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Abstract: Based on the signal theory, this paper explores the risk warning effect of the merger and acquisition (M&A) inquiry
letters. In our empirical analysis, this paper consider the characteristics of the inquiry letters, and conduct a group test on the
internal control governance characteristics and M&A transaction types. The results of the study show that the inquiry letters have
the warning function of revealing the risk of M&As. In the M&A transactions that receive inquiry letters, the initial announcements
induce negative market responses, the risk of transaction failure is higher, and the risk of goodwill impairment tends to be higher
in the future. Further analysis shows that the inquiry letters concerning the target situation have stronger risk warning effects on
the market reactions of M&A announcements and goodwill impairment. In addition, risk warning signals are more effective when

listed companies with high internal control quality and M&A transactions with performance commitments receive inquiry letters.
Key words: inquiry letter, risk warning, signal theory, information asymmetry
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