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In this paper, we investigate whether material asset reorganizations (MARs), a
special form of merger and acquisition (M&A) transactions, can affect the
acquirers’ cost of debt financing. Further, we examine the effect of acquiring
firms’ accounting information quality on the cost of debt and on the associa-
tion between MARs and debt costs. We predict that compared to conventional
M&As, large-scale acquisitions through MARs can generate a much greater
influx of assets from target firms. This raises the acquirers’ asset collateral
and thus reduces the cost of debt. Because the quality of accounting informa-
tion is a key factor affecting the cost of debt, we suggest that it has a spillover
effect on the debt-cost effect of MARs. Using M&A transactions by listed com-
panies in the Chinese A-share market from 2008 to 2014 as our sample, we find
that MARs are associated with a higher asset collateral and lower ex post cost
of debt than conventional M&As. Furthermore, we show that the acquiring
firms’ accounting information quality has a significant negative effect on debt
costs, and the negative association between MARs and the cost of debt is more
pronounced when accounting information quality is higher.
� 2018 Sun Yat-sen University. Production and hosting by Elsevier B.V. This
is an open access article under the CC BY-NC-ND license (http://creativecom-

mons.org/licenses/by-nc-nd/4.0/).
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1. Introduction

Merger and acquisition (M&A) transactions are a widely discussed issue in research on capital markets.
Earlier academic research mainly focuses on the motivation for conducting M&As, including obtaining busi-
ness synergies, consolidating market position, and building a ‘‘commercial empire” (Jensen and Ruback, 1983;
Mullin, 1995; Martynova and Renneboog, 2006). The recent literature focuses on whether M&A transactions
create wealth value in stock markets, and explore the determinants of this value-creation (Zhang, 2003;
Martynova and Renneboog, 2011; Cai and Sevilir, 2012; Tian et al., 2013; Chen et al., 2013a; Kravet,
2014; Mateev, 2017). However, there is little research on the economic consequences of M&As in debt mar-
kets. In this paper, we investigate whether and how material asset reorganizations (MARs),1 a special form of
M&A transactions, can affect acquirers’ ex post debt financing costs.

The theoretical and empirical literature (e.g., Wang et al., 2014) shows that the cost of debt financing is
directly related to borrowing firms’ credit risk. Research also finds that creditors rely on the collateral and
the quality of accounting information to reduce credit risk and manage loan protection (Chen et al.,
2013b; Wang et al., 2014; Pan and Tian, 2016). The MAR is a special form of M&A and has a much higher
magnitude than conventional M&A transactions. Thus, MAR implementation could mean that a large
amount of assets flow to the acquirer from the target firm, enabling the acquirer to possess considerably
greater asset collateral. This would reduce debt financing frictions, lowering the ex post cost of debt. In capital
markets, accounting information serves as a crucial ‘‘bridge” between a corporation and its investors, because
it reflects the firm’s financial status, operating results and changes in cash flow. When the accounting infor-
mation is of high quality, it indicates that the firm’s true financial information is reflected to a large extent,
so external investors can rely on financial statement numbers and use them to reduce information risk and
make rational investment decisions. As a result, the firm’s accounting information quality is negatively asso-
ciated with its debt financing cost (Francis et al., 2005; Spiceland et al., 2016). In addition, when the acquiring
firm’s accounting information quality is higher, MAR implementation can more effectively reduce debt financ-
ing costs, because detailed acquisition information must be disclosed to meet China Securities Regulatory
Commission (CSRC) requirements, and newly added asset collateral in the MAR transaction is incremental
in perfect information environments.

In this paper, we focus on China’s capital market because it provides an excellent setting for our research
questions. First, the use of collateral to mitigate agency conflicts is more critical and widespread in emerging
markets because the information environment is relatively opaque, and liquidation payoffs and competition
between capital suppliers are lower than in developed markets (Chen et al., 2013b; Pan and Tian, 2016).
Lu et al. (2008) and Chen et al. (2013b) argue that borrowing firms’ accounting information quality can be
another effective tool to alleviate debt agency problems in emerging markets, where laws, institutions, and
enforcement efforts are generally weak. Collectively, the asset collateral and accounting information quality
of borrowing firms are key factors that affect their debt financing cost in emerging markets (Wang et al.,
2014). China has the largest emerging capital market. Unlike developed capital markets such as the United
States and Europe, it still suffers from poor legal enforcement and weaker information circumstance, although
it has grown tremendously, and the investor protection system is gradually being standardized (Li et al., 2013).
Therefore, studying the debt-cost effect of asset collateral and accounting information quality in China’s cap-
ital market is highly relevant and meaningful. Second, under pressure to transform and upgrade China’s
macro industrial structure, the Chinese government has enacted many policies to promote M&A activities
in enterprises. Therefore, M&A transactions are increasing rapidly in the capital market, both in terms of
the number of transactions and the size of each transaction (Han and Tang, 2017). These large-scale M&A
1 According to the management regulation of material asset reorganizations (MARs) of listed companies issued by the China Securities
Regulatory Commission (CSRC), a M&A transaction is identified as a MAR if it meets one of the following standards. (1) The total assets
purchased by the acquirer account for over 50% of its year-end total assets of the audited consolidated financial statement in the latest
fiscal year. (2) The sale income from the assets purchased by the acquirer in the latest fiscal year accounts for over 50% of its sale income of
the audited consolidated financial statement in the same period. (3) The net assets purchased by the acquirer account for over 50% of its
year-end net assets of the audited consolidated financial statement in the latest fiscal year, and the value of purchased net assets is more
than 50 million RMB.
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activities involve a substantial influx of assets and information disclosure, providing an appropriate scenario
and sample to investigate the effect of asset collateral and accounting information quality on debt financing
cost.

We use a sample of 2213 M&A transactions by listed companies in the Chinese A-share market from 2008
to 2014. We find that MARs have a significant negative effect on acquiring firms’ ex post debt financing costs.
The results are robust when various proxies for debt cost are used. Furthermore, we show that this association
is driven by newly added assets and collateral, suggesting that MARs can improve acquiring firms’ asset col-
lateral, and subsequently reduce the cost of debt. Moreover, we provide direct evidence that acquiring firms’
accounting information quality is negatively associated with their debt financing cost, which supports findings
in the literature on the M&A lieu. In addition, we show that the effect of MARs on the cost of debt is more
pronounced when acquiring firms’ accounting information quality is higher, indicating that accounting infor-
mation quality has a spillover effect on the debt-cost impact of MARs.

Our study makes several contributions to the literature. First, we contribute to the M&A literature by
examining whether MAR transactions affect acquiring firms’ ex post debt costs. Studies have explored the
motivation for M&As and proposed several theories (e.g., business synergy, transaction costs, market power,
agency problem). A growing body of recent literature discusses whether M&As can create value in stock mar-
kets, and the factors that determine this value-creation. However, there is little evidence on the consequences
of M&A transactions in debt markets. In this paper, we investigate the association between MARs and acquir-
ers’ debt costs, and provide new insights into the economic outcomes of M&As.

Second, our paper adds to the literature on debt financing. Debt financing is an important and flexible
channel for external corporate financing (Norden and van Kampen, 2013; Li et al., 2013). From a practical
perspective, debt financing constitutes a large fraction of a firm’s external financing, and bank loans are par-
ticularly important. Chinese researchers have focused more on the scale and maturity of debt financing, but
have not paid as much attention to the cost of debt financing (Wei et al., 2012). The cost of debt is directly
related to the firm’s interest expense and net profit, and it affects the firm’s business operations, investment
activities and financing ability (Wei et al., 2012; Chen and Wang, 2016). It is thus important to study the cost
of corporate debt financing. We focus on the Chinese M&A market, a typical emerging market, and analyze
the effect of MARs on acquirers’ debt financing costs. The conclusions of this paper enrich both the debt
financing literature and M&A theory in emerging markets.

