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Using a sample of 664 merger and acquisition (M&A) transactions and office‐level

audit data, this study investigates the role of auditors in M&A completion time. We

find that having a common auditor for both acquirer and target firms in M&A transac-

tions increases the completion time of such transactions because the exposure to

higher litigation and reputational costs outweighs the information‐access advantage

of common auditors. However, auditors' past experience in M&A transactions helps

reduce completion time and costs. These results are robust to having Big N auditors

at both ends as well as to various acquirer, target, and deal characteristics.
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1 | INTRODUCTION

Merger and acquisition (M&A) completion time is an important subject

in recent corporate finance studies exploring the uncertainty occurring

between the dates M&A deals are announced and the dates they are

completed (e.g., Bhagwat, Dam, & Harford, 2016; Offenberg &

Pirinsky, 2015). Furthermore, the extant literature offers no definite

answer on whether faster M&A completion is better than spending

more time on due diligence (whereby the acquirer obtains and verifies

private information to determine the value of the target's assets and

liabilities). On the one hand, acquirers and targets are under mounting

pressure from stakeholders to complete deals quickly and capture deal

synergies early. On the other hand, acquirers and targets may need

more time for due diligence to evaluate thoroughly the risks and

opportunities associated with the M&A deal. In some instances, evi-

dence shows that managers of acquirers may speed up deals in order

to conceal opportunistic activities, such as inflated earnings (Louis &

Sun, 2016).1 Thus, managers and stakeholders, including employees

and shareholders, of the acquirers and targets would be interested

to know whether auditors have any role in transaction completion

time. Within this context, the objective of this paper is to investigate

how auditors affect M&A completion time. Although there is

increased interest in understanding how auditors affect M&A out-

comes, limited research, if any, thoroughly examines the auditor's role

in M&A completion time.

Our paper is motived by two recent studies, Cai, Kim, Chool Park,

and White (2016) and Dhaliwal, Lamoreaux, Litov, and Neyland

(2016), that highlight the importance of having common auditors
wileyonlinelibr
(audit firms that provide audit services to a target and its acquirer prior

to an acquisition) in the due diligence process.2 Dhaliwal et al. (2016)

argued that target auditors are more willing to disclose information

during due diligence if the auditor also works for the acquirer, because

target auditors are their coworkers. Moreover, they argue that a com-

mon auditor is more likely to become an information intermediary if

the acquirer and target hire the same auditor. Consistent with their

argument, they find that common auditors reduce transaction uncer-

tainty by facilitating the information flow between targets and

acquirers. Cai et al. (2016) also found that the presence of a common

auditor reduces uncertainty throughout the M&A process by acting as

an information intermediary. Accordingly, common auditors may offer

an advantage, and thus M&A deals with common auditors may take

less time to complete.

However, based on the insurance theory, which posits that inves-

tors expect auditors to act as guarantors against losses in litigious cir-

cumstances (Menon & Williams, 1994; Piot, 2005), common auditors

have more reputational capital at stake in M&A and higher litigation

risk because they are involved with both the acquirer and target. Fur-

thermore, given that acquirers and targets have incentives to engage

in earnings management before M&A, common auditors face higher

litigation risk (Cai et al., 2016; Louis & Sun, 2016). Also, common audi-

tors, by possessing confidential information about the acquirer and

target, may have conflicts of interest and are therefore subject to

greater scrutiny by stakeholders (Cai et al., 2016; Dhaliwal et al.,

2016). In this regard, Agrawal, Cooper, Lian, and Wang (2013) showed

that M&A deals with common advisors experience more frequent

class‐action securities lawsuits than do deals with different advisors.
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Hence, common auditors may be more diligent and have greater

incentives to render legitimate professional services. Therefore, M&A

with common auditors may take more time to complete.

Another important factor that may affect M&A completion time

is the auditor's M&A experience. We argue that an auditor's ability

to facilitate information flow quickly during the M&A process is a

function of the auditor's level of prior exposure to similar settings.

This argument is consistent with learning theory, which suggests

that firms' capacities evolve out of learning from past trials

(e.g., Cohen & Levinthal, 1990; March, Sproull, & Tamuz, 1991;

Zahra & George, 2002). It is also consistent with (a) the perspective that

experienced auditors can develop audit technology that gives them a

comparative advantage and an ability to provide quality services at

lower cost (i.e., with less time and effort;e.g., Dopuch & Simunic,

1980; Johnson & Lys, 1990), and (b) the evidence that auditors who

have training and/or task‐specific experience in certain areas may

exhibit superior performance in those areas (e.g., Libby, 1995; Owhoso,

Messier, & Lynch, 2002). Therefore, we expect that ceteris paribus,

auditors' M&A experiences are negatively associated with M&A com-

pletion time.

Using a sample of 664 US public M&A deals from 1997 through

2013 and office‐level audit data, we show that M&A completion

time, measured as the number of days from announcement until

completion, is significantly greater in deals with common auditors,

after controlling for Big N auditors at both the acquirer and target,

as well as for various acquirer, target, and deal characteristics that

could affect M&A completion time.3,4 This suggests that the effect

of common auditors' exposure to higher reputation and litigation

costs outweighs the information‐access advantage of common audi-

tors. We also find that auditors' M&A experiences, especially for

acquirers' auditors, reduces M&A completion time and moderates

the effect of common auditors' exposure to higher reputation and lit-

igation costs.

Furthermore, for targets with higher information risk (previously

restated financial statements), we find that M&A deals with common

auditors take slightly more time to complete. Our results suggest that

the information risk associated with restating targets increases the

common auditor's reputation and litigation costs and, hence, common

auditors are more diligent during the M&A process. Finally, we find

that the acquirer's postacquisition performance is positively associated

with having common auditors, suggesting that acquirers benefit from

common auditors even though the M&A deal takes more time to

complete.

Our findings at the surface seem to contradict Cai et al. (2016)

and Dhaliwal et al. (2016) by suggesting that common auditors

lengthen the M&A process and thus increase the uncertainty around

M&A deals. However, our paper provides deeper insights on the moti-

vations of common auditors in M&A deals and suggests that the ben-

efits of a prolonged M&A process, especially for targets that

previously restated their financial statements, could outweigh its

costs. In addition, although Cai et al. (2016) and Dhaliwal et al.

(2016) highlight the importance of common auditors in M&A, our

paper suggests that auditor experience in previous M&A deals is

another important factor to account for when examining M&A eco-

nomic outcomes.
Our study contributes to the extant literature in two main ways.

First, we contribute to the growing literature examining factors that

could affect M&A completion time (Hunter & Jagtiani, 2003; Golubov,

Petmezas, & Travlos, 2012; Agrawal et al., 2013; Amel‐Zadeh &

Zhang, 2015; Jagtiani, Kotliar, and Maingi (2016); Marquardt & Zur,

2015; Wangerin, 2017). To our knowledge, it is one of the first

studies using office‐level audit data to examine how auditors use

their M&A experience to reduce deal time and effort. In particular,

our study examines how having experienced auditors and/or common

auditors in M&A affects completion time, as well as how these effects

relate to the target's information risks and to the acquirer's

postacquisition performance.

