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Abstract 
With the progress of China’s economic internationalization, more companies have 
chosen mergers to achieve their goals in order to expand scale, enhance market 
competitiveness, and optimize corporate resource allocation. The complexity of 
acquisitions also dictates that risk permeates the entire M&A process, especially 
financial risk. How to identify and prevent financial risks in the M&A process is the key 
to M&A success. This paper takes the case of Yinlong New Energy, which was chosen to 
be acquired by Gree through judicial auction and public auction as an example, to study 
the financial risks and corresponding preventive measures in the mergers and 
acquisitions process. 
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1. Introduction 

As the competition in the market becomes more intense and the development of enterprises 
becomes more and more slow, in order to continue to expand the scale, awaken the vitality of 
enterprises, and improve the competitiveness of enterprises, mergers and acquisitions are 
increasingly becoming a means for enterprises to achieve their goals. According to PwC’s 
“Review of the M&A Market of Chinese Enterprises in 2021 and Outlook for 2022”, the total 
number of domestic acquisitions in the global domestic market will exceed 12,790 in 2021, 
reaching a historical peak level of 21 percent higher than in 2020. However, the total volume of 
transactions decreased by 19 percent to 637.4 billion yuan from the highest level in 2020. 
According to Choice’s statistics, the total turnover of China’s enterprise mergers and 
acquisitions market in 2021 was 4.6 trillion yuan, down about 20% from 573 million yuan in 
2020. These data show that even if the transaction amount decreased, the number of 
transactions could not be reduced. It can be seen from this that mergers and acquisitions play 
an important role in enterprise development competition. However, there are many risks in the 
process of mergers and acquisitions, especially financial risks. If the mergers and acquisitions 
choose to ignore the risks directly, the probability of failure of the merger and acquisition 
increases sharply. Therefore, enterprises should pay great attention to mergers and 
acquisitions behavior, identify and analyze the financial risks in the mergers and acquisitions 
process, and formulate corresponding preventive measures in advance. 
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2. Case introduction 

2.1. Overview of Mergers and Acquisitions  
2.1.1. Introduction to Gree Group and Yinlong New Energy 
Gree Co., Ltd. is a modern household appliance private enterprise integrating development, 
manufacturing, marketing and after-sales service. The company currently produces three 
companies, Gree, TOSOT and Jinghong. It mainly sells home air conditioning control products, 
central air conditioning, air energy water heaters, mobile phones, household appliances, 
freezers and other products. It has been listed in the “Top 100 Listed Companies in China” in 
the national weekly “Enterprise Economic Wealth” for nine consecutive times. The “Gree” brand 
central air conditioner owned by Gree Electric Co., Ltd. is a “world-famous” commodity in 
China’s central air conditioning industry, and its service coverage covers more than 100 
countries and regions around the world. 
Yinlong New Energy Company is a new energy technology company based on the production of 
lithium batteries and integrates electric vehicle powertrain, whole machine production, smart 
grid energy storage device development, manufacturing and marketing. Few enterprises in the 
industry have completed the construction of closed-cycle production lines for NiMH battery 
materials, lithium batteries, functional modules/PACK power modules, clean power units, 
energy storage devices, etc., and the use and treatment of power battery steps. According to 
data, in January-July 2021, the target enterprise ranked fourth in the country for the cumulative 
sales of clean energy buses above 7 meters. Among them, the sales of clean energy buses above 
7 meters from July 2021 to that month ranked third in the country. 
2.1.2. Drivers of Mergers and Acquisitions 
The motivation for Gree’s acquisition of Yinlong New Energy mainly includes: first, developing 
development directions and increasing business areas to achieve diversified business 
development. The new energy vehicle industry in which Yinlong New Energy is located is an 
area that Gree Group has not yet been deeply involved in. Gree Group can open up new 
development directions for the new energy vehicle industry and broaden its business scope. 
Second, increase development opportunities and promote industrial upgrading. The lithium 
titanate battery products developed by Yinlong Clean Energy Standard are used in new energy 
vehicles, including industrial parks, communication base stations, national grid FM, subways, 
shipshore power, family homes, military scientific research and other energy storage fields. 
They fully respond positively to the national policy of “achieving carbon peak carbon neutrality” 
and face huge development opportunities. Third, achieve expansion scale, increase market 
share, and enhance competitiveness. 