Finally, our study contributes to the corporate disclosure literature by examining the economic conse-
quences of financial reporting quality, specifically the direct and indirect effects of financial accounting quality
on debt costs. This question is important and relevant to both finance and accounting research because it
addresses the functions that accounting serves in financial markets. In their literature review on corporate dis-
closure, Leuz and Wysocki (2016) point out that the economic consequences of financial reporting require fur-
ther investigation. In this paper, we study the effect of accounting information quality on debt cost in China’s
M&A market, and show that acquirers’ accounting information quality has a direct effect on debt cost and an
indirect effect on the association between the MARs and debt costs. These conclusions will stimulate related
research on the economic outcomes of financial accounting.

The remainder of this paper is organized as follows. Section 2 provides a literature review. Section 3 devel-
ops the hypotheses. Section 4 discusses our research design. Section 5 presents the results of our empirical
tests, and Section 6 concludes the paper.

2. Literature review

This paper investigates how MARs and accounting information quality affect the debt financing costs of
acquiring firms. In the following discussion we review two streams of literature pertinent to our research
questions.

2.1. The motivation and value-creation of M&A transactions

Literature from the last few decades related to M&As mostly focuses on the motivation for M&As, explor-
ing whether these transactions create value and the factors that determine this value-creation. Earlier studies
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focus on examining the motivation for M&As and introduce theories such as efficiency theory (Jensen and
Ruback, 1983), agency theory (Jensen and Mecking, 1976) and market power theory (Mullin, 1995). Efficiency
theory states that M&A transactions are used to obtain synergies in areas such as management, marketing,
operation and finance. From the perspective of agency conflicts, firm managers might conduct M&A transac-
tions to earn private interests such as on-the-job consumption and promotion opportunities. Market power
theory argues that firms can use M&As to weaken industrial competition and enhance the market power
of their products to obtain monopoly profits. Yu and Wang (2015) show that the main motivations behind
Chinese capital market firms’ M&As are to eliminate losses, and allow for back door listing and delisting
avoidance.

The more recent literature focuses on whether M&A transactions can create value in stock markets, and the
factors that drive this value-creation. Empirical results show that M&A transactions can create positive abnor-
mal returns for target firms. However, there is still uncertainty about value-creation for the acquirers’ share-
holders in developed markets (e.g., Sirower, 1997, Campa and Hernando, 2006; Martynova and Renneboog,
2011; Intrisano and Rossi, 2012; Mateev, 2017). Findings in the Chinese market indicate that M&As fail to
create value for acquirers (Zhang, 2003; Li and Zhu, 2006). In recent years, a burgeoning literature has begun
to explore the factors affecting this value-creation (or lack thereof), including the internal characteristics and
external environment of the acquirers. Internal characteristics include ownership structure (Bhaumik and
Selarka, 2012), board governance (Cai and Sevilir, 2012; Chen et al., 2013a; Wang and Hu, 2014), political
associations (Liu et al., 2016), managers’ characteristics (Chikh and Filbien, 2011; Wang, 2016; De Desar
et al., 2016) and internal control (Zhao and Zhang, 2013). External environmental factors include government
intervention (Wang and Gao, 2012), market-oriented systems (Wang and Nie, 2016), and industrial clusters
(Li et al., 2016).

2.2. The determinants of debt financing costs

Debt financing is a vital part of a firm’s external financing. It enables the firm to meet the capital demands
of its business operation and to invest, but also facilitates and optimizes its corporate governance mechanisms,
for instance by constraining the incentive for over-investment (Watts, 2003). However, the high cost of debt
financing can aggravate the firm’s interest burden, lower its profitability and exacerbate financing constraints,
which consequently influence the firm’s business operations and investment activities. Studies (e.g. Jiang, 2009;
Chen et al., 2016; Chui et al., 2016) argue that the cost of debt financing is determined by firms’ internal fea-
tures (for instance financial reality, corporate governance, accounting information, internal control and audit
opinion) and external environment (for instance government intervention, financial ecological condition and
public pressure).

In this paper, we are particularly interested in the role of accounting information quality in lowering the
cost of debt. Francis et al. (2005) find that when faced with borrowing firms’ relatively poor accruals quality,
which increases information risk and is detrimental for mapping accounting earnings into cash flows, creditors
demand a higher capital risk premium. Their empirical result shows that firms with bad accruals quality are
prone to paying higher debt costs than firms with good accruals quality, consistent with their prediction that
accounting quality is priced by the debt market. Li and Wang (2011) find that the higher the quality of
accounting information, the lower the information asymmetry and the cost of debt financing. Spiceland
et al. (2016) show that firms’ financial reporting quality is more important than strict debt covenants in low-
ering debt cost, although debt covenant design can help mitigate adverse information risk. In addition, Zhang
(2008) finds that creditors provide capital with lower interest rates to more conservative borrowers, supporting
the argument by Watts (2003) that accounting conservatism can enhance efficiency in the debt contracting pro-
cess. Wang and Li (2016) also show that accounting conservatism can mitigate the agency problems between
borrowing firms and creditors, and reduce creditors’ monitoring costs, and thus has a negative effect on debt
cost.

Based on the literature review, we identify several questions that require further examination. First, the lit-
erature on M&As has concentrated heavily on the motivations for M&A transactions, whether M&A trans-
actions create value in the stock market and the factors that affect this value-creation. However, few studies
have explored the economic outcomes of M&As in the debt market. Second, as Wei et al. (2012) point out,
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alongside the scale and maturity of debt financing, the cost of debt financing is a key dimension in debt con-
tracting. However, researchers have long overlooked this topic. There is also little evidence to date on the asso-
ciation between the cost of debt financing and MARs. Third, because accounting information serves as a
critical channel for communication between the firm and its external decision makers, the quality of account-
ing information can be an important tool to mitigate information asymmetry and lower the cost of debt. In the
Chinese market context, the CSRC requires the acquiring firm to disclose detailed acquisition information
when conducting a MAR transaction. If the firm produces high-quality accounting information, the disclosed
information should have a higher degree of credibility, which can strengthen the negative effect of an MAR
transaction on the cost of debt. Accordingly, our paper addresses these previously unexplored questions by
examining how MARs and accounting information quality affect acquirers’ debt financing costs.

3. Hypothesis development

Debt financing is the predominate source of external funding for firms with capital demands. Because cred-
itors are not involved in the day-to-day business operations of borrowing firms, the situation generates asym-
metric information that results in a trade-off between creditors and debtors. For creditors, the concern is
whether the borrowing firms can make repayments on the interest and principal in time. However, in the pres-
ence of information asymmetry, two primary imperfections arise: adverse selection (the borrowers’ tendency
to withhold value-relevant unfavorable information) and moral hazard (the borrowers have risk-shifting
incentives and change the use of funds from creditors or the promised direction of corporate investment in
debt contracting). Such conflicts will mean risk for creditors (Li and Wang, 2011).

To reduce this credit risk triggered by asymmetric information, the collateral has been extensively used in
debt markets around the world. Bonfim (2005) demonstrates the key role of collateral in risk management. It
can serve as a screening device to cope with adverse selection, or provides an incentive to reduce moral hazard.
The argument about adverse selection focuses on ex ante private information. Studies show that because it is
private information and not fully accessible to creditors, high-quality borrowing firms tend to voluntarily pro-
vide collateral to signal their low risk in the hope that they can obtain debt with lower interest rates (Jiménez
et al., 2006). In terms of the moral hazard problem, studies find that observably riskier borrowers are more
likely to be required to provide collateral (Boot et al., 1991; Han et al., 2009). Berger et al. (2011) provide
empirical support for these arguments by showing that the ex post theory of collateral is relatively dominant,
although both exist. Duarte et al. (2016) use data from Portugal and find that compared to borrowers with a
high default risk, good borrowers are more likely to provide collateral as a signal to obtain lower interest rates.
Furthermore, creditors require greater collateral and higher interest rates for riskier borrowers to safeguard
their capital.