Second, understanding the role auditors play in large and impor-

tant corporate events such as M&A generates interest, but studies

in the auditing literature are limited concerning that role. Although

most of those studies focus on the role of Big N auditors in

M&A, our study focuses on the roles of both common auditors

and auditor experience in M&A. By examining the auditor's impact

on M&A completion time, we provide new evidence suggesting that

common auditors' exposures to higher litigation and reputational

costs in M&A transactions outweighs their information‐access

advantages. We also find that auditor M&A experience moderates

exposure to costs.

The remainder of this paper is organized as follows. Section 2 dis-

cusses prior related literature and hypothesis development. Section 3

describes our sample and presents descriptive statistics. We provide

our research design and results in Section 4 and our additional analysis

in Section 5. Section 6 concludes.
2 | RELATED LITERATURE AND
HYPOTHESIS DEVELOPMENT

2.1 | The role of auditors in M&A

Although M&A is one of the most important corporate investment

activities, relatively few studies examine the role of auditors in M&A.

Most focus on whether auditor size matters in M&A. For instance,

Louis (2005) argued that although Big N auditors provide better qual-

ity audits, non‐Big N auditors are likely to have a comparative advan-

tage in M&A due to their superior local knowledge and their close

relationships with clients. Louis (2005) also found that the market

reaction to merger announcements is greater when the acquirers are

audited by non‐Big N auditors.

Xie, Yi, and Zhang (2013) posit that acquirers value Big N target

auditors more than non‐Big N target auditors. According to Xie et al.

(2013), Big N target auditors provide high‐quality assurance of finan-

cial statement information and therefore provide more value to

acquirers relative to non‐Big N target auditors. They also find that

firms with Big N auditors are more likely to become M&A targets

and ultimately acquired. Furthermore, de Franco, Gavious, Jin, and

Richardson (2011) examined how Big N auditors affect the valuation

of private targets in M&A deals. They show that private targets hiring

Big N auditors receive significantly higher valuations. Golubov et al.

(2013) highlighted the importance of due diligence performed by
nse
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target auditors on acquirer value in stock swap acquisitions. They

found that acquirer announcement returns are higher when targets

employ Big N auditors, suggesting that reputable target auditors have

a positive certification effect.

Departing from the aforementioned studies that focus on audi-

tor size (Big N versus non‐Big N), recent research by Dhaliwal et al.

(2016) and Cai et al. (2016) provided evidence on the important

role of common auditors in M&A. Dhaliwal et al. (2016) found that

common‐auditor deals are associated with lower deal premiums,

higher acquirer event returns, and lower target event returns. Cai

et al. (2016) found that deals with common auditors exhibit higher

acquisition announcement returns than do deals with different

auditors, and M&A deals are more likely between firms with a

common auditor. Cai et al. (2016) and Dhaliwal et al. (2016) also

suggested that common auditors, by acting as information interme-

diaries for merging firms, can help reduce uncertainty during the

M&A process.

Our study builds on the findings in those two papers to examine

how common auditors affect M&A completion time.
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2.2 | M&A completion time

Given its importance to acquirers and targets, M&A completion time is

a subject of interest for several studies in the M&A literature. For

instance, Hunter and Jagtiani (2003) found that M&A completion time

in deals with top‐tier investment bankers is shorter than deals with

lower tier investment bankers are. However, they find that acquirers'

postacquisition gains decline when top‐tier investment bankers are

involved. Golubov et al. (2012) argued that top‐tier investment

bankers likely work through deals faster given their superior skills

and expertise. They also added that, because top‐tier investment

bankers have greater reputation concerns, they might take more time

to evaluate the terms of the deal carefully and negotiate favorable

terms for the acquirer. They found that top‐tier investment bankers

are associated with shorter M&A completion time, suggesting that

the brevity is related to the investment bankers' superior skills and

expertise. Agrawal et al. (2013), however, found that M&A deals with

common investment bankers take longer to complete and provide

lower premiums to targets.

Amel‐Zadeh and Zhang (2015) found that financial restate-

ments also have profound consequences on M&A outcomes. Spe-

cifically, they found that bids take longer to complete for targets

that receive takeover bids but have restated their financial state-

ments, implying that the information risk inherent in restating tar-

gets increases M&A completion time. Furthermore, Marquardt and

Zur (2015) showed that target firm accounting quality is negatively

associated with M&A completion time. Their findings suggest that

high‐quality accounting information facilitates M&A for targets

and therefore reduces the amount of time required for due dili-

gence. Wangerin (2017) highlighted the importance of due dili-

gence in M&A transactions. His findings suggest that acquirers

completing M&A transactions faster than expected perform less

due diligence and, consequently, exhibit lower postacquisition

performance.
2.3 | Hypothesis development

Our first research question examines how common auditors affect

M&A completion time. Auditors have access to information about

their clients through, for example, frequent communications with

senior management, as well as participation in audit committee meet-

ings, and to private material about current corporate performance

(Dhaliwal et al., 2016). Hence, target auditors may be more willing dur-

ing the M&A (due diligence) process to share such private information

with acquirers' auditors if they both belong to the same audit firm.

Therefore, from an information‐access perspective, M&A with com-

mon auditors may take less time to complete.

However, the insurance theory posits that auditing is a loss‐recov-

ery device and that investors who use audited financial statements for

their investment decisions have recourse against the auditor (Menon

&Williams, 1994; Piot, 2005). Hence, common auditors in M&A trans-

actions have higher reputation and litigation costs because investors in

the acquirer and the target would demand auditor insurance against

their losses. In addition, M&A—public M&A in particular—may lead

to greater reputational risk (Ashraf, 2017; Golubov et al., 2012; Rhee

& Valdez, 2009) and hence would motivate auditors to increase their

efforts to avoid reputational damage (Redmayne, Bradbury, & Cahan,

2010). Also, common auditors face higher litigation risk because the

acquirer and the target have incentives to manage earnings prior to

the transaction (Cai et al., 2016; Louis & Sun, 2016). Therefore, from

an auditor reputation and litigation perspective, M&A with common

auditors may take more time to complete. Our first hypothesis is

stated in two parts as follows:
H1a. From an auditor information‐access perspective,

the presence of common auditors in M&A is negatively

associated with M&A completion time, certeris

paribus.

