
Billion Dollar 
Questions for 
Acquirers
Academic research into M&A can  
reveal some useful insights — along  
with a few surprises

In 2016, deal activity fell from the all-time 
peak of 2015, when low interest rates 
and stable economic growth combined 
to cause an M&A bonanza. And yet, if 
you ask dealmakers, they will tell you that 
competition for assets continues to rise. In 
June 2016, the average price-to-EBITDA 
multiple had grown to 11.07x according to 
Bloomberg, the highest level since at least 
2007, indicating that acquirers have had 
to pay more for their purchases.

In this hyper-competitive environment, 
insights into M&A strategy can be more 
valuable than ever. And such insights 
can be found in some unusual places. 
One potential fount of knowledge is the 
academic research community, which has 
become increasingly interested in the 

The nuts and bolts of M&A can get lost amid discussions of hot sectors and 
trending regions. But academic researchers are increasingly digging into 
what it means to be an effective acquirer. What are they finding?

world of M&A as transaction activity has 
mushroomed in recent decades.

Researchers have been probing areas 
such as "performance persistence" of 
acquirers (both corporate and private 
equity); how to evaluate the payoff of 
using different kinds of M&A advisors; 
and the relative advantages of buying 
early or late in an economic cycle. The 
Cass Business School's M&A Research 
Centre at City, University of London and 
other academic institutions are making 
deals a popular subject of study.

The findings obtained by these 
researchers can provide valuable insights 
to M&A professionals. But do they match 
up with the real-world experience of deal 
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advisors? What do dealmakers think about 
the academics' results? In order to find 
out, we spoke with four industry veterans 
about three specific research results, as 
well as with a professor who co-wrote one 
of the papers. We hope that you enjoy 
the conversation, and find a few useful 
insights along the way.
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Research vs. the real world

What makes for an "extraordinary" acquirer? 
What explains the inconsistent returns of 
private equity funds? Four dealmakers weigh 
in on the results of M&A research.

Mergermarket    A study in the Journal of Financial Economics titled 
“Extraordinary Acquirers” indicated that certain 
companies have consistently great M&A outcomes, 
whereas it is more difficult to identify specific aspects 
of deals that make them great. The study argues that 
qualities of these companies, such as organizational 
knowledge and integration practices, account for 
these exceptional M&A returns. What do you think, 
are there more “extraordinary acquirers” than there 
are “extraordinary deals”?

  My general view is there are more extraordinary 
acquirers than there are extraordinary deals. I do both 
public M&A and private equity, and my experience 
over the last 21 years is that the best-prepared 
acquirers in both arenas are the most likely to have 
success. I've been very impressed by certain clients 
who are extraordinarily diligent when it comes to 

R. Goldstein 
MWE

Jim Rosener 
Pepper Hamilton

“I think the 
differentiator 
between a good 
transaction and  
a bad transaction 
starts the day after 
it closes. In that 
way, I would say 
that post-closing 
execution is crucial."
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learning about and understanding an 
industry, a product line, and a geographic 
sector before they even start zeroing  
in on specific targets.

At the same time, I don’t think there 
are hard and fast rules to this. I have 
seen plenty of acquirers who were not 
“extraordinary” or who weren't the most 
prepared but got fortunate with finding 
a terrific asset and made a great return. 
There are also plenty of great acquirers  
out there who have bought lemons. 
Nobody bats 1.000. And it’s the same 
for the best private equity firms – I've 
represented some very smart private equity 
clients, and even they don’t bat 1.000.

As far as what makes an “extraordinary 
acquirer,” I think there can be 
overwhelming advantages to having  
a large organization in which you can draw 
upon the resources of industry experts 
and financial experts who bring a wealth 
of knowledge and experience to the table. 
When you are better prepared, know the 
market better, know what your objectives 
are, and in most cases adhere to rigid 
pricing characteristics, these acquirers are 
more likely to be successful than those 
who aren't as disciplined and diligent.  
I have one client I worked with that had 
an incredible stable of talent to analyze 
all angles of a deal, and if they didn't have 
some capability in-house, they would not 
hesitate to go to a market leader in the 
industry and get further information to 
validate their investment thesis.

