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Legal Research of the Valuation Adjustment Mechanism ( VAM)
Terms in Private Equity Investments
Ji Jing

Abstract: The establishment of the Valuation Adjustment Mechanism ( VAM) in the terms
sheet of private equity investments has realized the purpose of investing in firms before their IPOs
by concluding a contract. The terms have closed deals which originally cannot come to an agree—
ment. Although the VAM can overcome the uncertainty of the price of underlying assets they
make the invested private equities different from the ordinary equities to which the terms regu—
lating the obligations of shareholders in the Company Law cannot be applied. The premium of
the investment belongs to the investor until the invested company can realize its performance;
therefore the legal claim of premium should not be attributed by the financial policy or common
practice. Once disputes arise from these terms the extent of legal application should be strictly
differentiated between the Company Law and the Contract Law. The related provisions of law
such as “Principles of Risk sharing of investments”  “Invalidity of the Minimum - guarantee
Clause” and “It is illegal to disguise loans as equity investments” should be strictly distin—
guished and cautiously applied.

Keywords: private equity investment valuation adjustment mechanism ( VAM)  nature of

private equity validity of VAM.
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