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In 1993 there were 6,700 United States "Middle Market" M & A transactions with values ofless

than $100 Million. In 1996 the number was 10,300. Media coverage aside, these deals are not
happening on Wall Street but in our own back yards. About seventy- five percent of these deals
were for values between $1Million and $50Million, the lower and intennediate "middle market."
Some of this activity is driven by the near record availability of capital driving initial public
offerings. This in turn is providing the fuel for various industry "roll ups." These roll ups involve
consolidations of fragmented private companies into larger public companies. While this mayor
may not be a temporary trend (it probably isn't), there are other forces at work that are likely to
sustain overall M&A activity for some time to come. Two of the most powerful of these are the
very short business life cycles, particularly in the technology area, and a huge approaching wave
of "Baby Boomers" seeking exit strategies for their businesses.

This record merger and acquisition activity in the middle market presents significant engagement
opportunities to the CPA. These include business valuation, (albeit the valuation practitioner
should understand the differences between fonnal valuation techniques and M & A valuation
approaches), strategic planning for acquisitions, due diligence engagements, accounting
advisory and financial transaction structuring services for business combinations and tax
compliance and planning services for the M & A client.

CPA readers will typically be generally familiar with the basic tax law surrounding M & A
transactions, but perhaps less familiar with the way they play out in the actual M &A transaction
world. The intricacies of the various relevant code sections prohibit anything resembling a
comprehensive discussion in an article of this length. Furthennore since the preponderance of
sellers and buyers in middle market M & A deals are corporations, this article disregards the
treatment peculiar to other entities such as LLC's, partnerships and so forth.

Taxes have both a direct and indirect bearing on M & A transactions. The direct effect is obvious
in that most M & A activity has a taxable element and Caesar will collect his due. On the other

hand M & A transactions are also indirectly affected by taxes since values ne gotiated by the
principals in the deal will often be determined by at least some reference to the tax impact of the
particular deal structure negotiated. This referral to tax consequences sometimes involves a
direct and precise mathematical calculation of the tax consequences of a particular deal structure
while the transaction is still being negotiated. More often than not though, the tax impact is a
generally acknowledged background factor on which the parties may gain or lose negotiating
ground in respect to the overall deal consideration.
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