One other thing I’ll mention is that success 
can depend on an acquirer’s ability to 
learn about complex industries – or stay 
out of them altogether. Healthcare is a 
major focus for us at McDermott Will & 
Emery, as well as a very active market 
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The experts

generally for both strategics and private 
equity. And healthcare is a sector where 
you really have to know what you're doing 
to succeed in M&A. I've had clients who 
were not experienced in the space who 
I think have been hesitant to get into it 
because it requires a tremendous amount 
of industry knowledge. On the flip side, 
I've seen a number of instances where 
people who are heavily into the healthcare 
market and understand the industry, the 
trends, and the regulatory side of things 
may well be willing to pay a higher multiple 
than they otherwise would because of 
their specialized knowledge.

  As a legal advisor, my role pretty  
much ends at the closing of a deal, but  
I think the differentiator between a good 
transaction and a bad transaction starts 
the day after it closes. So in that way,  
I would say that post-closing execution is 
crucial. At private equity funds, that means 
having clear integration plans, cost control 
strategies, and a great understanding of 
what the next steps are on both stand-
alone and tuck-in acquisitions. They need 
to have a really good understanding of 
all of the things that make a particular 
company run well.

That said, you have to buy something 
with reasonably good bones, such 
that you know you can do the work 
afterwards to make it great. And that's 
why you need strong evaluation of a 
transaction, good modeling, and to some 
degree a negotiation of the allocation of 
risks that is done in creating the purchase 
agreement. These elements determine 
in part whether the deal you've done 
has the potential to be extraordinary. So 
there's obviously a lot of work that goes 
into the evaluation of a target and the 
due diligence regarding a target. But 
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Pepper Hamilton



4   I   Vintage 

ultimately, I think the ability to turn  
a target into a great acquisition depends 
most on the post-closing execution.

  Truly extraordinary transactions are 
ultimately created by extraordinary 
acquirers in the post-transaction, and are 
further enhanced through cross-selling 
synergies of a product, process or service. 
I believe that the combination of proactive 
and visionary leadership in the C-suite, 
merged with the experience and expertise 
from different functional areas within a 
company, creates potent opportunities and 
successful transaction results. I’d also say 
that while financial metrics and process are 
important, I believe that highly skilled BD 
professionals can match these variables 
with gap analysis with respect to their 
process and integration skills. Experienced 
and thoughtful business development 
leadership considers organizational 
variables as a key component of their due 
diligence process, which increases the 
probability that integration will result in the 
anticipated accretion or exceed it.

 One confounding variable relates to the 
legal limitations that are often present with 
respect to integration activities. As a result 
of this factor, the potential for integration 
needs to be well understood in advance. 
Ultimately, the vital integration drivers 
need to be identified and considered 
by the acquirer’s senior leadership and 
business development team. And carrying 
out integration in a multi-disciplinary way 
– across various functional areas of an 
organization — is critical. It entails a great 
deal more than a visionary CEO with a 
mandate from the top down.

Mergermarket    A paper titled “Has Persistence Persisted 
in Private Equity?” indicates that post-
2000, previous fund performance  

M. Meyers 
T.R. Winston

at private equity firms was not predictive 
of future fund performance. This 
contrasts with pre-2000 data, when fund 
performance was persistent. Why do you 
think this could have changed? (Relatedly, 
a paper from 2013 found that the private 
equity industry has outperformed public 
markets overall)

  I think one of the key drivers of this trend 
is likely unsustainable growth in overall 
fund sizes. Certainly after the year 2000, 
one of the primary trends we saw in 
the marketplace is that successful firms 
were able to raise funds that were, in 
many cases, double the size of their prior 
funds. For example, it wouldn't surprise 
me if a US$500m fund that subsequently 
raised a US$1bn+ fund had lower returns 
as a result of straying from their core 
investment strategy. It’s also critical 
to ensure that your data is “apples to 
apples.” I suspect that if the researchers 
you cite were to conduct the same 
analysis but examine only those funds that 
increased marginally in overall fund size, 
stuck with their strategy and remained 
disciplined, the data would show higher 
persistence in performance post-2000.

