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Abstract

Due to its dual characteristics of “stock and debt”, directional convertible bond has become a new
tool for M&A in weak market. As a payment instrument, it helps to relieve the pressure of the
company that offers the M&A to pay cash at one time. It can also prevent the risk of valuation pre-
mium and reduce goodwill. To some extent, it mitigates the risk of excessive dilution of major
shareholders' equity. Because of the binding of interests, it can also alleviate the risk of human
resources which is conducive to post merger integration. But we should pay attention to the set-
ting of payment proportion of different payment methods. As a financing instrument, it can help to
reduce the financing cost and financial risk. However, the key is to reasonably set up the initial
conversion price and interest rate terms. In a word, due to its flexible terms, directional converti-
ble bond can balance the interests of both parties and greatly improve the success rate of M&A,
which will boost the prosperity of M&A market in the future.
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Table 1. Compare the advantages and disadvantages of different payment instrument [1]
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Table 2. Compare the regulatory requirements of different financing instruments [2]-[9]
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