2.2. Mergers and Acquisitions Process  
From 10:00 a.m. on August 30, 2021 to 10:00 p.m. on August 31, 2021, the People’s 
Procuratorate of Zhuhai City of Guangdong Province of China will announce the auction 
transaction on the JD.com Judicial Public Auction Trading Network platform for shares of 
Yinlong New Energy, which is jointly owned by Yinlong Capital, Houming Capital and Hongkai 
Software. 
On August 30, 2021, Gree Electric Co., Ltd. held the 26th General Meeting of its 11th Affiliated 
Shareholders. With 6 votes in favor, 0 disgust and 0 abstentions, it approved the “Proposal on 
Bidding for Shares and Signing Voting Appointment Contracts and Related Transactions at 
Judicial Auctions”, allowing enterprises to participate in bidding for Yinlong New Energy owned 
by Yinlong Construction, Houming Construction and Hongkai Software for a total of 336. The 
amount of 197,406 shares allowed the head of the enterprise authorized by the board of 
directors of the enterprise to determine the bidding method according to specific 
circumstances in the area authorized by the board of directors to review and authorize the 
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board of directors, sign supporting documents closely related to the transaction, file for 
industrial and commercial changes of the corresponding enterprises, etc., and allowed the 
enterprise to sign a “Voting Appointment Contract” with Miss Dong Mingzhu. Specific 
enterprises avoided voting on the above bill, but independent directors expressed their views 
on their prior confirmation and their views on independence after approval. On the same day, 
the Company held the 19th meeting of the 11th Board of Directors, which reviewed and 
approved the above resolutions.  
On August 31, 2021, Gree Group participated in the judicial auction of Yinlong New Energy, 
which is jointly owned by Yinlong Capital, Houming Capital and Hongkai Software, for a total of 
336,197,406 shares. It won the auction at a high price of 182,82751 million shares. It also 
signed a “Voting Appointment Agreement” with effective clauses. The 192,672,001 share 
amount of Longxin Energy was appointed to a limited company through the corresponding 
voting rights. After the transaction is completed, the joint stock company will directly own 
336,197,406 shares of Yinlong Clean Energy, accounting for 30.47 percent of the total share 
capital of Yinlong Clean Energy. Through voting rights or delegation arrangements, it will own 
192, 672,001 shares of Yinlong Clean Energy directly owned by Ms. Dong Mingzhu and the 
corresponding voting rights, accounting for 17 percent of the total share capital of Yinlong Clean 
Energy. 46. In total, the company will control 528,869,407 shares of Yinlong Clean Energy and 
the corresponding voting rights, accounting for 47.93 percent of the total share capital of 
Yinlong Clean Energy, and Yinlong Clean Energy will also become a holding subsidiary of Gree 
Group. Since Ms. Dong Mingzhu is a shareholder and chairman of a listed joint-stock company 
and also owns 192,672,001 shares of Beijing Yinlong New Energy, the transaction formed a 
related transaction in accordance with the relevant provisions of the “Shenzhen Stock Exchange 
Company Listing Guidelines”. 
 

Table 1. Gree Group’s shareholding in Yinlong New Energy 
Name of shareholder After this transaction 

Number of shares held (10,000 shares)             Shareholding ratio 
Zhuhai Gree Electric Co., Ltd. 33,619.74  30.471% 

Dong Mingzhu (Note) 19,267.20  17.463% 

Remarks: On August 31, 2021, the Company and Dong Pearl Women jointly signed the “Voting 
Rights Appointment Agreement” with valid clauses. The amount of shares of Yinlong New 
Energy owned by Dong Zhenzhu Women will be executed through the corresponding voting 
rights appointment limited company. 

