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Unspoken Obstacles
Prevent Many
Accounting Firm
Mergers and Sales

By Robert Fligel

ased on demographics of the account-

ing profession, it’s commonly accept-
ed that a sizable number of CPA firms
should be merging or selling. Many of
these firms—ones with maturing owner-
ship and others that need to combine with
another firm in order to realize their growth
potential—say they recognize the need to
merge or sell, and indeed many say they
want to. However, only a small percentage
follow through. Meanwhile, the list of firms
that could or should be selling or merging
grows larger by the month. The good news
is that there are solutions for both sellers
who want to overcome their discomfort and
for acquiring firms that are frustrated by
their inability to close a deal.

Demographics indicate the types of firms
that should be or could be merging or sell-
ing at this point are:
® Aging firms without successors;
® Small or midsized firms that have
mergers or acquisitions as part of their
growth strategy;

m Fimms with strong specializations that want
to provide a fuller range of services; and

® Firms with other significant challenges,
such as recruiting and retention or a need
to invest in technology.

Beyond the standard answer of “We
can’t find the right fit,” several fears that
rarely get fully articulated prevent CPA
owners from speaking with potential buy-
ers or from moving forward once they
begin discussions. Unmasking these major
stumbling blocks that prevent mergers or
sales speaks to the difficulties involved in
CPA firm mergers, but allows for the
development of practical ways to manage
and overcome these obstacles.

Why Do Firms Hold Back?

Based on discussions with hundreds of
small and midsized CPA firms that previ-
ously indicated at least some interest in sell-
ing or merging, the author quantified these
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often unspoken obstacles, asking acquirers
why they believe sellers are reluctant to
move forward with deals. Simultaneously,
sellers were asked about their biggest
concerns and compared the two sets of
answers in the Exhibit.

The research illustrates a significant dis-
connect between the perceptions of sellers
and acquirers. The fact that acquirers may
not fully understand the obstacles limits the
number of deals that are completed and
creates a barrier between the buyer and
seller. Sellers and acquirers can take steps
to bridge the gap.

Issue 1: Don’t want to give up con-
trol/be “managed.” The issue of control is
real and perhaps at the crux of almost every
potential seller’s ambivalence. Stepping
away from making all firm decisions, such
as signing off on financial statements, tax
returns, bills, and the like, is quite difficult.
Acquiring firms have an existing structure
that the seller will need to work within. But
for the right firm and the right “fit,” this
is a small price to pay.

It’s important to remember that during
the sale or merger process, everything can
be negotiated. In the right merger or pur-
chase, firm owners may be able to better
manage how much control they retain or
give up, and the transition time for this
change. Perhaps for the first six months,
the acquired firm operates as a “division
of.”” Perhaps the owner retains certain man-
agement duties for an even longer time.

In some cases, despite initial apprehen-
sions about a loss of control, former firm
owners find they are relieved not to have
certain management tasks. The right acquir-

er will work with a firm looking to sell in
order to be sure its management does not
feel marginalized.

Issue 2: Can’t find the right fit. CPA
firm owners who say they can’t find the
right fit usually mean they aren’t ready.
They haven’t determined what they really
want or haven’t documented what they can
offer another firm. Most likely, they
haven’t taken time to analyze and docu-
ment their business. They need to ask and
answer: What are the percentages of the
various services offered to clients? The per-
centages of work done in specific indus-
tries or other niches? What kind of role
do they want or could they accept in a new
firm?

The solution is all about planning,
preparation, and motivation. Devote time to
the process just as for any other significant
project. Like any other project undertaken
by the firm, this has an ROI attached to it—
a very strong one if done properly. First and
foremost is to prepare fully by document-
ing exactly what the firm has to offer and
what is most important to the owners, the
clients, and, if applicable, the staff. Because
being objective about one’s own firm is dif-
ficult, being guided through the process by
an expert consultant is helpful.

If all of this is taken into account and
the CPA takes the time to identify poten-
tial targets, a series of meetings, and ulti-
mately a transaction, will occur. This is not
easy, but simply a structured way to
address a very important business task.

Issue 3: Can make more money by not
selling. Sometimes aging CPA owners think
they can make more money if they let their

EXHIBIT
Why CPA Firms Are Reluctant to Merge or Sell

In the opinion of potential:
Sellers Acquirers
Don't want to give up control/be “managed” 5 3
Cannot find the right fit 4 1
Can make more money by not selling 3 2
Don't have time 2 3
Fear of change 1 5
Have no other interests besides work 1 4
Note: Rating scale of 1 to 5; 5 is most important
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practices self-liquidate. This rarely works,
however, because clients and staff start leav-
ing, resulting in a loss of both current income
and overall firm value. Even for younger
CPA owners, determining which path will
result in a larger long-term financial payoff
is an important evaluation.