 One caveat I would give is that even  
if you are disciplined in your investment 
strategy, it may stop working because of 
increased competition. But if your strategy 
includes a strong value proposition and 
you apply it consistently, then I wouldn’t 
expect a material decline in returns 
whether you are investing in 2004,  
2008 or 2014.

One key element of our strategy  
at Trivest is to invest only in founder-
owned businesses and to be the first 
institutional investor in each company. 
We believe there is much more 

T. Templeton 
Trivest
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opportunity for value creation by being 
that first institutional investor, rather 
than the second, third or fourth. And 
it has worked out well for us. Trivest 
is the oldest private equity firm in the 
southeastern US and we are celebrating 
our 36th anniversary this year.

  I was actually surprised by the research 
finding, because I've always been  
under the impression that a fund in the 
top quartile pretty much stays in the  
top quartile. But if I had to speculate  
as to why this is not always the case,  
I would think it is partly due to the rise 
in the size of funds – an issue related 
to what Troy pointed out. The larger 
transactions that are the product of an 
auction and the need to deploy more 
capital can be difficult to achieve high 
returns on. Anecdotally, I've heard that 
funds somewhere in the middle, if you 
will – the US$1bn-US$5bn funds – are 
often trying to deploy more capital by 
doing larger deals, unless they have a 
strong operating bench and a focus on 
a target’s particular industry with proven 
experience. You can't financially engineer 
at 0% or at 3% or 4% interest rates like 
you could in the past.

I do wonder whether they would get 
a different result if they stratified the 
funds between those with generalist 
and specialist strategies, just as Troy 
mentioned the possibility of a different 
outcome if they divided the funds among 
those with a consistent size and those 
that jumped up a rung. Many funds will 
specialize because they have a network 
and operating partners who have the 
depth of experience in a particular industry, 
and this can give you an edge over the 
generalist funds. It's essentially active 
management versus passive management.

J. Rosener 
Pepper Hamilton

  I've been doing this for a little over 20 
years and my sense is that competition 
has been a significant detractor from fund 
performance in more recent years. There 
are just many, many more funds than 
there used to be, as well as many more 
competitors to private equity funds, such 
as family offices and sovereign wealth 
funds. The competitive dynamic has 
changed such that it is a lot harder to find 
good assets at reasonable prices – we've 
been in a seller's market for a while now. 
I think that has something to do with the 
less predictable continued performance  
of various funds.

The other variable is that many of the 
pioneers of the private equity industry, who 
started their firms in the 1980s and 90s, are 
starting to move on. And while that doesn't 
necessarily mean the performance of those 
funds is going to lag, I think it's certainly 
possible that the transition to the next 
generation of decision-makers, combined 
with increased competition, has translated 
into less predictable returns for many funds.

Mergermarket    A 2016 working paper compared M&A 
outcomes of so-called “early movers” 
and “late followers” in a wave of deal 
activity (such as 1993-2000 or 2003-
2008). It found that while early movers 
have a larger pool of attractive deals 
to pick from, late followers have the 
advantage of studying and learning from 
the outcomes of earlier deals. Do you 
view being early or late in a wave of deal 
activity as something important?

  The point at which a company carries out 
a transaction is extremely important in 
most sectors of our economy. I believe 
this is especially true in segments where 
we spend most of our strategic advisory 
and principal-oriented time — namely, 

R. Goldstein 
MWE

M. Meyers 
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in healthcare and technology. In the life 
and technology sciences segments, 
for example, there can be fairly quick 
generation times. And because so much 
of the work in these segments is dynamic, 
requiring iteration and re-iteration, I think 
one can learn a great deal from watching 
both the successes, and certainly the 
failures, of the early movers into a space.

 Consistency of applying standards across 
transactions is most important when 
comparing transactions, especially early- 
and late-mover transactions. One such 
standard is a hurdle rate; another is return 
on invested capital, or ROIC. In the life 
sciences, when analyzing an emerging 
growth company, it’s important to look 
at the cumulative probability (multiplying 
the probabilities of success of the various 
clinical phases) of successfully taking a 
drug through to the market. You can see 
that an earlier stage company, even with a 
disruptive approach to drug development, 
will have a lower cumulative probability 
of success as compared to a later stage 
development company where the earlier 
phase probabilities are known.