3. Financial Risk Analysis of Gree’s Merger and Acquisition of Yinlong New 
Energy  

3.1. Evaluation and Pricing Issues at the Time of Acquisition  
Determining consideration is a key part of the initial stages of mergers and acquisitions of 
enterprises. The main reason for assessing price risk in the early stages of the acquisition is that 
during the acquisition stage, the company cannot obtain complete and true information from 
the M&A party. It lacks a detailed understanding of the M&A party’s financial situation, 
profitability and debt situation. Information can only be obtained through the financial 
statements of the M&A party. However, the M&A party is likely to conceal this information, so 
that the M&A party cannot determine the true value of the enterprise and give a reasonable 
Pricing. Different unreasonable pricing leads to different financial risks, mainly including two 
types: first, overpricing will overestimate the value of the M&A party, causing the M&A party to 
pay more consideration than the value of the M&A itself, increasing the cost of M&A, and thus 
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reducing earnings; second, underpricing will underestimate the value of the M&A party, which 
can easily lead to the M&A party abandoning its will to be merged and acquired, making it 
difficult for the two sides to reach cooperation. And M&A failed. 
Gree Group acquired Yinlong New Energy. According to estimates that Gree Company 
purchased 30.471% of Hekang Xinneng’s shares at a price of 182,827.51 yuan, the transaction 
price per share is about 5.44 yuan, which is overpriced compared to the average price of 5.16 
yuan/share in the same industry. As a result, the upfront valuation of Gree Group’s acquisition 
of Yinlong New Energy was high, creating financial risks, expanding M&A costs, and reducing 
corporate profits. 

3.2. Financing Risks in Mergers and Acquisitions 
Enterprises need a lot of financial support in the process of mergers and acquisitions, while 
ordinary enterprises have difficulty completing mergers and acquisitions through normal 
capital flows and need to obtain funds in different ways. Differences in investment methods 
create different financial risks. According to the source of funds, it can be divided into internal 
funds, stock financing, debt funds, and debt financing. Internal financing refers to supporting 
M&A activities through undistributed profits and surplus reserves accumulated by enterprises. 
The advantages are convenience and low cost, and the disadvantage is that this type of financing 
method is generally limited in number. The advantages of equity financing are that the number 
is unlimited, the enterprise does not need to pay interest, and the cost is low, but the 
disadvantage is that it dilutes the shareholders’ equity and affects the interests of shareholders. 
The advantage of debt financing is that the issuance price is usually high, and it does not dilute 
the shareholders’ equity and guarantees the shareholders’ rights and interests. The 
disadvantage is that when an enterprise does not operate well, it may lead to bankruptcy in the 
face of huge debt. Debt financing is obtained through financial institutions. The advantage is 
that it is fast, convenient and simple, and the disadvantage is that it requires repayment of 
higher interest rates. 
The consideration paid by Gree Group for its bid for the merger and acquisition of Yinlong New 
Energy was paid through the Group’s internal financing and its own funds. The Gree Group first 
uses the deposit paid to automatically cover the price, and then completes the payment once 
within the period. Overall, Gree Group used internal funds to pay 1828,2751 million yuan in a 
lump sum to acquire Yinlong New Energy, which may lead to temporary poor capital flow of 
Gree Group and put pressure on the business activities of the enterprise. 

