third section points that, in China, the system is an im-
portant factor to differentiate Chinese market from the mature mar-
ket. Many problems arising in M & A activities involve systematic
factors. For example, the two kinds of shares in A share market in
China bring about many problems to M & A activities. But when
we want 1o solve the problems, we should follow the rules of the
market. Otherwise, we will be punished by the market.

As the author’s viewpoint, an amicable environment of policy
and law should be created for M & A, especially a flexible financial
environment to solve the finance problem in M & A activities. The
government should allow the listed companies to finance directly
from both stock and bond markets. The regulatory authorities
should pass relative rules as soon as possible and try best to enforce
them, enable the enterprises to follow. However, the author still
thinks that at present the main source of capital is banks. It is very
difficult to raise M&A capital from both stock and bond markets.
Maybe trust unit is a good alternative source of capital.

The history of world M & A activities shows that M & A is re-
ally a kopis, and if there is not a proper regulation, M & A could
produce negative effect on industrial economy. At present there are
many nominal merger activities which just service the manipulation
of stock price in secondary market. We analyze the problems in the
regulation practice, and give some constructive advice on policies in

this connection.



Since, during the periods of rapid growth and transition in
economy, M & A activities is a good indicator of development trend
of industries, the author analyzes the relation between M & A and
industry development in detail in the {fourth section. Combined with
the characters of transition economy, the author analyzes the trend
of M & A activities in various industries in China.

For a long time, there is a lot of discontentment to China Secu-
rity Regulation Committee or CSRC in market, who always grants
the immunity of obligation to buyout the outstanding share in many
company control right transactions, which does not tally with mar-
ket rules and think too much for acquiring corporations. This is real-
ly unfair for the shareholders of target corporations, especially for
the small shareholders. In October 2002, CSRC issued the Regula-
tions on Listed Corporation M & A, which specified clearly the re-
quirement for the immunity and the principles for pricing of listed
and unlisted shares, which really is a good start for standardization
of corporation control right transactions.

It is evidenced that M & A activitics could push the economy
development and play a key role in reconstruction of enterprises. In
china the outcome is not as expected, although there are some limits
on the M & A practice. The accounting [acility is an obvious obsta-
cle that restricts the development of M & A. In the fifth section,
we provide the accounting method on M & A and analyze in detail
the regulations of current corporate accounting system.

Capital market is the major battlefield of M & A. On one
hand, it provides many [acilities for the activities, on the other
hand, the development of M & A pushes the growth of capital mar-
ket. The sixth section analyzes the interactive relations between the
capital market and M & A.

Finally, the author provides two case studies, one for Nangang
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bid acquiring transaction which took place firstly after the Regula-
tions on Listed Corporation M & A were put into practice, the other
for Shanghai First Shopping Corporate acquiring Shanghai Hualian
Mallshop Corporate which took place recently. We give some basic
information about the participants firstly, and then analyze the rea-

son, the process and the key terms of the transaction.

Key words: Listed company, M & A finance, industry
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