H1b. From an auditor reputation and litigation perspec-

tive, the presence of common auditors in M&A is posi-

tively associated with M&A completion time, certeris

paribus.
Our second research question examines whether auditor M&A

experience affects M&A completion time. A merger or an acquisition

is one of the biggest investment decisions a firm ever makes (Xie

et al., 2013), and it typically involves a considerable amount of infor-

mation. Using insights from learning theory, which posits that firms'

capacities evolve out of learning from past trials (e.g., Cohen &

Levinthal, 1990; March et al., 1991; Zahra & George, 2002), we argue

that the greater the auditor's exposure to previous M&A transactions,

the more skillful the auditor is in facilitating information flow during

the current M&A transaction, shortening M&A completion time as a

result. Our argument is in line with the perspective that experienced

auditors can develop audit technology that gives them a comparative

advantage and an ability to provide quality services with less time

and effort (e.g., Dopuch & Simunic, 1980; Johnson & Lys, 1990). It is

also in line with evidence that shows auditors who have training

and/or task‐specific experience in certain areas exhibit superior per-

formance in those areas (e.g., Libby, 1995; Owhoso et al., 2002). Our

second hypothesis is thus as follows:
nse
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3 | SAMPLE AND DESCRIPTIVE STATISTICS

The sample of M&As comes from Thomson One by Thomson

Reuters. We identify 2,515 public M&A deals representing all US

M&A deals with announcement dates between 1997 and 2013,

excluding buybacks. We focus on 940 completed M&A deals after

we exclude 1,575 M&A deals with missing completion dates. In line

with prior M&A literature (e.g., Dhaliwal et al., 2016), we focus on

deals where the acquirer is seeking to own more than 50% of the

target at deal completion, which results in 697 M&A deals. We

exclude two deals in which either the acquirer or target is unaudited.

We further exclude 31 M&A deals that are completed in (a) less than

1 month, which likely started before the announcement date, and (b)

in more than 2 years, which are extreme outliers. This results in a

total sample of 664 public M&A deals. Financial data are either from

Compustat or Thomson One, and audit office data are from Audit

Analytics.

Table 1 provides the sample distribution by year for our total

sample of 664 public M&A deals between 1997 and 2013. Table 1

shows that the number of M&A deals is fairly distributed over the

sample period, with a relatively higher concentration during 1998–

2000. Table 1 also shows the annual mean, median, and standard

deviation for M&A completion time, which is the number of days

from announcement date to completion date. There is no trend in

the mean and median over the years, suggesting that a time effect
1 Sample distribution

Number Percentage (%)

Completion time

Mean Median SD

18 2.711 103.833 105.500 29.849

66 9.940 146.015 119.500 102.829

79 11.898 176.190 137.000 115.059

81 12.199 217.049 179.000 145.038

47 7.078 176.383 143.000 128.128

35 5.271 192.486 151.000 140.763

29 4.367 135.414 90.000 102.029

24 3.614 158.708 121.500 102.551

32 4.819 193.125 161.000 129.868

38 5.723 147.868 140.000 72.670

47 7.078 168.383 144.000 91.545

27 4.066 161.963 142.000 106.302

19 2.861 183.263 201.000 98.209

33 4.970 190.121 157.000 134.176

26 3.916 204.808 188.500 98.196

29 4.367 166.000 117.000 134.302

34 5.120 204.118 183.500 115.332

664

le presents the sample distribution by year for 664 M&A deals
997 to 2013. Completion time is the number of days from
cement date to completion date of the M&A deal.
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does not drive the variations in completion time. For example, the

mean (median) in 1999 is 176 (137) days; it decreases in 2003 to

135 (90) days and increases in 2005 to 193 (161) days. The annual

mean (median) of completion time ranges from 104 (90) days to

217 (201) days.

Table 2 provides the descriptive statistics for the variables used in

our analysis, and Appendix A provides definitions for those variables.

The mean completion time (COMPL_TIME) over the sample period is

176 days, and the median is 143 days. Table 2 also shows that 9.6%

of M&A deals have common auditors. Following Cai et al. (2016) and

Dhaliwal et al. (2016), we define common auditors as audit firms that

provide audit services to the target and the acquirer prior to an

acquisition.5

The mean auditor M&A experience, measured as the total number

of M&A deals in which the auditor was involved within the same audit

office and three‐digit Standard Industrial Classification (SIC) industry

over a 5‐year period prior to the announcement date of the current

M&A, is 0.85 for acquirer auditors and 0.61 for target auditors. In

addition, 92.5% of acquirers and 81% of targets have Big N firms as

their auditors.

Furthermore, Table 2 shows that the mean measure of investment

banker reputation for the M&A deals in our sample is 1.735 for

acquirers and 1.836 for targets, suggesting that most deals have repu-

table investment bankers on both sides. With respect to information

risk, 15.8% of targets have restatements during the 3‐year period prior

to M&A announcement date, 19.3% of targets are in industries with

high litigation risk, and the targets' average research and development

(R&D) expenses scaled by total sales is 0.386. The mean relative size

(market value of target to market value of acquirer) is 46.5%, and

mean M&A transaction value is around $2.6 billion. Moreover, the

mean acquirer (target) Tobin's Q, return on assets, and leverage are

2.256 (2.932), 0.4% (−9.1%), and 59.2% (75.7%) respectively. The sta-

tistics also show that, on average, acquirers pay 46.6% of M&A trans-

action value in stock and seek to buy 99% of the targets' shares. The

results also show that 65.1% of all M&A deals have acquirers and tar-

gets within the same three‐digit SIC industry, and very few deals are

nonfriendly (2.3%). In addition, 13.6% of all M&A deals are tender

offers, 11.3% are accounted for using the pooling‐of‐interests method,

and 50.9% are announced after the adoption of the Sarbanes–Oxley

(SOX) Act.
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4 | RESEARCH DESIGN AND RESULTS

4.1 | Research design

In our first hypothesis, we posit that if the auditor information‐access

perspective prevails, the presence of common auditors in M&A is neg-

atively associated with M&A completion time (H1a). We also posit

that if the auditor reputation and litigation perspective prevails, then

the presence of common auditors in M&A is positively associated with

M&A completion time (H1b). In our second hypothesis, we posit that

auditors' experiences in M&A are negatively associated with M&A

completion time (H2). To examine our hypotheses, we estimate the

following regression:
nse



TABLE 2 Descriptive statistics for the variables used in our analysis

Variable Mean Median SD Q1 Q3

COMPL_TIME (days) 175.738 143.000 117.624 93.000 228.000

COMMON_AUDITOR 0.096 0.000 0.295 0.000 0.000

A_AUDITOR_EXP 0.848 0.000 1.603 0.000 1.000

T_AUDITOR_EXP 0.610 0.000 1.317 0.000 1.000

A_BIGN 0.925 1.000 0.264 1.000 1.000

T_BIGN 0.810 1.000 0.392 1.000 1.000

A_IB 1.735 2.000 1.269 0.000 2.000

T_IB 1.836 2.000 1.049 1.000 2.000

T_RESTATEMENT 0.158 0.000 0.365 0.000 0.000

T_R&D 0.386 0.000 4.962 0.000 0.098

T_LITIGATION 0.193 0.000 0.395 0.000 0.000

SAME_INDUSTRY 0.651 1.000 0.477 0.000 1.000

RELATIVE_SIZE 0.465 0.190 0.952 0.060 0.583

TRANS_VALUE (in $mil) 2637.250 332.490 9418.420 82.075 1450.175

A_TQ 2.256 1.505 2.338 1.100 2.415

A_ROA 0.004 0.037 0.255 0.008 0.076

A_LEVERAGE 0.592 0.563 0.513 0.406 0.725

T_TQ 2.932 1.880 5.111 1.260 2.793

T_ROA −0.091 0.013 0.653 −0.046 0.059

T_LEVERAGE 0.757 0.583 3.965 0.365 0.769

PCTSTOCK 0.466 0.472 0.437 0.000 1.000

POOLING_OF_INT 0.113 0.000 0.317 0.000 0.000

NONFRIENDLY 0.023 0.000 0.149 0.000 0.000

PCTSOUGHT 99.036 100.000 6.116 100.000 100.000

TENDER 0.136 0.000 0.343 0.000 0.000

SOX 0.509 1.000 0.500 0.000 1.000

The sample consists of 664 M&A deals from 1997 to 2013.