3.3. Payment Risks in Mergers and Acquisitions  
In the process of mergers and acquisitions, enterprises complete mergers and acquisitions by 
paying consideration, and the financial risks caused by different payment methods are also 
different. The method of payment consideration generally includes cash payment, stock 
payment, or hybrid payment. The advantage is that it is convenient, fast and simple to operate, 
but when a large amount of cash is paid at one time, the enterprise’s own funds are difficult to 
meet the status quo, the financing pressure of the enterprise will increase, and at the same time 
affect the operation status of the enterprise. Equity exchange refers to the exchange of equity 
by the merging party in exchange for the equity or property of the merged party, which usually 
entails the risk of enriching the equity. Mixed payment refers to the use of multiple payment 
consideration methods, which gather the advantages of each payment method to a certain 
extent, but the determination of the proportion of each payment method is difficult to control. 
If the ratio is chosen improperly, it will increase multiple effects such as capital pressure and 
equity dilution. 
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Gree Group chose to use cash payment to complete the acquisition of Yinlong New Energy. A 
large amount of cash outflow will increase the financial pressure of Gree Group, cause poor 
capital flow, and therefore payment risks will occur. 

3.4. Integration Risks after Mergers and Acquisitions 
Due to differences in management methods, corporate culture, and organizational structure 
between the two parties, there will be a risk of integration between the two parties during the 
integration period after the completion of the merger and acquisition. During the consolidation 
period, if the accounting standards and accounting policies adopted by the M&A party differ 
significantly from the merged party, it will affect the judgment of the M&A party’s management 
and cause difficulties in preparing consolidated financial statements. If the management entity 
of the M&A party does not manage properly and fails to identify the position of the M&A party 
in the operation of the enterprise, resulting in a biased development direction, it will increase 
management costs and reduce the profits of the enterprise. 
After the Gree Group acquired Yinlong New Energy, in order to achieve synergy, expand the 
market size, and seize the dominant position of the market, it is necessary to rationally integrate 
the accounting standards, accounting standards and development direction of the enterprise. 

4. Measures to Prevent Financial Risks of Corporate Mergers and 
Acquisitions  

4.1. Prevention of Enterprise Mergers and Acquisitions Valuation and Pricing 
Risks 

The M&A party needs to evaluate the overall value of the M&A party in the early stages in order 
to prevent the pricing risk in the M&A process. Based on this, whether the M&A party can be 
valued accurately is an important step in solving whether there is any pricing risk. When a 
merger-acquirer performs a value analysis of a merger-acquired party, it usually analyzes the 
financial statements of the merger-acquired party. However, for the purpose of beautifying 
statement data, mergers and acquisitions often use fabrication or falsification of statement data 
to increase the assets of the enterprise by inflating operating income and net profit, or by 
concealing or inflating business transaction activities, so that the M&A party successfully 
acquires the M&A party’s enterprise. Therefore, when the merger analyzes important 
information such as the financial status, business results, and cash flow of the acquirer, it can 
collect evidence through various channels, so as to objectively and comprehensively analyze 
the total debt of the acquirer; or choose to have the rating agency focus on verifying the financial 
status and business results of the acquired party. After identifying and evaluating pricing risks, 
M&A parties should develop solutions to prevent and minimize risks in advance. 
When selecting valuation pricing methods, mergers and acquisitions comprehensively consider 
the advantages and disadvantages of each method and choose the appropriate pricing method. 
The general valuation pricing methods include income method, market method and cost 
method. Based on existing data or enterprises in the same industry in the market, accurately 
predict the development prospects and future challenges of the M&A party, and evaluate the 
future expected benefits and risks of the M&A party, so as to avoid the valuation pricing risk in 
the M&A process. 

