The Road Ahead



Introduction

The DAK Group and Columbia Business School’s
Eugene M. Lang Center for Entrepreneurship
recently completed an annual survey of middle
market merger and acquisition activity. The study
includes responses from owners and/or senior
managers of 606 privately held companies with
revenues ranging from under $5 million to in excess
of $150 million. According to the survey, owners
and senior managers of privately-held companies
are optimistic about growth opportunities in the
middle market, but they aso have lowered
expectations for the sale of their companies for the

first timein four years.

Amber Light:

Mid-Market M&A Growth
In this year's survey, owners and senior managers
of middle market companies
indicate that 2006 could mark the

compared to 60%, 62%, and 64% in 2003, 2004,
and 2005, respectively.

Ironically, this trend shift comes on the heels of the
best year in the M&A market since 2000, and it
contradicts the general belief by experts and

practitioners that M&A growth will remain strong.
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Most in the middle market M&A community are
predicting continued strength for at least the next
several years, and many believe that 2006 could
break the M&A transaction volume record set in
2000. The survey results suggest that confidence in
the continued vitality of middle

end of the accelerating pace of
M&A in recent years. For the
first time since 2002, the survey
shows a decline in the number of
privately held middle market
companies planning a sale. Only
27% of respondents in the 2006
survey anticipate a sale in the next
12 months, reversing a rising
trend that began in 2002 and

"As researchers, we are
always interested when a
four year trend is reversed,
and we are particularly
interested when it
contradicts the consensus of

expertsin the field."

Murray D. Low, Ph. D.
Executive Director

Lang Center for
Entrepreneurship
Columbia Business School

market M&A may not be
warranted.

Green Light:

Mid-Market Company
Revenue Growth

Responses to the survey also revea
that owners and senior executives
of middle market companies

remain optimistic about revenue

reached a high of 33% in 2005.

number of privately held middle market companies

Further, the

planning a sale in the next three years fell to 52%,

and value growth in the middle market. The
number of respondents expecting their companies
revenue to grow increased for the fourth year in a
row to 89% in 2006, from 86%, 78%, and 46% in
2005, 2004, and 2003, respectively.
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Business Owners' Expectations For Revenue Growth
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79% expect revenue to increase for the industry as a
whole in 2006, compared with 68%, 61%, and 25%
in 2005, 2004, and 2003, respectively, aso
representing an increase in respondents for the

fourth straight year.

Red Light:
Bumps in the Road for Mid-Market M&A

Despite their expectations for revenue growth and
increased valuation in 2006, business owners are
not without concerns about the potential obstacles
to growth. This year's survey indicated an increase
in the number of respondents concerned about
management shortages for the third straight year to
21%, from 16%, 8%, and 3% in 2005, 2004, and
2003, respectively. Also for
the third straight year, the

be a major concern for business owners. 43% of

respondents cited strong competition as an obstacle
to growth in 2006, up sightly from 42% in 2005,
while 35% reported being concerned about foreign
competition, up from 32% in 2005. The survey
showed that the declining dollar has become less of
an issue for business owners, as only 7% of
respondents reported significant business impact,
compared to 40% in the 2005 survey. The new
culprit is higher energy prices, as 75% of
respondents indicated that higher energy prices
have had a modest to significant impact on their
business.

Interestingly, the survey showed that more business
owners expect consolidation in 2006 in their
respective industries. 64% of respondents expect a
decrease in the number of companies in their
respective industries in 2006, compared to only
30% in 2005. Consistent with this, more business
owners expect acquisitions to play a role in their
growth plans. 30% of respondents expect to make
an acquisition in the next twelve months and 19%
expect to make an acquisition in the
next three years, compared to only

number of respondents citing
skilled labor shortages as a
potential  impediment to
industry growth, to 18%, from
12%, 7%, and 3% in 2005,
2004, and 2003, respectively.
The survey aso indicated that
strength of competitors at

home and abroad continued to

"We have not seen indications
of a slowdown through the first
guarter and expect that to
continue short term, but we
believe the results clearly
show a shift in business

owners' perspectives on M&A
that could impact the volume of
activity down the road."

Alan J. Scharfstein
President
The DAK Group

24% and 17%, respectively, in 2005.

M ore information about
The DAK Group
can be found at
www.dakgroup.com
and The Lang Center at
Columbia Business School at
www.columbia.com
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has been acquired by

Communication Systems USA
A Subsidiary of Northwestem Corporation

has been acquired by

Tetra Tech, Inc.
(NASDAQ: WATR)

College Gifted Programs, Inc.

has been acquired by

has been acquired by

Dimension Data Holdings Plc

(London Stock Exchange - DDT)

has been acquired by

SmartForce
(NASDAQ: SMTF)

The W afer Fabrication Division of
Lansdale Semiconductor, Inc.

has been acquired by

has been acquired by

W orkflow Management, Inc.

(NASDAQ: WORK)

has been acquired by

LaFarge Road Marking, Inc.

(A Subsidiary of LaFarge S.A., Paris Bourse)

Precision Plus Vacuum Parts, Inc.

has been acquired by

3

(NYSE: MMM)

has acquired

has been acquired by

Ducommun Incorporated
Los Angeles, Califoria (AMEX)

MayTag & Label Corp.

has been acquired by

Fortune Brands, Inc.
(NYSE: FO)

Certain Assets of
Century
Cooki
ADivision of BocaFoods nc.
have been acquired by

Kraft Foods, Inc.
(NYSE: KFT)

W ater Jel Technologies, Inc.
(A Division of X-Ceed, Inc., NASDAQ: XCED)

has been acquired by

KosmaKare Intemational, LLC

has been acquired by

5B Technologies Corporation
(NASDAQ: FIVE)

The DAK Group

The DAK Group is a New Jersey based investment bank founded to provide
mid -market businesses access to the same high level of professiona
expertise that large public corporations receive from Wall Street firms.
Since its inception in 1984, The DAK Group has successfully managed
more than 450 transactions. Services include divestitures, mergers &
acquisitions, strategic advisory, valuations and fairness opinions.

The Eugene M. Lang Center for Entrepreneurship at the Columbia Business School

The mission of the Lang Center for Entrepreneurship is to instill
entrepreneuria thinking throughout the core MBA curriculum and to create
a community of business practitioners with a lifelong commitment to
achieving socia and economic progress through entrepreneurship. For
students interested in launching their own ventures, The Lang Center offers
specialized courses and finding opportunities.
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