Debt agency problems in the Chinese capital market might be more severe due to the opaque information
environment, lower liquidation payoffs and lower competition between capital suppliers (Chen et al., 2013b; Li
and Wang, 2013; Pan and Tian, 2016). As a result, the use of collateral becomes more critical for obtaining
debt financing with favorable interest rates. In recent years, several researchers in China have analyzed the role
of collateral in firms’ debt financing. Empirical results indicate that high-quality borrowers are more inclined
to provide collateral to demonstrate their creditworthiness. In doing so, the adverse selection problem can be
mitigated and firms can obtain lower interest rates. Alternatively, creditors require borrowing firms with low
credit ratings to provide greater collateral and pay higher risk premiums to reduce moral hazard and protect
their interests in case of a breach of the debt contract (Ping and Yang, 2009; Yin and Gan, 2011). Wang et al.
(2014) show that the credit risk in China’s debt market can be dispersed using asset collateral and accounting
information quality.

MARs are usually regarded as a denotative extended pattern for firms to realize rapid expansion, because in
MARs the magnitude of asset transaction is significantly larger than in conventional M&A activities. As a
result, the successful implementation of a MAR is always likely to trigger the adjustment of business bound-
aries (Chang et al., 2014), and it generates tremendous asset flows from the target firm to the acquiring firm.
More importantly, this flow enables the acquirer to possess greater asset collateral, and even more than if they
had undertaken a conventional M&A transaction. As widely discussed in other studies (e.g., Han et al., 2009;
Duarte et al., 2016) collateral is an important external mechanism to ensure creditors’ benefits. It can restrain
Please cite this article in press as: Tang, Q., Han, H. Can material asset reorganizations affect acquirers’ debt financing costs? – Evidence from

the Chinese Merger and Acquisition Marketq. China Journal of Accounting Research (2018), https://doi.org/10.1016/j.cjar.2018.03.001

https://doi.org/10.1016/j.cjar.2018.03.001


6 Q. Tang, H. Han /China Journal of Accounting Research xxx (2018) xxx–xxx
the borrowing firms’ moral hazard and thus reduce the risk premium demanded by creditors. At the same
time, the collateral addresses adverse selection problems arising from the information gap between creditors
and borrowers. Therefore, borrowing firms are more likely to pledge asset collateral as a signal of their low
risk type to achieve lower debt financing cost. Overall, we suggest that acquiring firms conducting MARs
are more likely to achieve lower cost debt financing. This leads to the following hypothesis:

H1a. MAR transactions are negatively associated with acquirers’ debt financing costs.

In MAR transactions it is difficult for acquiring firms to use their own cash to implement these activities,
because the transaction amounts are extremely large. To address this problem, the acquiring firms adopt many
methods (for instance they might issue stock publicly or privately, and absorb direct investment) to realize the
acquisitions of target assets. To support enterprises to achieve industry transformation through MARs, the
Chinese government has established many policies, such as MAR Supervision Regulation of Listed Companies,
the Applicable Suggestions on Articles 14 and 44 in MAR Supervision Regulation of Listed Companies–No. 12
Applicable Law to Securities and Futures, Revision of the Regulation Relating to MAR and Supporting Funds of

Listed Companies, The Regulation of Issuing Shares to Purchase Assets in MAR.2 These policies and regula-
tions have greatly encouraged enterprise participation in MAR transactions. Between 2007 and 2013, 76%
of listed companies in China used stocks to complete their MARs, and funds raised through these stock iss-
uances reached 887.426 billion RMB, accounting for 72% of the total MAR market asset transaction amount
(Chang and Hou, 2015). Xu et al. (2016) show that 84% of acquiring firms in MAR transactions choose the
private placement approach to raise funds, and the raised funds are more than the total transaction amount of
the MARs. These studies indicate that acquirers undertaking MAR transactions obtain target assets but also
acquire a sizeable quantity of assets through supporting funds. These newly added assets can be helpful in
improving the acquirers’ collateral size, which can mitigate the credit risk from information asymmetry and
thus result in lower debt costs.

More specifically, because creditors do not have the same information as borrowers, the selection of cred-
itworthy candidates could be difficult (Karapetyan et al., 2014). Nevertheless, creditors have recognized the
risk-mitigation effect of collateral: it can help reduce their potential loss from defaults. Consequently, creditors
provide a range of contracting terms so that high (low) quality borrowing firms choose secured (unsecured)
debt at lower (higher) risk premiums (Chen et al., 2013b). At the same time, high-quality borrowers are more
inclined to provide asset collateral and signal their creditworthiness, which is usually private information and
imperfectly provided to creditors (Han et al., 2009; Duarte et al., 2016). Overall, the use of collateral is helpful
to mitigate ex ante and ex post informational problems. The empirical literature has shown an inverse asso-
ciation between collateral and the cost of debt (Berger et al., 2011; Cerqueiro et al., 2016). Based on these stud-
ies, we predict that as a result of MAR implementation, a large amount of assets flow into acquiring firms.
This enables the acquirers to gain greater collateral and reduce the cost of debt financing. Accordingly, we
propose the following hypotheses:

H1b. The newly added assets from MAR transactions are negatively associated with acquirers’ debt financing
costs.

H1c. The newly added collateral from MAR transactions is negatively associated with acquirers’ debt financ-
ing costs.
2 When carrying out an MAR transaction, the listed acquiring firm could issue stocks to purchase target assets and at the same time raise
part supporting funds to improve the integration performance of the acquisition project. If the proportion of these supporting funds does
not exceed 100% of the total transaction amount, the MAR transaction should be approved by the M&A audit committee, and if it is more
than 100%, it should be approved by issuance examination committee. Furthermore, the CSRC stipulates that to promote business or
industrial integration and enhance synergy effects, the listed acquirer firm can issue stocks to purchase target assets for special objects
excluding the controlling shareholder, the actual controller, or its related-party under the limited condition of no change in control right,
but the number of issued stocks must be more than 5% of the total capital stock of the listed acquirer firm after stock issuance. If it is less
than 5%, the total purchasing asset amount of the listed acquiring firms on the main board and small and medium-sized boards of the
China capital market must be not less than 100 million RMB, and 50 million RMB on growth enterprises market board.
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In debt financing, creditors lend capital to borrowing firms in return for promised principal and interest
payments, and leave the control of operations to borrowing firms’ shareholders and managers as long as
the execution of debt contracting is satisfactory (Spiceland et al., 2016). The information asymmetry between
creditors and borrowers is prevalent in debt markets because creditors lack reliable information about bor-
rowers. As a result, creditors face informational problems such as adverse selection and moral hazard, which
make it difficult to assess borrowers’ investment projects and monitor opportunistic behaviors (Garcı́a-Teruel
et al., 2014). Thus, when creditors lend capital to borrowers they tend to rely on all available information to
assess the borrowers’ income-generating ability, the ability to fulfill interest and principal payment obligations
in the future (Spiceland et al., 2016).

Accounting information is a primary source of information for creditors (Sengupta, 1998). High quality
accounting information can more accurately reflect a firm’s operational performance and financial status.
Consequently, it allows creditors to evaluate the potential return of investment opportunities and monitor
the use of their capital once committed in the debt market (Beyer et al., 2010).

Studies have shown that the quality of borrowers’ accounting information can affect creditors’ estimates of
future cash flows, and debt repayments are serviced from these flows (Bharath et al., 2008). Creditors use this
accounting information to estimate borrowers’ expected future cash flows and assess their repayment ability.
Reliable financial reporting is thus essential for borrowers to reduce the level of information asymmetry and
mitigate adverse selection problems. Empirical studies have found that poorer borrowing firm accounting
quality hinders the ability to map accounting earnings into cash flows and increases creditors’ information
risk, leading to a higher risk premium (e.g., Francis et al., 2005; Li and Wang, 2011). Because accounting earn-
ings are a main source of cash flow and the control rights are shifted from borrowers to creditors when
accounting-based debt covenants are violated, borrowing firms have incentives to conduct earnings manage-
ment. Ma et al. (2015) document that creditors (especially banks) can discern borrowing firms’ earnings qual-
ity using their accounting information. When the quality of accounting earnings is high, the possibility that
borrowers have manipulated their earnings is low. The accounting earnings are thus reliable and the informa-
tion risk faced by creditors is low. As a result, the higher the quality of accounting information provided by
borrowers, the lower the debt cost demanded by creditors (Spiceland et al., 2016).