The bottom line here is that both the
buyer and seller need to come to a con-
clusion—and the terms of a deal—that
allows both of them to make more money
together than apart.

It is fairly common knowledge that most
practice sales where the prior firm’s lead-
er will be retiring in 12 to 24 months are
retention-based. In the right situation, a
transaction can be structured where the
“retiring” partner does not make less than
at present. That would be contingent on
client retention and similar efforts relating
to billable hours, as if the practice was
not being sold. A buyout would commence
at an agreed-upon reduction of billable
time. Similarly, an arrangement could be
negotiated where the seller stays on indef-
initely post-buyout and gets paid a per-
centage of revenue collected.

The answer here is to qualify, qualify,
and qualify some more. The owners should
have meaningful and detailed conversations
and meetings only with firms that share
their vision of how the owners would like
to transition and what their role will be.
Firm owners considering a sale need to
do a serious reality check by making sure
what they want is realistic in the current
environment. Outside consultants are often
helpful in providing that unbiased view of
a firm’s worth.

Issue 4: Don’t have time to deal with
it. The “no time” excuse is a major smoke-
screen. All people make choices about what
to do that reflect their priorities as well as
their fears. Why do some people work 12-
plus hours a day rather than “nine-to-five,”
or exercise regularly instead of merely think-
ing about going to the gym? People make
time for what they deem important.

CPA firm owners who have said they
“don’t have time” need to examine closely
what they have time for, and determine
where the sale or merger of their firm stands
against these other tasks. Most likely the
time isn’t right or the motivation simply isn’t
there. It’s never just the lack of time.
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Issue 5: Fear of change. Moving
away from the status quo prevents more
mergers and acquisitions in the accounting
profession than any other obstacle—yet it
is often unspoken. Most people don’t
handle change well. Think about CPAs
who have managed their firms for any-
where from 20 to 40-plus years. They need
to consider what will happen to their fam-
ily, staff, and clients when (not if) they
are unable to work. It is a rare person, CPA
or not, who can coolly and calmly think
through all of the alternatives and map
out a plan. This is true even for younger
CPA firm owners who have built a prac-
tice and created something of which they’re
proud. The idea of moving in a different
direction is often paralyzing.

To determine whether the fear of change
is rational or not, firm owners need to
become comfortable with the idea of
change by speaking with other accounting
professionals and firm owners who have
done it successfully. First, speak with other
CPAs who have sold or merged their prac-
tices. They should solicit input from their
closest advisors about a possible sale or
merger. Another option is to speak with a
consultant who handles these kinds of
issues daily and who can provide an
unbiased, third-party opinion void of
attachments to the subject firm. This sort
of expert should be able to provide exam-
ples of firms that have successfully com-
pleted numerous mergers and could facil-
itate discussions with these firms’ merged-
in partners.

Issue 6: Have no other significant
interests. A lack of outside interests could
be a significant underlying reason many
CPAs hold back taking steps to transition
their practices. Although not readily admit-
ted, it needs to be addressed. Even in the
case of the new firm that has a great record
of merged-in partners staying active for an
extended time, having more free time
than before is almost guaranteed.

The best question a practitioner can ask
himself is: “What will I do if I slow
down or retire and have a good deal more
free time?”

As Dr. Phil, the popular TV psycholo-
gist, might say, these CPA firm owners
need to ask how they define themselves.
Is it in their best interest to redefine them-

selves at this point in their lives and
careers? Or can they?

Sometimes all it takes is some deep
thinking about the options, which can
include:
® Spending more time with spouse,
children, or grandchildren
& Traveling
@ Cultural activities
@ Reconnecting with a passion from
earlier in life, such as music, literature, golf,
or collecting memorabilia
m Exercising and getting in better shape
@ Volunteering, which could involve
working with a state CPA society, men-
toring, or participating in college account-
ing programs.

The options are unlimited and, for many
individuals, quite exhilarating. On the other
hand, many CPAs (and people in general)
have defined themselves so much by their
work that they can feel lost without it.
For these individuals, it will be best to find
a firm that will be comfortable with a long-
term attachment.

Big Questions
CPA firm owners who don’t have a suc-
cessor and are one to seven years from
wanting to retire, or who want to consid-
er a merger for long-term growth, should
ask themselves if they are totally happy
now with:
B The work they are doing;
@ Their work/home balance;
® Their earnings; and
® The future prospects of their practice.
A “no” answer to even one question is
reason to begin determining a way to act
on it and plan accordingly. CPA firm own-
ers should get their spouses behind them,
line up close advisors to guide them along,
and confide in fellow CPAs.
Additionally, look at the alternatives. If
the firm owner became ill and otherwise
unable to work, how would the family
be provided for? Will clients leave? (Of
course they will, if they need work done
and only the firm owner can do it.) If
there is staff, could the firm be “stolen”
by long-time staff members in the absence
of an agreement by which they purchase
the practice?
Considering how unpleasant these
thoughts are, it’s surprising that more firm
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owners are not moving forward on their
stated desire of selling or merging.
Conversely, if that stated opinion has not
been fully thought through, don’t start the
process. It’s very time-consuming and could
have a negative effect on a firm’s leader-
ship, its staff, and potential acquirers.
Another consideration is the current mar-
ketplace. The demographics are such that,

over the next several years, more and more
firms will need to sell or merge. Valuations
will go down as supply increases and buy-
ers become increasingly discerning. This
will lead to pricing pressure and result in
lower payouts for a merger or sale.