All variables are defined in Appendix A.
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ln COMPL TIMEð Þ ¼ β0 þ β1COMMON AUDITORþ β2A AUDITOR EXP

þ β3T AUDITOR EXPþ β4–25CONTROLS
þ YEAR DUMMIESþ εit

(1)

Following Marquardt and Zur (2015) and Wangerin (2017), we take

the natural logarithm of the dependent variable M&A completion time

(COMPL_TIME).6

We measure auditor experience in M&A at the industry level, con-

sistent with prior studies on the important role of auditors' industry

specialization to build expertise (e.g., Goodwin & Wu, 2014; Gul, Kit

Fung, & Jaggi, 2009; Owhoso et al., 2002; Solomon, Shields, &

Whittington, 1999). We also assume that audit firms, to a large extent,

institutionalize individual auditor's past M&A experience because

audit firms document and archive the details of their work at the

office level. Hence, we measure auditor experience in M&A at the

office level as the total number of M&A deals in which the auditor

was involved either as an acquirer auditor or target auditor within

the same three‐digit SIC industry; we use a “look back” window of

5 years prior to the announcement date of the current M&A.7,8 In

Equation (1), A_AUDITOR_EXP and T_AUDITOR_EXP do not represent

the same construct for the common auditor when the acquirer and

target are in two different industries.9
We follow prior literature (e.g., Amel‐Zadeh & Zhang, 2015;

Golubov et al., 2012;Marquardt& Zur, 2015;Wangerin, 2017) and con-

trol for a number of deal, acquirer, and target characteristics that might

be associated with M&A completion time. We control for the presence

of Big N auditors at the acquirer (A_BIGN) and target (T_BIGN). We do

not predict an association betweenBigN auditors andM&A completion

time for two main reasons. First, Big N auditors have greater litigation

and reputation costs relative to non‐BigN auditors, and thus BigN audi-

tors could bemore diligent and takemore time during theM&Aprocess,

ceteris paribus. Second, BigN auditors havemore resources and are gen-

erallymore skillful than non‐BigN auditors, and thereforeBigN auditors

could take less time during the M&A process, ceteris paribus.

In addition, we control for the reputation of investment bankers at

the acquirer (A_IB) and target (T_IB). Consistent with Golubov et al.

(2012), we expect completion time to be negatively associated with

the reputation of the investment bankers. We also control for the tar-

get's information risk using three proxies: T_RESTATEMENT, T_R&D,

and T_LITIGATION. We expect that M&A completion time is positively

associated with the target's information risk (Amel‐Zadeh & Zhang,

2015; Marquardt & Zur, 2015; Wangerin, 2017).

To control for acquirer and target characteristics, we include

Tobin's Q (A_TQ and T_TQ), profitability (A_ROA and T_ROA), and
nse
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leverage (A_LEVERAGE and T_LEVERAGE) variables because these firm

characteristics could affect the level of information and uncertainty

during the M&A process.

Further, we control for various deal characteristics. In particular,

we control for whether the acquirer and target belong to the same

industry (SAME_INDUSTRY), the size of the target relative to the

acquirer (RELATIVE_SIZE), the M&A value (TRANS_VALUE), the per-

centage of M&A value the acquirer paid in stock (PCTSTOCK), and

the percentage of target shares the acquirer is seeking

(PCTSOUGHT). Moreover, we control for whether the deal is a ten-

der offer (TENDER) or nonfriendly (NONFRIENDLY), and for whether

it is accounted for using the pooling‐of‐interests method

(POOLING_OF_INT). We expect completion time to be positively

associated with M&A value and the percentage of M&A value paid

in stock, but we expect it to be negatively associated with whether

the deal is a tender offer (Amel‐Zadeh & Zhang, 2015; Golubov

et al., 2012; Wangerin, 2017). Finally, we control for the adoption

of SOX as a major regulatory change during the sample period,

and we include year dummies to control for technology changes that

could affect M&A completion time.
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4.2 | Correlations

Table 3 provides the correlations among the variables in our study.

First, there is a significant positive correlation between completion

time (COMPL_TIME) and common auditor (COMMON_AUDITOR), a

result consistent with the auditor reputation and litigation perspective

(H1b) and inconsistent with the auditor information‐access perspec-

tive (H1a). Second, consistent with our second hypothesis (H2), there

is a significant negative correlation between completion time and the

acquirer auditor's experience, and between completion time and the

target auditor's experience in M&A.

Table 3 also shows that the correlations between completion time

and two of the three information‐risk proxies for the target, T_RESTATE-

MENT and T_R&D, are significantly positive. These results are consistent

with prior studies (e.g., Amel‐Zadeh & Zhang, 2015; Marquardt & Zur,

2015; Wangerin, 2017), which suggests that the higher the target's

information risk, the greater the M&A completion time is. Furthermore,

the correlation between completion time and deal value and the corre-

lation between completion time and the percentage of deal value paid in

stock are significantly positive. In addition, there is a significant negative

(positive) correlation between completion time and deals completed via

tender offers (nonfriendly deals).
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4.3 | Multivariate results

Table 4 reports the results of Equation (1). The results show that

β1, the estimated coefficient on COMMON_AUDITOR, is positive

and significant at the 1% level. This supports the auditor reputa-

tion and litigation perspective (H1b) and does not support the

auditor information‐access perspective (H1a). Hence, the results

suggest that, owing to reputation and litigation concerns, common

auditors are more diligent during the M&A process and, as a result,

M&A deals with common auditors take more time to complete,

ceteris paribus.
Furthermore, the results in Table 4 show that β2, the estimated

coefficient on A_AUDITOR_EXP, is negative and significant at the

5% level, and β3, the estimated coefficient on T_AUDITOR_EXP, is

negative but marginally significant at the 10% level. These results

suggest that auditors, especially those for acquirers and who have

more M&A experience, are more skillful in facilitating information

flow during the M&A process and, therefore, speed up deals.

Overall, the results support our second hypothesis (H2), that M&A

completion time is negatively associated with auditors' M&A experi-

ence, ceteris paribus.

The results also indicate that having Big N auditors at acquirers is

negatively associated with M&A completion time (p‐value <10%) and

having Big N auditors at targets is not associated with M&A comple-

tion time. The results also indicate that the reputation of the acquirer's

investment banker, but not the reputation of the target's investment

banker, is negatively associated with completion time (p‐value <5%).

As predicted, completion time is positively associated with two of

the three proxies of information risk: restatements (p‐value <5%) and

R&D (p‐value <1%).