At the same time, high quality accounting information is positively associated with creditors’ ability to
monitor management activities, and can thus reduce managerial incentives to engage in value-destroying activ-
ities such as empire building. Accounting information is an important source of firm-specific information for
external investors and is thus widely used by creditors to monitor borrowers (Costello et al., 2011). In sum-
mary, high quality accounting information is an important mechanism to communicate borrowers’ informa-
tion to creditors and to facilitate debt monitoring.

Building on the literature, our study focuses on the M&A setting and investigates the effects of accounting
information quality on debt costs. We measure accounting quality using the magnitude of adverse operating
accruals. Larger abnormal operating accruals suggest unexpected deviations between earnings and operating
cash flows, which makes it harder for creditors to estimate future operating cash flows. Accordingly, we argue
that high-quality accounting information about acquiring firms could mitigate debt agency problems by
reducing information asymmetry (information risk). As a result, we assume that the higher the acquiring firms’
accounting information quality, the lower the debt cost required by creditors.

H2. The accounting information quality of acquirers is negatively associated with their debt financing cost.

According to the limited attention theory of the capital market, investors tend to screen firms when making
investment decisions about a large body of companies due to limited time and personal stamina. They select
investment portfolios from these screened firms. A MAR transaction involves a larger scale of asset acquisi-
tion than a conventional M&A, and thus has a significant influence on the acquiring firm’s main business
operations. In general, MAR transactions signal investment opportunities and thus attract investors’ attention
in capital markets.

Furthermore, the CSRC has stringent requirements for information disclosure by acquiring firms in MAR
transactions. When announcing an MAR, the acquiring firm must provide an overview of the acquisition,
which includes background and incentive, transaction content, target value estimate and whether the transac-
tion is a related-party transaction or a backdoor listing. Moreover, the acquirer must provide information
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about the target firm such as operating status, property control relationship, main business development,
financial condition and target asset details. The acquirer must also reveal the potential influence of the
MAR on its business operations, profitability, ownership structure and peer competition. Finally, the acquirer
must mention risk factors that could exist in this transaction, and present the opinions of independent direc-
tors and audit opinions of independent financial consultants about the transaction.

If the acquisition disclosure in the MAR announcement is reliable, it saves external investors’ information
acquisition costs and reduces information asymmetry. As noted above, firms with high accounting quality
tend to have a reputation for faithful and accurate disclosures. Creditors find it less likely that these firms will
withhold adverse private information, and are more likely to consider them creditworthy candidates. In sum-
mary, we suggest that when acquiring firms’ accounting information quality is high, it is helpful to strengthen
creditors’ confidence about the reliability of the acquisition information and newly added assets disclosed in
the MAR transactions. This will further reduce the information asymmetry between acquirers and creditors,
and enable creditors to more accurately analyze future investment returns, resulting in lower interest rates. We
thus predict that acquiring firms’ accounting information quality can reinforce the association between MARs
and debt costs.

H3. The negative association between MARs and debt costs is stronger for acquiring firms with higher
accounting information quality.
4. Research design

4.1. Sample selection and date sources

Our paper uses the M&A transactions of listed companies in the Chinese A-share market between 2008 and
2014 as the initial research sample. Following other studies (e.g., Chen et al., 2013a; Kravet, 2014; Han and
Tang, 2017), we use the following filter rules to select our sample. (1) Listed companies affiliated to the finance
and insurance industry or labeled as ST and *ST are excluded. (2) Observations with missing variables or neg-
ative net assets are omitted. (3) In consideration of date availability, we only select the buyer in M&A trans-
actions and the buyer is a listed company. (4) Given that M&As can affect the acquiring firm’s business
activities, we exclude transaction amounts lower than 10 million RMB. (5) Debt restructuring, corporate
divestiture or asset replacement M&As are omitted. (6) If the acquiring firm conducts many M&A transac-
tions in a single year, the amounts involved in each M&A transaction are added together to create an annual
acquisition amount of the acquiring firm and are included as one observation.

The M&A data are sourced from the CSMAR Database, and the MAR data are obtained from the CSRC
website and then manually checked and processed. In addition, financial indexes and information data of
listed companies are sourced from the CSMAR and WIND databases. We collect 2213 sample observations
involving 1188 listed companies in the A-share market. The sample distribution is shown in Table 1. To mit-
igate the effect of outliers on our research results, all continuous variables are winsorized at the extreme 1% of
their distributions, a widely adopted approach in the empirical corporate finance and accounting literature.
Table 1
Sample distribution.

Year M&A sample Percentage of full sample (%) MMA sample Percentage of M&A sample (%)

2008 185 8.36 9 4.86
2009 173 7.82 8 4.62
2010 207 9.35 11 5.31
2011 338 15.27 11 3.25
2012 387 17.49 27 6.98
2013 424 19.16 32 7.55
2014 499 22.55 95 19.04
Total 2213 100 193 8.72
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4.2. Variable measurement

4.2.1. Material asset reorganization

4.2.1.1. MMA. we view a M&A as a MAR transaction when it meets any one of the three conditions in the
MAR Supervision Regulation of Listed Companies issued by the CSRC (see Section 1). Using the information
announcement in the CSRC website, the MMA index is manually selected, which equals one when the M&A
conforms to the MAR standard, and zero otherwise.

4.2.2. Newly added asset and collateral

4.2.2.1. ADDASSET. We use the change in total assets before and after M&A to estimate the added assets
(ADDASSET). More specifically, ADDASSET index is calculated as the difference between the assets of
the acquiring firm one year after and one year before M&A transaction, divided by the assets of the acquiring
firm one year before M&A transaction.

4.2.2.2. ACOLLATER. With reference to previous literature (Hall, 2012; Norden and van Kampen, 2013), we
use the change in net fixed assets before and after M&A to measure the added collateral (ACOLLATER).
Specifically, ACOLLATER index is estimated as the difference between the net fixed assets of the acquiring
firm one year after and one year before M&A transaction, divided by the net fixed assets of the acquiring firm
one year before M&A transaction.

4.2.3. Cost of debt financing

4.2.3.1. DCOST. In the literature, credit ratings of borrowing firms and the average yield to debt maturity are
always used to measure the cost of debt financing. However, it is difficult to obtain authoritative credit ratings
and yield to maturity information for China’s debt market. We therefore use interest expense as a proxy index
DCOST to estimate borrowing companies’ debt costs, consistent with previous studies (e.g., Jiang, 2009; Li
and Liu, 2009). Specifically, DCOST is calculated as the interest expense divided by the total debt of the
acquiring firm one year after M&A transaction.

4.2.4. Accounting information quality

Following Francis et al. (2005) and Huang et al. (2014), we use discretionary accruals calculated using the
modified DD model developed by Dechow and Dichev in 2002 (hereafter DD) to measure the accounting
information quality of listed companies, as follows:
Please

the Ch
DAt ¼ a0 þ a1 � CFOt�1 þ a2 � CFOt þ a3 � CFOtþ1 þ a4 � DCFOt þ a5 � DCFOt � CFOt þ ht ð1Þ

where DAt is the ratio of total current accruals to the total assets of listed companies in year t, and the total
current accruals is equal to net profit plus non-operating income less non-operating expense minus net oper-
ating cash flow. CFOt–1, CFOt and CFOt+1 are cash flow from operations in year t–1, t and t + 1 respectively,
scaled by average total assets in year t. DCFO equals one if CFOt is less than CFOt–1, and zero otherwise.

4.2.4.1. ACCQ1. In other studies, the absolute residual value ABS_DA obtained from regression of model (1)
is taken as the proxy variable for accounting information quality. If the ABS_DA value is greater, it indicates
that the higher the unexpected deviations between earnings and operating cash flows, the lower the accounting
information quality of listed companies. To simplify, we multiply ABS_DA by –1 to obtain a new continuous
variable ACCQ1, so that the larger the ACCQ1, the higher the accounting information quality.

