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Optimizing Preferred Shares for Non-Public Companies: A Case Study on Buyback-Type VAM
(Valuation Adjustment Mechanism) for Listing
LU Yao
(School of Law, Renmin University of China)

Abstract The persistent spread of legal risks associated with Buyback-Type VAMs (Valuation Adjustment

Mechanisms) for listing traces its origins to inherent defects in the preferred stock system, which shares a foundational

mechanism with VAM agreements. Currently, preferred shares remain an institutional innovation constrained by

a pilot-program mentality, limiting their potential as a financing tool. Buyback-Type VAMs for Listing face legal

constraints spanning contract law, corporate law, and regulatory law. Both mechanisms fundamentally embody a

"debt-equity hybrid" structure, and theoretically, preferred shares could function as a "systemic sponge" to absorb

Buyback-Type VAMs for Listing. However, the institutional potential of preferred shares remains suppressed,

particularly in non-public companies, where judicial practice consistently confronts challenges in four key areas:

target company eligibility/subject qualification, super-dividend rights clauses, liquidation preference clauses,
and share repurchase rights clauses. Consequently, from the perspective of optimizing the business environment,
activating the preferred share framework for non-public companies necessitates expanding eligible entities for private
placements while tightly integrating this framework with diverse financing arrangements including Buyback-Type

VAMs for Listing. This needs to be achieved alongside the establishment of procedures for converting creditors into

preferred shareholders while strictly complying with regulations governing debt-to-equity conversions.

Keywords Preferred Shares, Business Environment, Non-Public Companies, Buyback-Type VAM
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