The results in Table 4 show that Tobin's Q of acquirers and tar-

gets is negatively associated with completion time (p‐value <10% or

better), but acquirer leverage is positively associated with comple-

tion time (p‐value <5%). Moreover, results show that larger deals

(p‐value <1%), deals in which acquirers pay larger percentages of

value in stock (p‐value <1%), deals within the same industry (p‐value

<5%), and deals that are nonfriendly (p‐value <1%) take more time to

complete. Finally, the results show that tender offers (p‐value <1%)

and deals accounted for using the pooling‐of‐interests method (p‐

value <5%) take less time to complete. Overall, the results for the

control variables are in line with prior studies (e.g., Amel‐Zadeh &

Zhang, 2015; Golubov et al., 2012; Marquardt & Zur, 2015;

Wangerin, 2017).10

The inferences of our findings are robust to a number of sen-

sitivity tests. First, our findings hold if we use a one‐to‐one

matched‐sample approach based on industry (SIC three‐digit) and

year, which results in 51 matched pairs of M&A deals with com-

mon auditors at the office level and M&A deals with no common

auditors. Second, to mitigate any possible reverse causality between

COMMON_AUDITOR and A_AUDITOR_EXP (or T_AUDITOR_EXP), we

use a lead–lag approach employed in prior studies (e.g., Ajinkya,

Bhojraj, & Sengupta, 2005; Dhaliwal, Li, Tsang, & Yang, 2011).

Thus, we use lagged A_AUDITOR_EXP and lagged T_AUDITOR_EXP

by calculating auditor experience 1 year prior to the M&A deal;

the results remain consistent with those reported in Table 4. Third,

to mitigate endogeneity concern related to the choice of Big N

auditors, we rerun our test with Big N auditors only and obtain

consistent results. Finally, we repeat our test using firm fixed

effects, and our results continue to hold, though they are less

significant.

In sum, the findings in Table 4 suggest that M&A deals with

common auditors take more time to complete. In turn, this suggests

that the higher reputation and litigation costs of having common

auditors outweigh their information‐access advantage. The findings

also suggest that auditors' M&A experience reduces M&A comple-

tion time.
nse
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TABLE 4 Completion time, common auditor, and auditor experience

Variable
Predicted
sign

Dependent variable:
In(COMPL_TIME)

Coeff. St. Error

COMMON_AUDITOR ? 0.264*** 0.077

A_AUDITOR_EXP ‐ −0.027** 0.013

T_AUDITOR_EXP ‐ −0.028* 0.016

A_BIGN ? −0.170* 0.091

T_BIGN ? −0.039 0.069

A_IB ‐ −0.044** 0.022

T_IB ‐ 0.015 0.030

T_RESTATEMENT + 0.124** 0.063

T_R&D + 0.014*** 0.005

T_LITIGATION + 0.013 0.058

SAME_INDUSTRY ? 0.094** 0.047

RELATIVE_SIZE ? 0.032 0.025

In(TRANS_VALUE) + 0.091*** 0.018

A_TQ ? −0.033*** 0.011

A_ROA ? −0.095 0.100

A_LEVERAGE ? 0.118** 0.050

T_TQ ? −0.009* 0.005

T_ROA ? −0.016 0.079

T_LEVERAGE ? 0.002 0.012

PCTSTOCK + 0.192*** 0.060

POOLING_OF_INT ? −0.185** 0.085

NONFRIENDLY ? 0.437*** 0.158

PCTSOUGHT ? 0.004 0.004

TENDER ‐ −0.504*** 0.072

SOX ? −0.200 0.165

Constant ? 4.328*** 0.402

Year Dummies Yes

Adjusted R2 0.264

F‐statistics 6.930

Probability 0.0000

Observations 664

***,**,*denote significance at the 0.01, 0.05, and 0.10 levels respectively
using two‐tailed tests.

This table examines the association between M&A completion time and
the presence of a common auditor, in addition to both acquirer auditor
experience and target auditor experience for the sample of 664 M&A deals
from 1997 to 2013. The figures in italics are the White (1980)
heteroskedasticity‐consistent standard errors.

All variables are defined in Appendix A.
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5 | ADDITIONAL ANALYSIS

5.1 | The moderating effect of auditor experience

In this section, we examine whether having auditors with M&A expe-

rience moderates how common auditors affect M&A completion time.

Hence, we introduce into Equation (1) in two separate models one

interaction term between COMMON_AUDITOR and A_AUDITOR_EXP

and another interaction term between COMMON_AUDITOR and

T_AUDITOR_EXP.

Table 5 reports the results. When we interact

COMMON_AUDITOR and A_AUDITOR_EXP in model 1, the estimated
nse



TABLE 5 The moderating effect of auditor experience

Variable Predicted sign

Dependent variable:
ln(COMPL_TIME)

Model 1 Model 2

COMMON_AUDITOR ? 0.298*** 0.334***
0.093 0.089

A_AUDITOR_EXP − −0.023*** −0.021**
0.012 0.011

A_AUDITOR_EXP ×
COMMON_AUDITOR

? −0.024**
0.012

T_AUDITOR_EXP − −0.025** −0.018
0.015 0.014

T_AUDITOR_EXP ×
COMMON_AUDITOR

? −0.074**
0.036

A_BIGN ? −0.171* −0.174*
0.091 0.091

T_BIGN ? −0.041 −0.047
0.069 0.069

A_IB − −0.043* −0.041*
0.022 0.022

T_IB − 0.014 0.012
0.030 0.030

T_RESTATMENT + 0.124** 0.128**
0.063 0.063

T_R&D + 0.014*** 0.014***
0.005 0.005

T_LITIGATON + 0.012 0.011
0.058 0.058

Constant ? 4.321*** 4.320***
0.402 0.401

Acquirer and target
characteristics

Yes Yes

Deal characteristics Yes Yes

Year dummies Yes Yes

Adjusted R2 0.263 0.265

F‐statistics 6.760 6.830

Probability 0.000 0.000

Observations 664 664

***,**,* denote significance at the 0.01, 0.05, and 0.10 levels respectively
using two‐tailed tests.

This table examines the moderating effect of auditor experience on the
association between M&A completion time and the presence of a common
auditor for the sample of 664 M&A deals from 1997 to 2013. The figures
in italics are the White (1980) heteroskedasticity‐consistent standard
errors.

All variables are defined in Appendix A.
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coefficient on COMMON_AUDITOR is still significantly positive

(p‐value <1%), and the estimated coefficients on A_AUDITOR_EXP and

T_AUDITOR_EXP are still significantly negative (p‐value <5% or better).

In addition, the estimated coefficient on the interaction term is

significantly negative (p‐value <5%). When we interact

COMMON_AUDITOR and T_AUDITOR_EXP in model 2, the estimated

coefficient on COMMON_AUDITOR remains significantly positive

(p‐value <1%) and the one on A_AUDITOR_EXP remains significantly

negative (p‐value <5%). The estimated coefficient on T_AUDITOR_EXP

becomes insignificant, whereas the interaction term is significantly

negative (p‐value <5%).