4.2. Prevention of Corporate Mergers and Acquisitions Financing Risks 
After determining the amount of consideration to be paid by the M&A party, how to pay the 
amount becomes the first problem that the M&A party needs to consider. According to the 
source of the investment method, the company’s investment and financing methods are divided 
into domestic investment and foreign financing. Differences in financing methods lead to 
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different financing risks. Mergers and acquisitions need to accurately understand their financial 
situation, especially bank deposits and cash on hand, compare free cash with mergers and 
acquisitions, and determine appropriate financing solutions. If the amount of the merger and 
acquisition is small and the M&A party has sufficient funds, and there is no need to pay a large 
amount of cash in the short term, the M&A party may choose internal financing and use its own 
cash to pay. If the amount of the merger and acquisition is large, exceeding the existing funds 
of the M&A party or exceeding the fund-raising capacity of the M&A party, external financing is 
selected. Normally, enterprises give preference to external financing methods of debt financing 
and loan financing. Obtaining funds through financial institutions has the advantages of being 
fast, convenient and simple, because compared to financing through issuing stocks and bonds, 
lending financing does not have the disadvantages of slow speed and high cost of the above 
financing methods. At the same time, mergers and acquisitions broaden the channels of 
financing methods, and the combination of various financing methods increases the amount 
and speed of obtaining funds. Mergers and acquisitions should choose the appropriate 
financing structure according to the development of their own enterprises to ensure smooth 
capital flow and reduce the financing risks in the mergers and acquisitions process. 

4.3. Prevention of Enterprise Mergers and Acquisitions Payment Risks 
The choice of payment method in the M&A process is often an issue that enterprises need to 
focus on. After the M&A party determines the merger and acquisition of another enterprise by 
way of holding, which payment method to use is referred to in the Articles of Association. 
Different payment methods bring different financial risks. Determine the payment time before 
selecting a payment method, actively communicate with the mergers and acquisitions, and 
extend the payment time appropriately. Most of the transaction methods used in the M&A 
process include cash delivery, equity delivery, and hybrid transactions. All of these payment 
methods have advantages and disadvantages. Cash payment is more convenient and simple, but 
the flow of a large amount of cash at one time will lead to poor capital flow of the M&A party, 
increase capital pressure, and then affect the business activities of the M&A party. When 
mergers and acquisitions choose to use the cash payment method of consideration, they ensure 
that the enterprise still has sufficient funds and that the enterprise still operates normally after 
the merger and acquisition is completed. Although the stock payment system can reduce the 
free flow of capital well without creating huge capital pressure, it can easily lead to dilution of 
the shares of the acquirer, thus affecting the equity structure of the acquirer. The acquirer shall 
reasonably determine the proportion of shares to be exchanged when the consideration is paid 
by way of payment of shares, and guarantees that it will not harm the rights and interests of the 
original shareholders. Hybrid payment summarizes the advantages and disadvantages of 
various payment models. Mergers and acquisitions should control the proportion of each 
payment method in the M&A process to ensure full use of the advantages brought by mixed 
payments, reduce the possibility of equity dilution and reduce the risk of one-time payment of 
large amounts of cash. Enterprises should actively adopt diversified payment methods and 
make timely adjustments according to their own circumstances and environmental changes to 
prevent payment risks during mergers and acquisitions. 

4.4. Prevention of Enterprise Mergers and Acquisitions Integration Risks 
How to prevent integration risks after mergers and acquisitions have completed mergers and 
acquisitions has become one of the problems that enterprises need to solve. Improper 
integration will affect the management and financial situation of M&A parties, and it will be 
difficult to achieve a scale effect. Based on this, enterprises need to actively take measures to 
avoid integration risks. First, M&A parties need to clarify the development direction and lead 
the head enterprise to a new direction based on practice; secondly, mergers and acquisitions 
should integrate departments and personnel and coordinate with various organizational 
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structures to avoid contradictions and risks; and finally, M&A parties should choose 
appropriate accounting principles and accounting policies to ensure the consistency of financial 
information indicators. 

5. Conclusion 

Based on the above, it can be seen that financial risks always exist in the mergers and 
acquisitions process. M&A faces price risk, investment risk, payment risk, and integration risk. 
Therefore, during the acquisition period, the company should fully understand the financial 
assets of the enterprise, collect information on the financial status, business results and cash 
flow of the acquirer through multiple channels, and select reasonable investment methods and 
support plans to facilitate the company’s acquisition and reduce financial risks. 
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