 Typically, our large pharma and 
biotechnology clients have a cost of capital 
of 7-9% where they tend to utilize hurdle 
rates of 12% for acquisitions. In some cases, 
if the target is an early mover opportunity, 
or earlier stage, a venture-like return hurdle 
rate is utilized – sometimes between 25%-
50%. Whether it is an earlier opportunity or 
a later opportunity in a cycle influences the 
discount rate or the hurdle rate required 
in order to provide more comfort to the 
acquiring entity. One potential advantage 
of waiting until later in a transaction cycle 
is that because the life and technology 
sciences are so heavily characterized by 
an iterative process, an acquirer can make 

Snapshot of M&A research findings

1. "Private Equity Performance: 
What Do We Know?" (2013)

2. "Does the Early Bird Always 
Get the Word?" (2016)

3. "Deals That Win" (2015)

3%
The average annual 
outperformance of 
private equity funds 

compared to the S&P  
500, according to  

a 2013 study 1

7.6%
The cumulative abnormal 
returns of "early mover" 

stocks 40 days after a deal, 
1990-2009 2

14%
The growth premium for 

"capabilities-driven" deals 
over "limited-fit" deals in a 

sample of 540 transactions, 
2001-20123
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small adjustments to work that has been 
accomplished prior, thereby substantially 
increasing ROIC (and ROE).

  We certainly think about where we are 
in the economic cycle when targeting 
companies for acquisition. We always 
have a preference to invest earlier in 
the cycle, for a few reasons. Firstly, 
you are not likely to have to hold the 
company through a recession if you’re 
an early mover. This generally improves 
your return on investment. Second, by 
investing early in cycle, you're usually 
acquiring the business while it’s not 
yet at peak earnings or peak margins, 
providing more room to grow. And lastly, 
valuation can be more attractive because 
you haven’t yet reached the peak of the 
market. If you look at overall returns from 
a fund perspective, the funds that were 
raised at a peak are usually the ones 
that have the lower returns, and typically 
those that are raised at the beginning  
of a cycle are the ones that do better,  
on average.

That being said, nobody really knows when 
the bottom or the top of the market will 
come. You usually know when you're closing 
in on it, but you can’t be completely sure 
when it will hit. At the moment, for instance, 
we know that we are closer to a peak than 
we are further away from it, but it’s not 100% 
clear when the cycle will shift. As you get 
later into a cycle, I do think you have to be 
more disciplined, because it is more than 
likely you may be holding that investment 
through a downturn. Therefore, the types 
of companies you would seek to invest in 
at the end of the cycle are different as well. 
You are going to look for companies that 
are less impacted by an economic cycle or 
a recession, or even businesses that could 
perform better in a down cycle.

“As you get later into 
a cycle, I do think 
you have to be more 
disciplined, because 
it's more than likely 
you could be holding 
a company through 
a downturn."
  Troy Templeton, Trivest

T. Templeton 
Trivest
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The M&A professor

M&A researcher Andrey Golubov describes his 
work studying the complex world of modern 
corporate governance and dealmaking.

As a graduate student at the University of Surrey  
in England, Andrey Golubov dreamed of becoming 
an M&A banker. After Golubov presented a research 
paper in class one day, however, life presented him 
with a different path. Impressed by the research, a 
professor approached Golubov and encouraged him 
to pursue a career as an academic.

Now a professor at the Rotman School of Management 
in Toronto, Golubov does the next best thing to being 
an M&A advisor: He researches the topic. “Since I’m 
not doing it, I thought I could at least study M&A,”  
he said in an interview with Mergermarket. “It was  
a personal interest I always had.”

In many fields of study, academic research may 
sit unread by anyone but students and fellow 
professors, if by anyone at all. But literature on 
corporate governance has a robust following. 
Many of its findings are put to use by management 
consultants and referenced in publications such as 
the Harvard Business Review. And Golubov said he 
hoped his research would have an impact on real-
world dealmaking.

“Sometimes I do feel there is a bit of a disconnect 
between the real world and academic research,” he 
said. “I think of myself as someone trying to bridge 
that gap. We try to talk as much as we can to real 
dealmakers, and not just investment bankers but 
lawyers and accountants as well.”