In sum, the results in Table 5 show that auditor M&A experience

moderates the effect common auditors have on completion time.
Completion time is shorter with common auditors who have M&A

experience.
5.2 | Information risk

Prior research suggests that target information risk is a main factor

when examining M&A outcomes (e.g., de Franco et al., 2011; Skaife

& Wangerin, 2013; Xie et al., 2013). Furthermore, recent studies on

M&A completion time show that deals involving targets with greater

information risk take more time to complete (Amel‐Zadeh & Zhang,

2015; Marquardt & Zur, 2015; Wangerin, 2017). Hence, we examine

whether the effects of common auditors and auditor experience on

completion time differ when targets carry greater information risk.

Table 6 reports the results using three models. In model 1, we

add the interaction of T_RESTATEMENT with common auditor and

auditor experience, but in models 2 and 3 we add the interaction of

the other two proxies of information risk: T_R&D and T_LITIGATION.

The results in model 1 show that the estimated coefficient on

COMMON_AUDITOR remains significantly positive at the 5% level

and on the interaction of COMMON_AUDITOR and T_RESTATEMENT

is positive but marginally significant at the 10% level. Models 2 and

3 also show that the estimated coefficient on COMMON_AUDITOR

is significantly positive (p‐value <1%), but the estimated coefficients

on the interactions of COMMON_AUDITOR with T_R&D and T_LITIGA-

TION are not significant.

Further, the results in model 1 show that the estimated coeffi-

cients on A_AUDITOR_EXP and T_AUDITOR_EXP are significantly neg-

ative (p‐value <10% or better), but the estimated coefficients on the

interaction of A_AUDITOR_EXP and T_RESTATEMENT, and the interac-

tion of T_AUDITOR_EXP and T_RESTATEMENT are not significant.

Models 2 and 3 yield consistent results with respect to auditor

experience.

The results in Table 6 suggest that common auditors are slightly

more diligent in M&A when targets have restated their financial state-

ments and common auditors thus take more time during the M&A

process. This evidence is quite consistent with prior research showing

that accounting restatements are positively associated with the pric-

ing of information risk (Kravet & Shevlin, 2010). The results do not

suggest that completion time is greater in M&A deals when targets

have greater R&D or are in litigation industries. In addition, the results

suggest that the effect of auditor experience on completion time does

not significantly change in M&A involving targets with greater infor-

mation risk.11
5.3 | Postacquisition performance

If common auditors are indeed more diligent during the M&A process,

then having common auditors should result in positive consequences

for the acquirer's postacquisition performance even though the deal

takes more time to complete. This argument is consistent with Cai

et al. (2016) and Dhaliwal et al. (2016), who suggested that common

auditors reduce the uncertainty around deals by acting as information

intermediaries.

Furthermore, Wangerin (2017) showed that postacquisition per-

formance is negatively associated with shorter completion time.
nse



TABLE 6 Common auditor, auditor experience, and information risk

Variable

Dependent variable: ln(COMPL_TIME)

Model 1 Model 2 Model 3

T_RESTATEMENT 0.088 0.123** 0.123**
0.074 0.063 0.063

T_R&D 0.014*** 0.011 0.014***
0.005 0.022 0.005

T_LITIGATION 0.021 0.013 −0.013
0.058 0.058 0.072

COMMON_AUDITOR 0.191** 0.291*** 0.285***
0.088 0.087 0.085

COMMON_AUDITOR × T_RESTATEMENT 0.330*
0.183

COMMON_AUDITOR × T_R&D −0.551
0.830

COMMON_AUDITOR × T_LITIGATION −0.108
0.201

A_AUDITOR_EXP −0.029** −0.027** −0.031**
0.015 0.014 0.015

A_AUDITOR_EXP × T_RESTATEMENT 0.018
0.035

A_AUDITOR_EXP × T_R&D 0.004
0.023

A_AUDITOR_EXP × T_LITIGATION 0.021
0.035

T_AUDITOR_EXP −0.022* −0.026* −0.033*
0.012 0.015 0.019

T_AUDITOR_EXP × T_RESTATEMENT −0.045
0.045

T_AUDITOR_EXP × T_R&D −0.004
0.023

T_AUDITOR_EXP × T_LITIGATION 0.021
0.039

A_BIGN −0.178* −0.167* −0.170*
0.091 0.091 0.091

T_BIGN −0.039 −0.037 −0.041
0.069 0.069 0.069

A_IB −0.041* −0.043* −0.043*
0.022 0.022 0.022

T_IB 0.016 0.016 0.016
0.030 0.030 0.030

Constant 4.303*** 4.295*** 4.337***
0.402 0.407 0.403

Acquirer and target characteristics Yes Yes Yes

Deal characteristics Yes Yes Yes

Year dummies Yes Yes Yes

Adjusted R2 0.265 0.261 0.261

F ‐statistics 6.550 6.440 6.440

Probability 0.000 0.000 0.000

Observations 664 664 664

***,**,*denote significance at the 0.01, 0.05, and 0.10 levels respectively using two‐tailed tests.

This table examines the interaction between information risk and the presence of a common auditor, in addition to auditor experience, and the effect of this
interaction on M&A completion time. The sample consists of 664 M&A deals from 1997 to 2013. The figures in italics are the White (1980)
heteroskedasticity‐consistent standard errors.

All variables are defined in Appendix A.
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Hence, if experienced auditors are indeed more skillful in facilitating

information flow and thus shorten the M&A process, then having

experienced auditors should not be at the expense of the acquirer's

postacquisition performance.
We use different proxies for the acquirer's postacquisition

performance. First, we run a multivariate regression with cash flow

from operating activities scaled by market value of assets (market

value of equity plus total liabilities) in year t + 1 (CFOt+1) as our
nse



TABLE 7 Common auditor, auditor experience, and postacquisition performance

Dependent variable:

CFOt+1 ΔCFOt+1 TQt+1 ΔTQt+1 Abn. Return

Coeff. St. Error Coeff. St. Error Coeff. St. Error Coeff. St. Error Coeff. St. Error

