
We have written in last quarter’s report that we should 
expect lower annual market returns than what were 
achieved in the previous 4 years. The reason for this has 
less to do with a change in the vigor, (or lack thereof) 
with which our economy grows and more to do with the 
price paid for assets in today’s environment. To explain 

let’s first review the rationale of any capital allocation decision and 
finish with discussing the significance of volatility and the need for 
unconventional thinking.
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The basis of any capital allocation decision has not changed since 
Aesop’s truism in 600 B.C., “A bird in the hand is worth two in the bush.” 
Warren Buffett, in his letter to shareholders in 2000, added three questions 
to this enduring axiom: 1) How certain are you that there are 
indeed birds in the bush? 2) When will they emerge and how 
many will there be? 3) What is the risk-free interest rate [how 
would your bird in hand grow without taking any risk]? Of 
course, in Buffett’s example birds are dollars and a bush is 
any capital outlay or investment. If you can answer these 
three questions with certainty, than you will know the 
maximum value of the bush (investment) and the maximum 
number of birds (dollars) that should be offered for it.

 This theorem applies to stocks, bonds, March Madness 
brackets, lottery tickets, real estate, manufacturing plants, 
farms, or any capital outlay where income or gains are 
expected. There has not been any advancement in civilization 
since 600 B.C. that has changed this formula one iota. With 
the correct numbers in hand, one can rank the attractiveness 
of all possible capital outlays no matter the situation or 
location.

The question at hand is: Have the answers to the aforementioned 
questions changed at all?

If they have, then we should be happy trading more dollars to buy 
investments. If they haven’t, then we should resist the urge to pay more for 
investments. Of course it all depends on the investment. Regarding the US 
stock market, it is priced very near or above fair value and it is time to 
adjust our expectations. When looking at other sectors of the market, one 
can see substantial froth and overheating, especially in cloud, social 
networking and biotech. These areas provide a real risk to investor capital. 
As such, we should abandon our bias toward recent outsized returns and 
expect reduced returns going forward in those leading sectors.  

With the outsized returns investors have recently experienced, we have 
also seen reduced volatility. This will not continue ad infinitum; instead 
let’s be prepared. For the prepared investor volatility brings opportunity. 
Let’s look at how this manifests itself: The following is a linear graph of our 
estimates of 7 year real returns. The graph 
shows our expectation of two major stock 
market indexes (S&P 500 representing large 
US companies and Russell 2000 representing 
small US companies). 

The return lines are rather flat in both 
cases, especially the Russell 2000. 
Furthermore, they represent below average 
returns. Undoubtedly, volatility will come and 
go and these lines will not be flat at all. In 
fact stock price volatility will likely be more 
than we have recently experienced. 
According to QVM Group, 63% of quarters 
have nearly 10% downside volatility and 22% 
of quarters have nearly 20% downside 
volatility. On a side note, historical graphs 
rarely show this extreme volatility, instead 
showing average weekly prices that tend to 
level out some of the movement. 
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With the outsized returns 
investors have recently 
experienced, we have also seen 
reduced volatility. This will not 
continue ad infinitum; instead 
let’s be prepared.

Strategic Alignment and Capital Management for Business Owners and Families



 In the graph at left, for illustration purposes we 
look at just the S&P 500 and insert random stock price 
volatility. We can reasonably expect opportunities to 
buy when it is undervalued. This requires vigilance in 
calculating fair value and thanks to Aesop (and Warren 
Buffett), we have a framework to determine it. It also 
requires discipline in only buying at a predetermined 
margin below fair value, in our example 80%. The 
safety that this margin creates is a key component of 
ensuring that if an assumption turns out to be 
incorrect, we may still achieve an acceptable return 
over the coming years.
 Of course this is a very simple example and 
pressures to be invested and not “miss out” on returns 
can be extreme. Likewise, the fear inherent with 
buying when markets are down can be difficult to 

overcome. Most investors cannot subscribe to the unconventional wisdom 
required to assemble a portfolio that is different, which seeks to take advantage 

of normal volatility. These investors must be prepared to earn 
less in the coming years. There are simply not enough birds in 
the bush to justify current prices rising in line with historical 
averages. 
 An unconventional portfolio, with a slightly higher 
emphasis on liquidity and a tolerance for greater volatility will be 
necessary to earn higher returns. Investors in this market must 
weigh their requirement for earning greater than average market 
returns, versus the illusory safety and security of moving with 
the crowd. Normally, long-term perspective, patience and 
objectivity are crucial in managing an investment portfolio. 
Today, as much as anytime, we can emphasize the need to do 
things differently than what convention dictates.
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An unconventional portfolio, 
with a slightly higher 
emphasis on liquidity and a 
tolerance for greater volatility 
will be necessary to earn 
higher returns.

