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Research on the Incentive Effect of Mergers and Acquisitions
Performance Commitment Ways

Rao Yanchao', Duan Liangxiao®*, Zhu Xiuli’

(1. School of Accountancy, Shanghai University of Finance and Economics, Shanghai 200433, China; ;
2. Department of Investment Banking, China Securities, Shanghai 200433, China;
3. School of Accountancy, Nanjing University of Finance and Economics, Nanjing 210023, China )

Summary: Affected by various factors, target companies may embrace the risk of not meeting the
performance committed, which leads to multiple forms of performance commitment and performance
commitment compensation. Limited by the sample size, different incentive effects of compensation
forms are only proved in case studies (Tang and Liu, 2006; Gao, 2010 ), and the results are not
promoted to large sample studies (Lu, et al., 2014; Yang, 2016 ).

Using data of mergers and acquisitions on Chinese A-share SME Board and GEM during
2010-2014, this paper investigates the incentive effect of performance commitment forms, including the
effects of the one-way value adjustment mechanism and the two-way value adjustment mechanism,
stock compensation and cash compensation, asset impairment test compensation clause on executive
compensation and firm performance. We find the evidence that performance commitment helps target
companies to meet committed performance: the two-way value adjustment mechanism is more effective
than that of one-way; the stock compensation is more effective than the cash compensation; the agreed
impairment test compensation clause is more effective than the non-impairment test compensation
clause. The incentive effect of performance commitment on executive compensation is mixed: the two-
way value adjustment mechanism is more effective than that of one-way; there is no significant
difference not only between the roles of stock compensation and cash compensation, but also between
the agreed impairment test compensation clause and the non-impairment test compensation clause.

The contributions of this paper include: First, we analyze the incentive effect of various
commitment forms on managers comprehensively. Previous research focuses on the incentive effects of
the one-way value adjustment mechanism and the two-way value adjustment mechanism, stock
compensation and cash compensation (Lu, et al., 2014; Yang, 2016 ), but ignores the effect of asset
impairment due to merger premium. This paper conducts the test of asset impairment and broadens the
existing research thoughts. Furtherly, we adopt managerial compensation variables to analyze the direct
incentive effect of commitment forms. Existing research usually adopt firm performance of target
companies to measure the incentive effect (Yang, 2016 ),but there are various factors affecting firm
performance, and it is difficult to reflect the direct effect of performance commitment. Based on

previous literature, we add managerial compensation variables to conduct further research. Moreover,
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“mainstream” model of corporate governance. A dual-class firm may best be viewed as an intermediate
organizational form which fits somewhere between the polar cases of the dispersed-ownership public
corporation and the closely-held firm. (2) The dual-class structure is a “double-edged sword”. On the
one hand, the dual-class structure limits sharecholder rights, weakens the functions of traditional
governance and supervisory structures, and may result in management yielding control premiums at the
expense of minority shareholders’ interests, thereby harming the value of the company. On the other
hand, under certain conditions, the dual-class structure can ease management’s myopic behavior which
stemmed from the short-term market performance pressure, provide high-powered incentives for long-
term projects such as firm-specific human capital and innovation, which in turn may increase the long-
term value of the company and realize its growth potential. (3) A contingency perspective is beneficial
to clarify the boundary of the institutional effects of the dual-class structure. Contingencies such as
managerial personal characteristics, enterprise characteristics, industry attributes and state institutions
play a vital role in moderating the aforementioned institutional effects of the dual-class structure. (4)
Although associated with a natural agency conflicts, the dual-class structure may be a kind of rational
and efficient corporate governance mechanism for firms with a focus on the long-term corporate value,
the high growth perspective, and the low internal agency costs.

As the Chinese idiom says, oranges change with their environment. The institutional effects of the
dual-class structure are complicated. We cannot think of the dual-class as a“good” or “bad” governance
structure in a one-size-fits-all manner. We need to understand this unique corporate governance structure
from a contingency perspective.

These findings contribute to the extant literature in three ways. First, this article provides a
thorough literature review of the foreign dual-class structure research, which is conducive to the
promotion of deep understanding of the dual-class structure. Second, from a contingency perspective, we
analyze the institutional effects of the dual-class structure, and identify the boundary conditions of these
effects, which not only coordinate inconsistent and even contradictory research conclusions and remark
about the dual-class structure in the literature, but also provide companies which intend to apply this
governance mechanism with more specific and concrete border frameworks for implementing the dual-
class structure in practice. Third, we propose the possible future research directions of the dual-class
structure in terms of pre-factors, mechanisms and boundary conditions, and empirical research methods.

Key words: corporate governance; dual-class structure; institution effects; contingency perspective

(% + L)
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we enlarge the sample size to improve the robustness of the results. Previous research uses the data
before 2013 (Lu, et al.; Yang, 2016 ), which ignores that high value premium and the earn-out structure
are generally applied after 2013. Mergers and acquisitions have been conducted rapidly since the year
2013, which is called “the first year of mergers and acquisitions”, so we expand the sample to the year
2014, which adds reliability of our conclusions.

Key words: mergers and acquisitions; performance commitment; the incentive effect
(% + L)
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