4.2.4.2. ACCQ2. To avoid the possible effects of ABS_DA’s outliers and measurement errors on our research
results, with reference to the previous literature (e.g., Pittman and Fortin, 2004) we generate an indicator vari-
able ACCQ2 that is set to one if ABS_DA is less than the median of full sample observations, indicating that
the accounting information quality is high, and zero otherwise.

4.2.5. Control variables

Following previous studies (Bhojraj et al., 2003; Anderson et al., 2004; Jiang, 2009), we select listed com-
panies’ financial characteristics including SIZE, LEV, ROA, GROWTH, INTANG, RECEIVE and corporate
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Table 2
Variable definitions.

Variables Definitions

DCOST The cost of debt financing, calculated as the interest expense divided by the total debt of the acquiring firm one year
after M&A transaction

MMA An indicator variable, set to one if the acquiring firm implement a MAR transaction, and zero otherwise
ADDASSET Newly added assets, calculated as the difference between the assets of the acquiring firm one year after and one year

before M&A transaction, divided by the assets of the acquiring firm one year before M&A transaction
ACOLLATER Newly added collateral, calculated as the difference between the net fixed assets of the acquiring firm one year after

and one year before M&A transaction, divided by the net fixed assets of the acquiring firm one year before M&A
transaction

ACCQ1 A measure of accounting information quality, calculated as the absolute residual from the regression result of model
(1) multiplied by –1, suggesting that the higher the ACCQ1, the higher the accounting information quality

ACCQ2 A measure of accounting information quality, which equals one when the absolute residual calculated by model (1) is
greater than the median of full sample observations, and zero otherwise

SIZE The natural logarithm of total assets
LEV The ratio of total debt to total assets
ROA The ratio of net income to total assets
GROWTH The growth rate of operation income
INTANG The ratio of intangible assets to total assets
RECEIVE The ratio of operation income to accounts receivable
DUAL An indicator variable, set to one if the chairman and CEO positions are held by one person, and zero otherwise
SOE An indicator variable, set to one if the firm belongs to a state owned enterprise, and zero otherwise
FISRT The proportion of the largest shareholder
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governance structure including DUAL, FIRST and SOE as control variables to exclude the effect on debt cost.
In addition, we control year and industry fixed effects. All of the variable definitions in this paper are summa-
rized in Table 2.

4.3. Empirical models

To avoid potential endogeneity problems between independent variables (e.g., MMA, ACCQ1 and
ACCQ2) and debt cost, and considering the hysteresis effect of the MAR, we follow other studies
(e.g., Han and Tang, 2017) and choose the lagged debt cost DCOSTt+1 as the dependent variable in our model
design.
Table 3
Descriptive statistics.

Variable N Mean SD Min P25 P50 P75 Max

DCOST 2213 0.027 0.014 0.002 0.016 0.027 0.036 0.063
MMA 2213 0.087 0.282 0 0 0 0 1
ADDASSET 2202 0.938 0.994 �0.080 0.274 0.607 1.220 3.861
ACOLLATER 2202 0.572 0.831 �0.245 0.014 0.276 0.796 2.979
ACCQ1 2213 �0.028 0.022 �0.083 �0.039 �0.022 �0.011 �0.002
ACCQ2 2213 0.500 0.500 0 0 1 1 1
SIZE 2213 22.384 1.273 19.933 21.487 22.195 23.131 26.221
LEV 2213 0.538 0.178 0.113 0.403 0.544 0.678 0.901
ROA 2213 0.037 0.038 �0.086 0.015 0.032 0.057 0.169
GROWTH 2213 0.23 0.441 �0.473 0.009 0.153 0.338 2.885
INTANG 2213 0.049 0.047 0.001 0.016 0.036 0.065 0.186
RECEIVE 2213 29.966 52.792 1.641 3.886 8.124 24.072 210.205
DUAL 2213 0.202 0.402 0 0 0 0 1
SOE 2213 0.474 0.499 0 0 0 1 1
FIRST 2213 0.365 0.156 0.022 0.238 0.355 0.476 0.894
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To test our hypotheses, we estimate the following regressions:
Please

the Ch
DCOST tþ1 ¼ c1 þ a1 � MMAt þ b0
1 � CONTROLt þ h1 ð2Þ

DCOST tþ1 ¼ c2 þ a2 � ADDASSET tþ1 þ b0
2 � CONTROLt þ h2 ð3Þ

DCOST tþ1 ¼ c3 þ a3 � ACOLLATERtþ1 þ b0
3 � CONTROLt þ h3 ð4Þ

DCOST tþ1 ¼ c4 þ a4 � ACCQt þ b0
4 � CONTROLt þ h4 ð5Þ

DCOST tþ1 ¼ c5 þ a51 � MMAt þ a52 � ACCQt þ a53 � MMAt � ACCQt þ b0
5 � CONTROLt þ h5 ð6Þ
where the dependent variable is the lagged debt cost DCOST, and CONTROL represents a vector of control
variables (e.g., SIZE, LEV, ROA, GROWTH, INTANG, RECEIVE, DUAL, FIRST and SOE), c is a con-
stant, b0 is estimated coefficient matrix of CONTROL and h is regression residual. In model (2), a1 is the esti-
mated coefficient of independent variable MMA, and we expect a1 to be significantly negative if H1a is true. In
model (3), a2 is the estimated coefficient of independent variable ADDASSET. We expect a2 to be significantly
negative if H1b is true. In model (4), a3 is the estimated coefficient of independent variable ACOLLATER. We
expect a3 to be significantly negative if H1c is true. In model (5), a4 is the estimated coefficient of independent
variable ACCQ measured by two proxy variables ACCQ1 and ACCQ2. We expect a4 to be significantly neg-
ative if H2 is true. In model (5), we are interested in the estimated coefficient of interaction variable
MMA*ACCQ and expect this coefficient a53 to be significantly negative if H3 is true. All of the variable def-
initions are shown in Table 2.
Table 4
Association between debt cost and MAR transactions based on model (2).

(1) (2)
Variable DCOST DCOST

MMA �0.0026***

(�2.58)
SIZE �0.0009*** �0.0010***

(�3.38) (�3.79)
LEV 0.0084*** 0.0087***

(4.10) (4.22)
ROA �0.0528*** �0.0534***

(�6.32) (�6.40)
GROWTH �0.0012* �0.0010

(�1.78) (�1.56)
INTANG 0.0236*** 0.0235***

(3.80) (3.79)
RECEIVE �0.0000*** �0.0000***

(�3.19) (�3.29)
DUAL �0.0008 �0.0008

(�1.12) (�1.13)
SOE �0.0003 �0.0003

(�0.55) (�0.41)
FIRST �0.0018 �0.0015

(�0.95) (�0.81)
YEAR yes yes
INDUSTRY yes yes
_cons �0.1491 �0.2804

(�0.49) (�0.90)
R2 0.1281 0.1307
AR2 0.1237 0.1260
F 29.3948*** 27.5675***

Obs 2213 2213

Note: t statistics in parentheses. ** p < 0.05.
* p < 0.1.

*** p < 0.01.
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5. Empirical results

5.1. Descriptive statistics

Table 3 presents the descriptive statistics of our main variables. As in other studies (e.g., Zou and Adams,
2008; Jiang, 2009), the mean and median values of DCOST are approximately 2.7%. However, there is an
obvious difference between quantile values that could be related to MMA and AACQ. The mean value of
MMA is 0.087, which indicates that 8.7% of sample firms engaged in MAR transactions between 2008 and
2014, consistent with the total result of sample distribution in Table 1. The mean value of SOE and DUAL

is 0.474 and 0.202 respectively, which shows that 47.4% of sample firms are state-owned enterprises and firms
in which the chairman and CEO positions are held by on person account for 20.2% of the total sample.
Descriptive results for other variables are similar to previous studies (e.g., Zou and Adams, 2008; Huang
et al., 2014).
Table 5
Effects of the added asset and collateral on debt cost based on model (3) and (4).

