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Following the virtual collapse of the M&A market from 2008 through 2009, many expected a 2010 
rebound driven primarily by strategic corporate deal making.  All indications were that a buyers’ market, a 
thaw in the credit freeze and pent-up corporate cash would bring corporate acquirers back into the 
market.  And middle-market deals were expected to outpace “mega” deals.  However, the return of M&A, 
especially in the middle market and small cap sectors, has not been as robust as expected.  Would-be 
acquisition targets that have survived the recession are not yet willing to drop their prices, and corporate 
buyers are tentative as they confront continued economic and regulatory uncertainty.  Even for deals that 
close, because transaction risks are magnified in the current environment, due diligence and closing 
require longer lead times.

Leading CFOs from public and private companies based in the Washington, D.C., region, in cooperation 
with the University of Virginia’s Darden Graduate School of Business, ILEX Leadership Associates LLC and 
McGuireWoods LLP, recently held their fourth Strategic CFO Roundtable to discuss evolving issues and 
challenges impacting CFOs and their companies.

Darden School Professor Ken Eades, in reviewing responses to a survey of the CFOs conducted prior to the 
Roundtable discussion, noted that the CFOs were generally as or more optimistic than in the first quarter 
of 2010.  The survey and discussion indicated that employee hiring and morale are both on the upswing, 
particularly in the D.C. region, where government spending typically mitigates the effects of an economic 
downturn.  But CFOs continue to be concerned about access to credit and the overall economy.  These 
factors, coupled with continued regulatory and consumer uncertainty, suggest that companies may 
continue to be more conservative in their capital spending and acquisition strategies.

Professor Eades observed that the survey responses revealed company growth may, going forward, be 
less “acquisitive” and less “capital intensive.” While hiring and compensation are on the upswing, a 
rebound in capital spending and mergers and acquisitions appears to be lagging.  While some large cap 
deals have gotten done in the last year, the CFOs agreed a meaningful rebound in middle market deals 
will require an adjustment in seller valuation expectations, a continued loosening of credit, and more 
corporate risk-taking.

One of the biggest challenges to deal making is not new – the gap between buyer and seller expectations 
regarding valuations.  One CFO noted that “the good companies you want to purchase are not available at 
the valuations you’re willing to pay today.”  Another CFO agreed: “It’s a mismatch in terms of 
expectations and valuations.”  The CFOs agreed this gap in valuations and buyer-seller expectations has 
persisted for more than a year and companies that have survived the downturn are not inclined to sell at 
current valuation levels.  Earn outs and deal terms designed to close valuation gaps should continue to be 
prevalent.  In a recent survey conducted by Merrill Corporation and The Deal, middle-market companies 
indicated that valuation has become as big a challenge as financing in acquisitions.



Corporate conservatism may also be prolonging the rebound in deal activity.  One CFO commented: “I 
think there is some risk aversion in the market.  Companies to whom we may have licensed products a 
few years ago are a little hesitant to do licensing or joint venture deals now.”  Added another CFO: “I think 
the risk aversion is the fear of the perception of overpaying and the risk of going beyond your knitting 
with an acquisition which may or may not produce positive results in the near term.”  

While the current environment would suggest that there are bargains to be had and acquisitions should 
be up, this risk aversion dynamic and continued short-term investor focus may be making buyers more 
hesitant than in prior recoveries.  The CFOs agreed that continued uncertainty regarding the economy, 
the prospects for higher taxes and government regulation may also be a contributing factor in companies’ 
hesitation to spend capital and make acquisitions.  CFO sentiments about government regulation ranged 
from mild to “everyone is hunkering down until they figure out how bad it’s going to be.”  Whether 
government intervention will be more temporary or indicative of a permanent change in the relationship 
between government and business remains to be seen.  

Acquisition, licensing and joint venture deals will continue to get done where creative deal terms and earn 
outs can be employed, sellers are distressed or face business succession issues, or private equity funds 
need to generate liquidity for their investors.  But while many anticipated that strategic acquisitions by 
companies with excess cash and appreciated stock would drive an upsurge in M&A, at least for middle-
market and small cap companies, uncertainty has become a formidable obstacle to deal making.  While 
access to capital will continue to be cited as a critical component to any rebound in the acquisitions 
market, economic and regulatory uncertainty may be equally significant factors.  And, while more 
certainty may encourage corporate risk-taking, it remains to be seen whether more economic visibility, a 
return of the consumer and greater access to capital will close the valuation gap.

M&A activity should, of course, be more brisk in the sectors that promise to recover most quickly or will 
benefit from government spending.  Thus, the survey mentioned above suggests that a high percentage of 
successful deals will likely come from industries such as energy, healthcare/pharmaceuticals, financials, 
consumer products, media and IT.

About the Strategic CFO Roundtable.
Four times a year, a select group of Chief Financial Officers convene for a roundtable discussion in 
McLean, Va.  With more than 300 years of strategic financial and accounting experience combined, they 
share their views on the challenges and opportunities facing their companies.  They also discuss the 
lessons learned from triumphs and trials that led to their becoming recognized as strategic CFOs.

The Strategic CFO Roundtable is co-sponsored by Darden Graduate School of Business, ILEX Leadership 
Associates and McGuireWoods LLP.
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