COMPL_TIME_LOW −0.010** 0.005 0.005 0.006 −0.238*** 0.074 −0.150** 0.067 0.053 0.083

COMMON_AUDITOR 0.020** 0.010 0.012 0.011 0.254** 0.128 0.193** 0.097 0.334** 0.142

A_AUDITOR_EXP 0.000 0.002 −0.002 0.002 0.033 0.025 0.044** 0.022 0.062** 0.028

T_AUDITOR_EXP 0.001 0.002 0.001 0.003 0.044 0.030 0.044 0.027 0.004 0.034

A_BIGN 0 .027** 0.011 0.011 0.012 −0.032 0.151 −0.035 0.137 −0.228 0.176

T_BIGN −0.007 0.008 −0.020** 0.020 −0.148 0.113 −0.023 0.103 0.161 0.132

A_IB 0.004 0.003 0.000 0.003 −0.013 0.037 −0.011 0.033 0.045* 0.026

T_IB 0.001 0.004 0.005 0.004 −0.053 0.049 −0.054 0.045 0.020 0.055

T_RESTATEMENT 0.010 0.008 0.003 0.009 −0.019 0.105 −0.043 0.095 −0.047 0.116

T_R&D 0.000 0.001 0.000 0.001 0.008* 0.005 0.012* 0.007 −0.006 0.009

T_LITIGATION −0.006 0.007 0.019** 0.008 0.068 0.095 0.164* 0.087 −0.102 0.108

SAME_INDUSTRY −0.020*** 0.006 −0.019*** 0.007 −0.136* 0.079 −0.130* 0.071 0.246*** 0.088

RELATIVE_SIZE −0.002 0.004 0.002 0.004 0.046 0.046 −0.027 0.042 −0.048 0.047

ln(TRANS_VALUE) 0.004* 0.002 0.003 0.003 0.022 0.030 0.014 0.028 −0.021 0.035

A_TQ 0.001 0.001 0.000 0.002 0.744*** 0.019 −0.156*** 0.017 −0.007 0.024

A_ROA 0.065*** 0.019 −0.056** 0.022 −0.030 0.164 −0.287* 0.149 −0.191 0.186

A_LEVERAGE 0.009 0.007 −0.027*** 0.008 −1.289*** 0.083 0.295*** 0.075 0.083 0.192

T_TQ 0.000 0.001 0.000 0.001 0.002 0.009 0.001 0.008 −0.012 0.015

T_ROA 0.014 0.010 −0.013 0.011 −0.163 0.131 −0.221* 0.119 −0.115 0.148

T_LEVERAGE 0.002 0.001 −0.002 0.002 −0.017 0.021 −0.028 0.019 −0.049** 0.023

PCTSTOCK −0.037*** 0.007 −0.019** 0.008 −0.112 0.099 −0.179 0.090 0.008 0.112

POOLING_OF_INT 0.003 0.012 0.006 0.013 0.289** 0.142 0.271** 0.129 −0.106 0.161

NONFRIENDLY −0.029 0.020 −0.037* 0.022 0.226 0.261 0.148 .237 0.450 0.289

PCTSOUGHT 0.000 0.001 0.000 0.001 0.003 0.006 0.002 0.006 0.005 0.007

TENDER −0.002 0.009 −0.014 0.010 −0.141 0.119 −0.045 0.108 0.142 0.133

SOX −0.016 0.027 −0.017 0.031 −0.084 0.305 −0.105 0.277 0.126 0.285

Constant 0.060 0.057 0.078 0.065 1.251* 0.677 0.211 0.615 −0.695 0.746

Year dummies Yes Yes Yes Yes Yes

Adjusted R2 0.174 0.044 0.773 0.176 0.057

F ‐statistics 3.690 1.590 54.780 4.360 1.930

Probability 0.000 0.013 0.000 0.000 0.000

Observations 524 524 648 648 630

***,**,* denote significance at the 0.01, 0.05, and 0.10 levels respectively using two‐tailed tests.

This table examines the association between the acquirer's postacquisition performance and common auditor, in addition to auditor experience. The figures
in italics are the White (1980) heteroskedasticity‐consistent standard errors.

CFOt+1 is the acquirer's cash flow from operating activities in year t + 1, and ΔCFOt+1 is the change in acquirer's cash flow from operating activities between
year t + 1 and year t, where t is the year of acquisition. TQt+1 is the acquirer's Tobin's Q in year t + 1, and ΔTQt+1 is the change in acquirer's Tobin's Q
between year t + 1 and year t, where t is the year of acquisition. Abn. Return is the acquirer's abnormal return over the 1 year period starting on the com-
pletion date and based on the market model using CRSP value‐weighted index as the market proxy. We estimate market model parameters using daily data
that ends 1 year before the completion date. All other variables are defined in Appendix A.
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dependent variable, where t is the year of acquisition. We run

another multivariate regression with the change in that variable

between year t + 1 and year t (ΔCFOt+1) as our dependent variable.

Second, we run a multivariate regression with Tobin's Q in year t + 1

(TQt+1) as our dependent variable and another multivariate regres-

sion with the change in Tobin's Q between year t + 1 and year t

(ΔTQt+1) as our dependent variable.12 Third, we use Abn. Return,

the acquirer's abnormal return, as a proxy for postacquisition perfor-

mance, computed over the 1 year period starting on the completion

date and based on the market model using the CRSP value‐weighted
index as the market proxy. We estimate market model parameters

using daily data that ends 1 year before the completion date. In

addition to the controls we use in Equation (1), we add

COMPL_TIME_LOW to control for whether actual completion time

is less than predicted. Following Wangerin (2017),

COMPL_TIME_LOW = 1 when the difference between actual and

predicted COMPL_TIME based on the estimation model in Table 4

is negative; COMPL_TIME_LOW = 0 otherwise.13

The results in Table 7 show that the association between CFOt+1

and COMPL_TIME_LOW is significantly negative (p‐value <5%),
nse
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consistent with Wangerin (2017). The results also document that the

association between CFOt+1 and COMMON_AUDITOR is significantly

positive (p‐value <5%). However, we find no significant associations

when ΔCFOt+1 is the dependent variable. Using TQt+1 (or ΔTQt+1) as

the dependent variable, we also find that the association between

TQt+1 (or ΔTQt+1) and COMPL_TIME_LOW is significantly negative (p‐

value <5% or better). The results further show that the association

between TQt+1 (or ΔTQt+1) and COMMON_AUDITOR is significantly

positive (p‐value <5%). Using Abn. Return as the dependent variable,

we also find that the estimated coefficient on COMMON_AUDITOR

is significantly positive (p‐value <5%). With respect to auditor experi-

ence, all regressions reported in Table 7 show that T_AUDITOR_EXP

is not significantly associated with any performance measure, whereas

A_AUDITOR_EXP is positively associated with two measures, ΔTQt+1

and Abn. Return, at the 5% significance level.

Overall, the results in Table 7 suggest that the presence of com-

mon auditors, who are expected to be more diligent and, as a result,

take more time during the M&A process, is positively associated with

the acquirer's postacquisition performance. The results also suggest

that the shorter completion time resulting from the presence of expe-

rienced auditors, who are expected to be more skillful, does not occur

at the expense of the acquirer's postacquisition performance.
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6 | CONCLUSION

Using a sample of 664 US public M&A deals from 1997 to 2013 and

office‐level audit data, we investigate the auditor's role in M&A com-

pletion time, which is an important subject in studies exploring the

uncertainty around M&A deals. Using insights from the insurance

and learning theories, we hypothesize that common auditors and audi-

tor M&A experience affect M&A completion time.

We show that having common auditors in M&A is positively asso-

ciated with M&A completion time. Our evidence suggests that com-

mon auditors' exposure to higher reputation and litigation costs

outweighs their information‐access advantage. We also show that

auditors' M&A experience, especially of acquirers' auditors, is nega-

tively associated with completion time and moderates the positive

effect common auditors have on completion time. For targets with

higher information risk (those that have restated their financial state-

ments), we find that M&A with common auditors takes slightly more

time to complete. Finally, we show that having common auditors in

M&A is positively associated with acquirers' postacquisition perfor-

mance. We also show that shorter M&A completion time with experi-

enced auditors does not occur at the expense of acquirers'

postacquisition performance. These findings are robust to having Big N

auditors at both the acquirer and target as well as to various acquirer,

target, and deal characteristics.