(1) (2) (3) (4) (5) (6)
Variable ADDASSET DCOST DCOST ACOLLATER DCOST DCOST

MMA 0.9710*** 0.0003 0.3874*** �0.0017*

(14.33) (0.29) (6.11) (�1.69)
ADDASSET �0.0026*** �0.0027***

(�9.10) (�8.78)
ACOLLATER �0.0017*** �0.0016***

(�5.29) (�5.02)
SIZE �0.1066*** �0.0010*** �0.0010*** �0.0230 �0.0007** �0.0008***

(�5.52) (�3.78) (�3.71) (�1.28) (�2.56) (�2.81)
LEV 0.3144** 0.0117*** 0.0117*** 0.0210 0.0107*** 0.0109***

(2.22) (5.86) (5.84) (0.16) (5.29) (5.38)
ROA 2.5287*** �0.0456*** �0.0455*** 0.7833 �0.0504*** �0.0509***

(4.47) (�5.68) (�5.66) (1.48) (�6.22) (�6.29)
GROWTH 1.0107*** 0.0005 0.0005 0.4536*** �0.0015 �0.0014

(14.62) (0.51) (0.52) (7.02) (�1.50) (�1.42)
INTANG �0.0009** �0.0000*** �0.0000*** �0.0001 �0.0000** �0.0000**

(�2.40) (�2.72) (�2.72) (�0.15) (�2.24) (�2.26)
RECEIVE 0.0098 �0.0004** �0.0004** 0.0043 �0.0004** �0.0004**

(0.91) (�2.45) (�2.45) (0.42) (�2.54) (�2.55)
DUAL 0.1256*** �0.0000 �0.0000 0.1354*** �0.0001 �0.0001

(2.60) (�0.03) (�0.02) (3.00) (�0.15) (�0.18)
SOE �0.0848** �0.0021*** �0.0021*** �0.1339*** �0.0021*** �0.0021***

(�1.97) (�3.42) (�3.43) (�3.33) (�3.46) (�3.38)
FIRST 0.1001 �0.0031* �0.0032* 0.2655** �0.0031* �0.0030*

(0.79) (�1.75) (�1.76) (2.25) (�1.73) (�1.65)
YEAR yes yes yes yes yes yes
INDUSTRY yes yes yes yes yes yes
_cons 2.6621*** 0.0492*** 0.0490*** 0.4178 0.0342*** 0.0361***

(6.24) (8.15) (8.06) (1.04) (5.63) (5.85)
R2 0.2629 0.2520 0.2520 0.0788 0.2333 0.2344
AR2 0.2538 0.2427 0.2424 0.0673 0.2238 0.2245
F 28.7191 27.1237 26.1471 6.8889 24.5188 23.7657
Obs 2202 2202 2202 2202 2202 2202

Note: t statistics in parentheses.
* p < 0.1.

** p < 0.05.
*** p < 0.01.
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5.2. Mars and debt cost: The test results of H1a, H1b and H1c

Table 4 presents the OLS regression results from model (2) above. In Column 1, we only consider the influ-
ence of control variables (e.g., SIZE, LEV, ROA) on the debt costs of acquiring firms. We observe a negative
association between acquirer size and debt cost. Acquirers with greater financial leverage have higher debt
costs, and profit ability is negatively associated with debt cost. Acquirers with a higher proportion of intan-
gible assets have higher debt costs, and the faster the turnover of accounts receivable, the lower the debt costs.
These empirical results are in line with financial facts and consistent with other studies (e.g., Zou and Adams,
2008; Wei et al., 2012). In Column 2, we include the independent variable MMA on the basis of Column 1 and
find that the estimated coefficient of MMA is –0.0026, which is significant at the 1% level. This result shows
that MARs have a significant negative effect on the acquiring firms’ ex post debt costs after the effects of con-
trol variables are excluded and when year and industry fixed effects are controlled. This result indicates that
MARs more effectively reduce acquirers’ debt costs than conventional M&A transactions, so H1a is verified.

Table 5 reports the OLS regression results from model (3) above. The estimated coefficient ofMMA in Col-
umn 1 is 0.9710 and statistically significant at the 1% level, indicating that MARs have a positive effect on
acquirers’ newly added assets. The estimated coefficient of ADDASSET in Column 2 is –0.0026 and statisti-
cally significant at the 1% level, suggesting that the newly added assets have a negative effect on acquiring
firms’ debt costs. In Column 3, we include both MMA and ADDASSET for regression. The result shows that
Table 6
Association between debt cost and accounting information quality based on model (5).

(1) (2)
Variable DCOST DCOST

ACCQ1 �0.0579***

(�4.57)
ACCQ2 �0.0021***

(�3.70)
SIZE �0.0008*** �0.0009***

(�2.98) (�3.26)
LEV 0.0078*** 0.0081***

(3.80) (3.97)
ROA �0.0578*** �0.0563***

(�6.89) (�6.71)
GROWTH �0.0012* �0.0012*

(�1.80) (�1.79)
INTANG 0.0246*** 0.0246***

(3.98) (3.97)
RECEIVE �0.0000*** �0.0000***

(�3.21) (�3.39)
DUAL �0.0009 �0.0009

(�1.25) (�1.26)
SOE �0.0004 �0.0004

(�0.60) (�0.60)
FIRST �0.0018 �0.0015

(�0.96) (�0.78)
YEAR yes yes
INDUSTRY yes yes
_cons �0.2177 �0.1874

(�0.71) (�0.61)
R2 0.1363 0.1335
AR2 0.1316 0.1288
F 28.9251*** 28.2401***

Obs 2213 2213

Note: t statistics in parentheses. ** p < 0.05.
* p < 0.1.

*** p < 0.01.
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the estimated coefficient of MMA is statistically insignificant and the estimated coefficient of ADDASSET is
statistically significant. Following the mediating effect test procedure proposed by Baron and Kenny (2002),
we combine the results of Table 5 in Columns 1–3 with the proven hypothesis H1a, and thereby conclude that
the acquirers conducting MARs have more newly added assets than conventional M&As and thus reduce their
debt financing costs. That is, MARs negatively affect acquiring firms’ ex post debt cost by positively affecting
newly added assets, so H1b is verified.

This paper also verifies whether the decline in acquiring firms’ debt cost is caused by the increase in collat-
eral from the MARs. The test results from model (4) are presented in Table 5. In Column 4 the estimated coef-
ficient ofMMA is 0.3874 and significant at the 1% level. This result shows that the MARs have a positive effect
on the acquirers’ newly added collateral. The estimated coefficient of ACOLLATER in Column 5 is –0.0017
and significant at 1%, indicating that newly added collateral has a significant negative effect on the acquiring
firms’ debt costs. In addition, Column 6 shows that the estimated coefficients of MMA and ACOLLATER are
statistically significant. Using the above test method of mediating effect, we can conclude that MAR transac-
Table 7
Moderating effect of the acquiring firms’ accounting information quality based on model (6).

(1) (2) (3) (4)
Variable DCOST DCOST DCOST DCOST

MMA �0.0030*** �0.0057*** �0.0029*** �0.0004
(�2.93) (�3.46) (�2.85) (�0.31)

ACCQ1 �0.0607*** �0.0516***

(�4.78) (�3.85)
MMA*ACCQ1 �0.0853**

(�2.10)
ACCQ2 �0.0022*** �0.0017***

(�3.89) (�2.88)
MMA*ACCQ2 �0.0060***

(�2.99)
SIZE �0.0009*** �0.0009*** �0.0010*** �0.0010***

(�3.44) (�3.37) (�3.72) (�3.65)
LEV 0.0080*** 0.0077*** 0.0084*** 0.0079***

(3.92) (3.77) (4.09) (3.86)
ROA �0.0588*** �0.0595*** �0.0572*** �0.0582***

(�7.01) (�7.10) (�6.83) (�6.95)
GROWTH �0.0010 �0.0009 �0.0010 �0.0009

(�1.54) (�1.35) (�1.54) (�1.36)
INTANG 0.0246*** 0.0243*** 0.0246*** 0.0243***

(3.98) (3.94) (3.98) (3.93)
RECEIVE �0.0000*** �0.0000*** �0.0000*** �0.0000***

(�3.32) (�3.28) (�3.50) (�3.48)
DUAL �0.0009 �0.0009 �0.0009 �0.0009

(�1.27) (�1.23) (�1.28) (�1.30)
SOE �0.0003 �0.0003 �0.0003 �0.0003

(�0.44) (�0.50) (�0.45) (�0.55)
FIRST �0.0015 �0.0015 �0.0012 �0.0012

(�0.81) (�0.80) (�0.62) (�0.62)
YEAR yes yes yes yes
INDUSTRY yes yes yes yes
_cons �0.3701 �0.3699 �0.3343 �0.3303

(�1.20) (�1.20) (�1.08) (�1.07)
R2 0.1396 0.1414 0.1367 0.1401
AR2 0.1346 0.1359 0.1316 0.1347
F 27.4548*** 25.8489*** 26.7749*** 25.5895***

Obs 2213 2213 2213 2213

Note: t statistics in parentheses. *p < 0.1.
** p < 0.05.
*** p < 0.01.