For many CPA owners, now is the
time to start actively considering long-term
options by accepting some of the realities

contained in this article, and starting the
process. Q

Robert Fligel, CPA, is president of RF
Resources, which focuses exclusively on
helping CPAs and firms plan and imple-
ment successful growth and succession
strategies.

Teaching for the
Accounting Profession:
CPAs and PhDs

By Myma L. Fischman

Accounting professors have the awe-
some responsibility of preparing their
students to be the best possible account-
ing professionals, no matter where in the
wide world of opportunity these students
will find themselves. Academia has long
debated whether accounting should be
taught by PhDs or CPAs. Accounting is a
practical profession. The preponderance of
PhDs do not have practical experience, but
they do have textbook knowledge. The
practical aspects of the profession that a
student may encounter need to be taught
by the practicing CPA.

Our students need to be prepared to han-
dle all phases of the accounting profession.
For example, they may be faced with the
challenge of clients with complex transac-
tions. Conversely, the challenge may be
clients with many simple transactions. They
may have clients who need guidance from
their CPA, or who have complex tax, pen-
sion, or estate planning needs. Our students
may find themselves with clients who are
small manufacturers or who are always plan-
ning new takeovers. They may be hired by
firms with unyielding management structures,
or with minimal supervision and insufficient
staffing, or management structures with
which they are unfamiliar. Alternatively,
our students may open their own firms.

Professors have the responsibility to pre-
pare their students to have the rudimenta-
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ry tools to meet each of the above situa-
tions, which include manufacturing,
financial accounting, taxation, and profes-
sional ethics. Professors need to help stu-
dents to “learn how to learn.”

With the understanding that a student’s
first position in all probability will be
with a public CPA firm, any accountant
may eventually receive offers from cor-
porations. If a CPA accepts such an offer,
the public accountant is now a corporate
accountant. If we have performed our job
well, all the CPA’s professional training
will transfer to the corporate world: ethi-
cal behavior, internal controls, delegating
skills, and supervisory skills.

Based upon the various potential career
paths open to students of accounting, if
college professors were to be asked which
courses they would eliminate, how could
they respond? Not knowing what the
future may hold for our students, how
could we eliminate financial accounting,
accounting theory, managerial accounting,
or advanced accounting with consolida-
tions? Could we eliminate taxation, audit-
ing, accounting information systems, inter-
nal auditing, or government accounting?
Accounting professors need to educate for
the general practitioner. Specialization
comes later.

The responsibilities of accounting pro-
fessors do not end with preparing stu-
dents to be excellent practitioners. They
have the additional responsibility of suc-
cessfully preparing students to pass the
CPA examination. Professors cannot and
should not teach only so students can
pass the CPA exam or become excellent
practitioners. Teachers cannot avoid the
issue either. The accounting professor’s

responsibility is to prepare students both
for the exam and for practice thereafter.
The question remains: Who should this
accounting professor be? Professors bring
their own life experiences and training into
their classrooms. A balance needs to be
reached in the classroom. As depth of knowl-
edge of the accounting profession is needed
when teaching accounting, the issue need not
be practitioner versus researcher. Richard
Schmalensee, dean of the MIT Sloan School
of Management, stated: “Part of the answer
is for business students to learn more about
business directly from practitioners”
(BusinessWeek, November 27, 2006). The
answer can and perhaps should be CPA +
PhD, or CPA + Master’s. As in the medi-
cal profession, continued practice in the
discipline being taught should be required.
Such a solution would permit CPA
professionals to control their profession.
Professors could continue to perform
research, write, and develop new ideas.
Learning from both practitioners and teach-
ers will prepare students appropriately for
the professional practice of accounting. In
addition, CPAs would take their rightful
place alongside other respected licensed
professions such as medicine and law, both
of which require that their licensed pro-
fessionals teach the courses required by
their practicing professions. Q

Mpyrna L. Fischman, PhD, CPA, is the
chair of the department of accounting, tax-
ation, and law at Long Island University,
Brooklyn Campus, Brooklyn, N.Y. She is
a member of the NYSSCPA’s Board of
Directors, Higher Education Committee,
and Banking Committee.
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