However, the results of our study are subject to one main limita-

tion. We examine M&A deals in the USA, where an auditor's litigation

and reputational costs could be higher than in other settings. Further-

more, several sources of information (e.g., media, financial analysts,

corporate disclosures) are more available to auditors in the USA than

in less transparent settings. Hence, our results may not be generalized

to other settings and could be more biased toward finding results that
support the auditor reputation and litigation perspective rather than

the information‐access perspective.

We contribute to the existing literature in two main ways. To our

knowledge, our paper is the first thorough study that examines how

auditors play a significant role in M&A completion time. Our paper

also promotes our understanding of the auditors' role in large and

important corporate events such as M&A, and so far there are limited

findings concerning that role. Overall, our paper provides new insights

into what auditing‐related factors positively or negatively affect M&A

completion time. Future research could explore whether the auditor's

role in M&A completion time differs in international settings where lit-

igation and reputational costs are lower.

ACKNOWLEDGEMENTS

We thank the comments of two anonymous reviewers and partici-

pants in the 2017 European Accounting Association (EAA) conference.

Chahine and Mazboudi acknowledge the financial support from the

American University of Beirut.

ENDNOTES
1 According to Mergermarket Group (2016), almost two‐thirds (64%) of
respondents prefer to complete M&A deals quickly to capture syner-
gies early, and 36% prefer expanding the due diligence timeline.

2 Golubov, Petmezas, Sougiannis, and Travlos (2013), through comparing
the auditor identity to the due diligence provider's identity, considered
that, as a practical matter, the firm's auditor customarily performs due
diligence.

3 We focus on public M&A deals because acquisitions of unlisted targets
are typically announced only when completed (Officer, Poulsen, &
Stegemoller, 2009).

4 We use the term ‘BigN’ throughout the paper to refer to Big 6, Big 5, or
Big 4 during the sample period. Big 6 (the six largest audit firms)
became Big 5 in 1998 after the merger between PriceWaterhouse
and Coopers & Lybrand to form PricewaterhouseCoopers. Big 5
became Big 4 in 2002 after the demise of Arthur Andersen.

5 Golubov et al. (2013) find that the Thomson Financial SDC database,
which collects data on due diligence providers, has poor coverage and
is tilted heavily toward stock‐financed deals. Where SDC data are avail-
able, Golubov et al. “compare it with auditor identities from Compustat
and find a virtually complete correspondence.”

6 Running the regressions without taking the natural logarithm of com-
pletion time yields similar results.

7 This is in line with Lee and Wahal (2004), who measured the experience
of venture capital firms in initial public offerings as the number of pre-
vious initial public offerings that the venture capital firm has conducted.

8 For M&A deals with no auditor office data in the Audit Analytics data-
base prior to 1997, we hand‐collect auditor office data by checking the
city of the auditor in the auditor's report included in the annual report
using the US Securities and Exchange Commission's EDGAR database
and Google and we go back to 1992 in order to have a “look back” win-
dow of 5 years for measuring auditor experience.

9 For example, on December 13, 2005, General Dynamics (SIC 381),
audited by KPMG's McLean office—which did one M&A deal in SIC
381 during the previous 5 years—announced its acquisition of Anteon
International (SIC 737). Anteon International (SIC 737) was audited by
the same KPMG McLean office, which did no M&A deals in SIC 737
during the previous 5 years. In this example, the common auditor's
acquirer auditor experience equals 1 in SIC 381 and its target auditor
experience equals 0 in SIC 737.

10 We repeat our test in the post‐SOX era (2003–2013) and the results
continue to hold, though they are less significant.
nse
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11 Although not reported in Table 6, in further investigations we find that
completion time is slightly higher in M&A deals involving Big N common
auditors when targets have greater R&D or are in litigation industries
(p‐value <10%). This suggests that more reputable common auditors
are more diligent and take more time in M&A deals when targets carry
greater information risk (Amel‐Zadeh & Zhang, 2015; Marquardt & Zur,
2015; Wangerin, 2017).

12 Cash flow from operating activities and Tobin's Q are common mea-
sures of corporate performance (e.g., see Ghosh, 2001; Healy, Palepu,
& Ruback, 1992; Jiraporn, Chintrakarn, & Liu, 2012; Lang & Stulz, 1994).

13 To measure predicted completion time, we use the estimated coeffi-
cients in the regression test reported in Table 4.
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VARIABLE DEFINITIONS
uirer auditor was involved either as an acquirer auditor or target auditor
C industry over a 5‐year period prior to the announcement date of the

uditor is Big N, and 0 otherwise.

investment banker is in the top quartile of all investment bankers ranked
le investment bankers), 1 if it is not, and 0 if the acquirer does not use an

as of the end of the fiscal year prior to the M&A announcement date.

of the end of the fiscal year prior to the M&A announcement date.

k value of equity as of the end of the fiscal year prior to the M&A

nd target share the same audit office, and 0 otherwise.

ncement date to completion date.

nce between actual and predicted COMPL_TIME based on the estimation
To predict completion time, we use the estimated coefficients in the

hostile or an unsolicited deal, and 0 otherwise.

eeking to own after the M&A transaction.

ith acquirer's stock.

counted for using the pooling‐of‐interests method, and 0 otherwise.
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ary.w
iley.com

/term
s-and-conditions) on W

iley O
nline L

ibrary for rules of use; O
A

 articles are governed by the applicable C
reative C

om
m

ons L
icense

http://ssrn.com/abstract=2118836
https://doi.org/10.1111/ijau.12142


(Continued)

Variable Definition

T_AUDITOR_EXP The total number of M&A deals in which the target auditor was involved either as an acquirer auditor or target auditor
within the same audit office and three‐digit SIC industry over a 5‐year period prior to the announcement date of
the current M&A.

T_BIGN An indicator variable equal to 1 if the target auditor is Big N, and 0 otherwise.

TENDER An indicator variable equal to 1 if the acquirer completed the M&A via a tender offer, and 0 otherwise.

T_IB An indicator variable equal to 2 if the target's investment banker is in the top quartile of all investment bankers
ranked by market share (i.e., among the most reputable investment bankers), 1 if it is not, and 0 if the acquirer has
no investment banker for the M&A deal.

T_LEVERAGE Target's total liabilities divided by total assets as of the end of the fiscal year prior to the M&A announcement date.

T_LITIGATION An indicator variable equal to 1 if the target is a member of an industry with high litigation risk (SIC codes 2833–2836,
3570–3577, 3600–3674, 5200–5961, or 7370) following Marquardt and Zur (2015), and 0 otherwise.

TRANS_VALUE The M&A transaction value in millions of US dollars.

T_R&D Target's research and development expense scaled by total sales during the year prior to the M&A announcement date.

T_RESTATEMENT An indicator variable equal to 1 if the target has a restatement during the 3 years prior to the M&A announcement date,
nd 0 otherwise.

T_ROA Target's net income divided by total assets as of the end of the fiscal year prior to the M&A announcement date.

T_TQ Target's market value of equity divided by book value of equity as of the end of the fiscal year prior to the M&A
announcement date.
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