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Abstract

In recent years, China's economy continues to grow, the capital market develops rapidly,
especially the maturity of the stock market is increasing day by day. Many industries have
begun to adopt merger and acquisition strategies to expand the scale of enterprises and
achieve faster development. However, with the increasingly frequent M&A activities, due to
various reasons such as information asymmetry, mergers and acquisitions with high valuation
of underlying assets and high premium occur frequently. High premium leads to the
accumulation of huge goodwill, which is followed by the risk of goodwill impairment. Once
the performance commitment expires and is no longer subject to the supervision of
performance commitment, some acquired enterprises begin to frequently experience rapid
performance decline or even loss, resulting in the "goodwill" of enterprises becoming
"damaged reputation”. According to statistics, the total scale of goodwill impairment in the
A-share market reached 153.486 billion yuan at the peak. Its adverse effects have also
emerged, the most direct performance is to swallow corporate profits, investors and enterprise
development caused heavy losses, but also to the stable development of the capital market has
brought adverse effects. Therefore, how to reduce the goodwill impairment risk formed by
high premium mergers and acquisitions and avoid the occurrence of goodwill "thunder" has
become the focus of listed enterprises, capital markets and investors in recent years.

Because of the unrecognizability of goodwill, it is always a difficult point to deal with. In
recent years, a series of huge goodwill impairment events have once again triggered a heated
discussion in the academic circle on which follow-up treatment of goodwill can better prevent
the risk of goodwill impairment. However, most studies are limited to the theoretical level,
and most studies are empirical studies, and some case studies are mostly mergers and
acquisitions of companies in the same industry or upstream and downstream companies.
INKON Life is in the medical industry, where the problem of high-premium mergers and
acquisitions is already prominent. From 2015 to 2018, it has carried out multiple
high-premium mergers and acquisitions, which are cross-industry mergers and acquisitions.
Its goodwill reached more than 90% of its net assets at the peak, but then a huge amount of
goodwill impairment occurred, and it was repeatedly questioned by the China Securities
Regulatory Commission, exposing more prominent problems. It has a certain
representativeness. Taking the high premium merger and acquisition of INKON Life as the

starting point of the study, this thesis deeply discusses the performance and sources of the
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goodwill impairment risk of INKON Life under the background of high premium merger and
acquisition, and puts forward a series of suggestions to prevent the goodwill impairment risk,
hoping to provide a more reasonable and scientific thinking for corporate merger and
acquisition decision-making, and provide useful reference for government departments and
other relevant institutions to strengthen the supervision of goodwill impairment.

This thesis first describes the research background, purpose and significance, and defines
the relevant core concepts by reviewing domestic and foreign literatures on high-premium
mergers and acquisitions, goodwill and goodwill impairment risk, and takes information
asymmetry theory, signal transmission theory, synergy theory and conceit hypothesis as the
theoretical support of this thesis. Secondly, the merger and acquisition process of the case
company INKON Life , as well as the whole process of goodwill formation and goodwill
impairment are reviewed in detail. Thirdly, based on the existing literature and theoretical
basis, this thesis makes a detailed analysis of the case of INKON Life ‘s goodwill impairment
from three levels: the causes of high-profit merger and acquisition, the performance of
goodwill impairment risk and the sources of goodwill impairment risk. It is found that due to
the reasons of insider self-interest, coupled with the maneuverability of asset evaluation
method and the endorsement of high performance commitment, the company has repeatedly
implemented high-premium mergers and acquisitions, and thus accumulated a huge amount of
goodwill. Then the impairment of goodwill leads to the risk of the company's operation, the
risk of stock price decline and the risk of minority shareholders' interests being damaged. The
source of goodwill impairment risk is further analyzed, and it is found that there are problems
such as imperfect governance structure, pandering evaluation and unreasonable performance
commitment in the M&A behavior of the case company, which leads to the initial recognition
amount of goodwill being falsely high. However, after the high premium merger and
acquisition, there are problems such as poor integrated operation effect, management earnings
management and poor external supervision, which lead to huge abnormal goodwill
impairment. Finally, based on the in-depth analysis of cases and combined with the common
problems of goodwill impairment of listed companies, this thesis puts forward corresponding
suggestions to prevent goodwill impairment in three stages: before, during and after.

The case of goodwill impairment of INKON Life brings us the following enlightenment:
First, prior to M&A, enterprises should be rational, conduct a comprehensive and reasonable
assessment of the underlying assets, avoid blindly high-premium M&A, and set up
appropriate performance commitments to play their original role of avoiding M&A risks. In
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addition, external regulators should also strengthen the supervision of high-premium M&A to
prevent abnormal high-premium M&A. Second, on the one hand, enterprises should actively
integrate internal resources and give full play to synergies; on the other hand, governance
structure should be improved to ensure the accuracy of goodwill impairment testing. The
Ministry of Finance and regulatory agencies should also strengthen the disclosure and
supervision of goodwill impairment information of listed companies to ensure the
transparency of information. Third, the asset evaluation rules and operating guidelines for
goodwill impairment should be further refined afterwards, the supervision role of third-party
institutions should be strengthened, and penalties should be appropriately increased for
violations of regulations to form an effective deterrent and achieve the purpose of preventing
a huge amount of goodwill impairment.

Key Words: High premium mergers and acquisitions; Huge goodwill; Goodwill

impairment risk; Earnings management
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