To CFO or Not to CFO
By Rick Thomas, Business Advisor & Principal

Of the many demands growth brings to a business, the aspect most 
owners are unprepared for is the demand on the financial 
infrastructure of the business  to support the business growth. This is 
especially the case for entrepreneurs and small businesses where 
owners face multiple demands such as customer management, 
deploying strategic initiatives and dealing with an increasingly 
complex world of labor law and regulatory compliance. Feeling the 

pain of being pulled in too many directions, owners often attempt to address the 
financial demands by seeking to hire a CFO, believing that their problems will be 
solved.

We observe this frequently and it underscores how misguided many are as to 
what a CFO brings to the table. Often times, CFO’s are hired for the cache value; 
the perception of having a CFO in the business, rather than for the deeper 
knowledge of what it takes to leverage the value of a CFO, let alone afford one. 

For an expert’s opinion on this, I asked Wayne Marschall, Vice President and 
Chief Financial Officer of The Stoller Group to weigh in on this topic. Not only has 
Wayne served in multiple executive leadership roles as a CFO for both large and 
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small companies, Wayne is also serving as the 2014 Portland Chapter President for Financial 
Executives International (www.financialexecutives.org), a financial industry association 
focused on the professional development of financial executives.

“The inflection point for a business being able to leverage the value a CFO brings to the 
table is around $50 million [in revenues],” Marschall explained. “That is when a business 
begins to transition from a controller or bookkeeper mentality, which is primarily  looking 
in the rear view mirror, to one that is forward looking and leverages the business 
intelligence in the strategy and planning. A CFO can bring the sophistication and nuance to 
these processes to scale the business in an effective way.”

Wayne’s points are well taken. Does it mean, however, that the services of a CFO are out 
of reach for small businesses that have not reached that inflection point? No. There are 
many qualified contract CFO’s that provide excellent guidance to small organizations on a 
contract basis. The clarification that we will make here is that often the CFO-for-hire is no 
more than an accountant turned contract CFO, providing just good accounting practices. 
While these services may be needed, they are not offering the value of a true CFO. In order 
to prepare the business for leveraging the value and investment of a CFO, (full time or 
contract) the following should be in place and are what Wayne refers to as the building 
blocks of an effective financial infrastructure:

1. Solid accounting processes –  Accounting software and processes that generate 
financial reporting that has  integrity and provides the owner with business intelligence, 
i.e. the ability to drill down at a line item level and identify what the specific expense, 
income or balance sheet item it is and what drove the number. Included in this is good 
history so that the numbers tell a story over time of what the business has been doing.

2.  Competent talent – For a small growing business, this can often 
be the most challenging aspect of building a financial team. Legacy 
employees often do not have the skill sets necessary to meet the 
needs of a scaling business. Whether through training and 
development or new personnel; however it is accomplished, talent is 
required to drive the systems.

3.  A planning and forecasting process – This is a key pivot point for 
the business in beginning to look forward in a proactive way rather 
than continuing to react and is the key difference between the 
activities of an accountant and a CFO. Further, ensuring the 
budgeting and business planning is aligned with the business 
strategy creates the efficiency in the systems needed such that the 
intelligence can be deployed nimbly. This along with sound business 
strategy creates a holistic business process that is a force to be 
reckoned with, no matter the market.

"The key question that needs to be asked,” Marschall reiterated, “is do I have the people, 
processes and tools to get me there?”  The benefits of a CFO are best utilized when these 
building blocks are in place and functioning. Otherwise the business will not leverage the 
talents and expense of bringing a CFO to the table.
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“The inflection point for a 
business being able to 
leverage the value a CFO 
brings to the table is around 
$50 million [in revenues]” 
-- Wayne Marschall, Vice President & CFO, 
The Stoller Group