Please cite this article in press as: Tang, Q., Han, H. Can material asset reorganizations affect acquirers’ debt financing costs? – Evidence from

the Chinese Merger and Acquisition Marketq. China Journal of Accounting Research (2018), https://doi.org/10.1016/j.cjar.2018.03.001

https://doi.org/10.1016/j.cjar.2018.03.001


Q. Tang, H. Han /China Journal of Accounting Research xxx (2018) xxx–xxx 15
tions enable the acquirers to obtain greater newly added collateral than conventional M&As, and thus reduce
debt financing costs. That is, MARs negatively affect acquiring firms’ debt costs by partially affecting newly
added collateral. This indicates that greater asset collateral from MARs is more likely to reduce the acquiring
firms’ debt costs, so H1b is verified.
5.3. Acquiring firms’ accounting information quality and debt costs: The test results of H2

Table 6 shows the OLS regression results from model (5). In Column 1, the independent variable is
ACCQ1, a continuous variable measuring the accounting information quality of acquiring firms. The
estimated coefficient of ACCQ1 is –0.0579 and statistically significant at the 1% level. In Column 2, the inde-
pendent variable is ACCQ2, an indicator variable adjusting absolute residuals of model (1) by the median of
full sample observations. The estimated coefficient of ACCQ2 is –0.0021 and statistically significant at the 1%
Table 8
Robustness test: alternative measurement of debt cost following the practice of Zou and Adams (2008).

(1) (2) (3) (4) (5)
Variable DCOST2 DCOST2 DCOST2 DCOST2 DCOST2

MMA �0.0024** �0.0059*** �0.0003
(�2.34) (�3.52) (�0.20)

ACCQ1 �0.0615*** �0.0537***

(�4.76) (�3.93)
ACCQ2 �0.0022*** �0.0019***

(�3.94) (�3.12)
MMA*ACCQ1 �0.0971**

(�2.35)
MMA*ACCQ2 �0.0059***

(�2.91)
SIZE �0.0007*** �0.0005* �0.0006** �0.0006** �0.0007**

(�2.67) (�1.86) (�2.15) (�2.23) (�2.52)
LEV 0.0080*** 0.0071*** 0.0075*** 0.0070*** 0.0073***

(3.84) (3.42) (3.59) (3.36) (3.48)
ROA �0.0583*** �0.0631*** �0.0615*** �0.0648*** �0.0634***

(�6.85) (�7.38) (�7.20) (�7.59) (�7.43)
GROWTH �0.0007 �0.0008 �0.0008 �0.0005 �0.0006

(�1.04) (�1.25) (�1.25) (�0.81) (�0.85)
INTANG 0.0211*** 0.0222*** 0.0223*** 0.0219*** 0.0219***

(3.33) (3.53) (3.53) (3.48) (3.48)
RECEIVE �0.0000*** �0.0000*** �0.0000*** �0.0000*** �0.0000***

(�2.80) (�2.73) (�2.92) (�2.78) (�3.00)
DUAL �0.0009 �0.0010 �0.0010 �0.0009 �0.0010

(�1.18) (�1.30) (�1.31) (�1.28) (�1.35)
SOE �0.0000 �0.0002 �0.0002 �0.0001 �0.0001

(�0.07) (�0.24) (�0.25) (�0.16) (�0.21)
FIRST �0.0023 �0.0025 �0.0022 �0.0022 �0.0019

(�1.19) (�1.32) (�1.13) (�1.17) (�0.99)
YEAR yes yes yes yes yes
INDUSTRY yes yes yes yes yes
_cons 0.0683 0.1173 0.1484 �0.0262 0.0142

(0.22) (0.38) (0.48) (�0.08) (0.05)
R2 0.1226 0.1293 0.1265 0.1344 0.1326
AR2 0.1178 0.1246 0.1218 0.1289 0.1271
F 25.6079*** 27.2312*** 26.5586*** 24.3785*** 24.0025***

Obs 2213 2213 2213 2213 2213

Note: t statistics in parentheses.
* p < 0.1.

** p < 0.05.
*** p < 0.01.
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level. Overall, these results indicate that the accounting information quality of acquiring firms has a direct neg-
ative impact on the cost of debt after other determinants of debt cost and year and industry fixed effects are
controlled. This finding indicates that acquiring firms with higher accounting information quality are more
likely to obtain lower cost debt financing, so H2 is verified.

5.4. Moderating effect of accounting information quality: The test results of H3

Table 7 reports the OLS regression results from model (6). To test the robustness of H1a and H2, we simul-
taneously put MMA and ACCQ into the regression model. The results are presented in Columns 1 and 3 of
Table 6. These results show that both MARs and accounting information quality have a statistically signifi-
cant, negative effect on acquiring firms’ debt costs, indicating that H1a and H2 are correct. In Columns 2 and 4
of Table 6 we introduce the interaction variables MMA*ACCQ1 and MMA*ACCQ2. The results show that
all of the estimated coefficients of these interaction variables are significantly negative. Specifically, the esti-
Table 9
Robustness test: alternative measurement of debt cost calculated by financial expense divided by total debt.

(1) (2) (3) (4) (5)
Variable DCOST3 DCOST3 DCOST3 DCOST3 DCOST3

MMA �0.0027** �0.0058*** �0.0006
(�2.54) (�3.34) (�0.42)

ACCQ1 �0.0552*** �0.0488***

(�4.12) (�3.45)
ACCQ2 �0.0022*** �0.0018***

(�3.69) (�2.93)
MMA*ACCQ1 �0.0861**

(�2.01)
MMA*ACCQ2 �0.0058***

(�2.77)
SIZE �0.0016*** �0.0014*** �0.0015*** �0.0015*** �0.0016***

(�5.61) (�4.86) (�5.11) (�5.22) (�5.48)
LEV 0.0153*** 0.0145*** 0.0148*** 0.0144*** 0.0146***

(7.07) (6.68) (6.83) (6.65) (6.73)
ROA �0.0463*** �0.0504*** �0.0493*** �0.0522*** �0.0512***

(�5.26) (�5.69) (�5.58) (�5.89) (�5.80)
GROWTH �0.0008 �0.0009 �0.0009 �0.0006 �0.0006

(�1.11) (�1.35) (�1.34) (�0.92) (�0.93)
INTANG 0.0293*** 0.0304*** 0.0305*** 0.0301*** 0.0302***

(4.49) (4.65) (4.67) (4.62) (4.63)
RECEIVE �0.0000*** �0.0000*** �0.0000*** �0.0000*** �0.0000***

(�3.28) (�3.20) (�3.38) (�3.27) (�3.47)
DUAL �0.0015* �0.0015** �0.0016** �0.0015** �0.0016**

(�1.91) (�2.02) (�2.04) (�2.01) (�2.08)
SOE �0.0004 �0.0005 �0.0005 �0.0004 �0.0005

(�0.59) (�0.77) (�0.77) (�0.67) (�0.72)
FIRST �0.0012 �0.0015 �0.0011 �0.0012 �0.0008

(�0.62) (�0.75) (�0.58) (�0.60) (�0.42)
YEAR yes yes yes yes yes
INDUSTRY yes yes yes yes yes
_cons 0.1654 0.2367 0.2617 0.0799 0.1127

(0.51) (0.73) (0.81) (0.24) (0.35)
R2 0.1428 0.1468 0.1456 0.1516 0.1516
AR2 0.1381 0.1422 0.1409 0.1462 0.1462
F 30.5378 31.5564 31.2323 28.0496 28.0504
Obs 2213 2213 2213 2213 2213

Note: t statistics in parentheses.
* p < 0.1.