From 2011 to 2015, Golubov had ample opportunity  
to bridge that divide in his role as academic director 
of the Cass Business School M&A Research Centre  
in London. One of the institution’s main purposes was 
to stimulate dialogue between researchers and M&A 
practitioners, he said. The center’s director, Scott 
Moeller, is a former investment banker himself, with 
former stints at Morgan Stanley and Deutsche Bank.

Andrey Golubov 
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The M&A professor

Golubov has focused his research on a range of 
corporate governance and M&A topics, and has had 
five papers accepted for publication over his young 
career. The first paper he published, “When It Pays 
to Pay Your Investment Banker,” came out of his PhD 
dissertation and looked at the impact of hiring an 
M&A advisor from a bulge-bracket bank as opposed 
to a boutique firm.

“It puzzled me that some of the evidence indicated 
that it does not pay to employ a top-tier investment 
banker,” he said. “From an economist’s point of view, 
you start to wonder: ‘If it doesn’t pay off, why do 
people do it?’ I wanted to know if there were other 
payoffs that hadn’t been examined, or if researchers 
had been mis-measuring things.”

The paper found that hiring a bulge-bracket banker 
did indeed bring significant benefits in public 
company transactions, to the tune of a US$65.83m 
value enhancement for a mean-sized bidder. (At the 
same time, boutique firms are continuing to gain 
traction in the market. They accounted for a record 
22% of US M&A revenue in 2016, an all-time high, 
according to The Wall Street Journal 1.) Golubov 
published the findings in the Journal of Finance in 
January 2012 with two co-authors.

Another of Golubov’s papers, titled “Extraordinary 
Acquirers,” examined whether certain companies 
showed consistent skill in making acquisitions. “The 
idea of performance persistence is something that 
people have looked at in finance more generally,” 
he explained. “Some people have been interested 
in the performance persistence of, say, mutual fund 
managers or private equity funds. So we thought that 
asking whether acquiring companies have skill would 
be interesting as well.”

Golubov and his co-authors found that there is 
evidence of persistently higher returns on M&A deals 
by certain acquirers, over at least a five-year period. 
By contrast, they did not find specific characteristics 
of deals that made them “extraordinary.” They also 
identified possible reasons for the M&A success of top-

performing acquirers, including superior organizational 
knowledge and positive effects of prior deals, which 
they speculate could create path dependence.

Research into the world of M&A can be challenging, 
especially when it comes to accessing relevant data. 
In some cases, data is easily available from sources 
such as Compustat or government agencies. But in 
others, “you have to work really hard to get access  
to it,” Golubov said. “And then on occasion, you will 
have no such data whatsoever and you have to forget 
a very interesting question and move on to something 
more feasible.”

Another roadblock to conducting academic research 
is the process of publishing a paper in a journal, 
which can take several years from start to finish.  
“It is a very slow profession,” Golubov laughed.

But Golubov remains dedicated to the work,  
and is continuously publishing new research. His 
latest paper, titled “Employment Protection and 
Takeovers,” which is forthcoming in the Journal of 
Financial Economics, examines the role of layoffs as 
a source of synergy gains in M&A deals. In order to 
do this, Golubov and his co-authors looked at how 
the M&A market responds to labor law changes in 
various countries. “Basically we showed that when 
it becomes more difficult to lay people off in a given 
country, the M&A market shrinks,” he said. “Synergy 
gains also become smaller and takeover premiums 
become smaller."

Golubov said this finding was not entirely 
unexpected, but that it nonetheless had important 
policy implications. “It’s important to understand the 
magnitude of these gains from layoffs, relative to other 
sources of gains, such as replacing underperforming 
managers or synergies from cross-selling. If a large 
portion of synergy gains come at the expense of 
labor, then should we regulate labor to make it more 
difficult to lay people off? Or should we not, given 
the other benefits of mergers? This issue brings up 
a lot of interesting welfare questions – not just for 
shareholders or dealmakers, but for everyone.”

1. http://blogs.wsj.com/moneybeat/2016/12/30/the-bests-and-the-bloopers-from-the-year-in-deals-2/
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