** p < 0.05.
*** p < 0.01.
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mated coefficient of MMA*ACCQ1 in Column 2 is –0.0853, which is significant at the 5% level, and the esti-
mated coefficient of MMA*ACCQ2 in Column 4 is –0.0060, which is significant at the 1% level. These findings
indicate that the quality of accounting information has an enhanced moderating effect in the relationship
between MARs and debt cost. That is, when acquiring firms’ accounting information quality is higher, the
negative effect of MARs on ex post debt financing costs is stronger. Overall, we confirm that MAR transac-
tions by acquiring firms with high accounting information quality have a stronger negative effect on the ex
post cost of debt financing than MAR transactions by acquiring firms with low accounting information qual-
ity, so H3 is verified.
5.5. Robustness tests

To further validate our research results, we conduct various robustness tests as follows. First, we acknowl-
edge that our proxy for debt cost could be noisy. This paper therefore selects alternative measurements for the
Table 10
Robustness test: alternative measurement of ACCQ calculated by modified Jones matching performance model.

(1) (2) (3) (4)
Variable DCOST DCOST DCOST DCOST

MMA �0.0051*** �0.0005
(�3.10) (�0.38)

ACCQ3 �0.0282*** �0.0244**

(�2.89) (�2.37)
ACCQ4 �0.0023*** �0.0019***

(�4.16) (�3.33)
MMA*ACCQ3 �0.0539*

(�1.75)
MMA*ACCQ4 �0.0056***

(�2.84)
SIZE �0.0009*** �0.0009*** �0.0010*** �0.0010***

(�3.16) (�3.22) (�3.59) (�3.65)
LEV 0.0079*** 0.0079*** 0.0079*** 0.0077***

(3.82) (3.85) (3.86) (3.77)
ROA �0.0546*** �0.0546*** �0.0560*** �0.0566***

(�6.52) (�6.56) (�6.70) (�6.80)
GROWTH �0.0014** �0.0013** �0.0012* �0.0011

(�2.11) (�2.04) (�1.83) (�1.64)
INTANG 0.0242*** 0.0240*** 0.0239*** 0.0237***

(3.90) (3.89) (3.86) (3.84)
RECEIVE �0.0000*** �0.0000*** �0.0000*** �0.0000***

(�3.16) (�3.24) (�3.23) (�3.36)
DUAL �0.0009 �0.0009 �0.0009 �0.0010

(�1.23) (�1.21) (�1.24) (�1.33)
SOE �0.0003 �0.0003 �0.0003 �0.0002

(�0.56) (�0.49) (�0.43) (�0.31)
FIRST �0.0018 �0.0017 �0.0017 �0.0016

(�0.99) (�0.89) (�0.89) (�0.84)
YEAR yes yes yes yes
INDUSTRY yes yes yes yes
_cons �0.1914 �0.2333 �0.3389 �0.3813

(�0.63) (�0.76) (�1.09) (�1.23)
R2 0.1314 0.1349 0.1357 0.1412
AR2 0.1267 0.1302 0.1302 0.1357
F 27.7316 28.5873 24.6482 25.8122
Obs 2213 2213 2213 2213

Note: t statistics in parentheses.
* p < 0.1.

** p < 0.05.
*** p < 0.01.
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Table 11
Robustness test: longitudinal comparison in the debt cost effect of MARs.

Debt cost one year before MARs Debt cost one year after MARs Mean test (t value)

Mean value Standard deviation Mean value Standard deviation

0.0274 0.0011 0.0259 0.0011 1.2927*

Note: **p < 0.05, ***p < 0.01.
* p < 0.1.
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cost of debt that result in modified dependent variables. Zou and Adams (2008) use the sum of interest expense
and interest capitalized to total debt ratio as a proxy variable DCOST2 for debt cost. We choose this alter-
native measurement DCOST2 and rerun all hypothesis test models, and the results are reported in Table 8.
Interest expenses are also an important component of firms’ debt costs. However, debt costs also include debt
financing fees and other financial expenses, which are all part of the firm’s financial expenses. We therefore use
the ratio of financial expense to total debt as a wide proxy variable DCOST3 for debt cost, and the results are
presented in Table 9. From these results in Tables 8 and 9, we find that our hypotheses are still supported, but
not as strongly.

Next, we examine whether our findings are robust when an alternative proxy for accounting information
quality is used that results in modified independent variables of H2 and H3. Other studies (e.g., Kothari
et al., 2005; Pan and Yu, 2014) use a modified Jones matching performance model to calculate discretionary
accruals and measure accounting information quality. Using this approach, we re-estimate the ACCQ of
acquiring firms and set up two proxy indexes. These indexes are ACCQ3 and ACCQ4. Similar to ACCQ1

and ACCQ2, ACCQ3 is a continuous variable calculated as the opposite of absolute residuals in a modified
Jones matching performance model, and ACCQ4 is an indicator variable adjusted by the median absolute
residuals of the full sample. The test results are reported in Table 10. The conclusions drawn in this paper
are not substantially affected, even though the significance of individual estimated coefficients are weaker.
H2 and H3 are therefore robust.

Finally, we follow other studies (e.g., Han and Tang, 2017) and adopt the longitudinal comparison method
to test our finding that MAR transactions can reduce acquiring firms’ debt costs. The analysis result is dis-
played in Table 11. We find a significant downward trend in debt costs from one year before an acquiring
firm’s MAR transaction to one year after the transaction. Together with the results of our horizontal compar-
ison analysis, we conclude that MAR implementation decreases acquiring firms’ debt costs.

6. Conclusion

In this paper, we investigate whether MARs (as a special form of M&A transaction) are related to acquir-
ing firms’ debt financing costs. Using a sample of listed companies’ M&A transactions in the Chinese A-share
market, we find that MAR implementation can enable the acquirers to obtain a massive inflow of assets from
target firms and gain significant asset collateral, and this can decrease the acquirers’ debt financing costs. Our
results help to reveal the economic consequences of M&A transactions and enrich the current literature on
debt financing. This paper also examines the role of accounting information quality in the M&A market.
We show that acquiring firms’ accounting information quality has a significant negative effect on their debt
financing costs. This result builds on studies that find a negative relationship between accounting information
quality and debt costs. In addition, we find that the effect of MARs on the ex post cost of debt financing is
stronger for acquiring firms that have higher quality accounting information. This result indicates the spillover
effect of accounting information quality in the M&A setting, and helps to reveal the reinforcing mechanism of
the MARs on debt cost.

Our paper sheds light on the consequences of M&A transactions in the debt market by investigating the
association between MARs and debt costs with horizontal and longitudinal comparisons. At the same time,
we provide direct evidence for the usefulness of accounting information, which has been subject to consider-
able debate in recent decades, by confirming the importance of the quality of accounting information in low-
ering the cost of debt financing. The results of our study show that acquirers’ accounting information quality
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directly affects debt financing costs, and also intensifies the negative relationship between MARs and debt
cost. These findings provide valuable insights for managers in acquiring firms, because the results that by
improving the quality of their accounting information, acquirers can lower the cost of debt financing. More
specifically, to reduce debt financing costs, acquiring firms should actively improve their financial reporting
quality rather than conduct earnings manipulation, and should decrease information risk and financial fric-
tion. Acquiring firms conducting MAR transactions also need to improve the quality of their accounting
information and further decrease information asymmetry in capital markets if they desire lower-cost debt
financing.
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