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How to balance what is right for the business and for the family

JEZE F—HIKPMGZEK R STEPIBEE £ 2k 58 ( STEP Project Global Consortium ) £t#20195
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Choosing the right governance practices in a family
business is a critical ingredient for its long-term
sustainability. While business governance is essential
for effective business processes and establishing
control mechanisms, family governance processes and
structures serve a different purpose. Not only do they
help to support a strong communication environment
among family members, they also define who the family
is as a group and what they want to achieve.

The family governance value proposition

RiFAEWEE
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RGBAFZERS - DERXKEHERRAVIESI -

What is the value of good governance in the family
business environment? One of our goals in the

( PDF 19.9 MB )
was to hear the answer to this question from family
business leaders themselves. This is what they shared
with us.

KkPMG!
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A strong family governance system might include a
combination of mechanisms, such as family councils,
assemblies and constitutions. Each one aims to provide
clear guidance as to how decisions will be made by the
for the family and for the business — and helps
to create a unified voice both inside and outside the
family.  This
professionalization of the business as well as cohesion
within the family itself.

family —

framework  contributes to the

Governing with intent

HEEERYAE

RENXEAEREEMMRIEED -
BT  BRRRUZRIEEE

WEMREERS -

By its very definition, the controlling family in a family
business is a driving force for deciding how the business
chooses to operate and how it will define success.
Often, these choices are based on the shared purpose
of the family and the business: ‘Why are we here? What
do we want to accomplish together? How do our
choices reflect and support our family’s values?’
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Several family business leaders shared that it was
essential for them to have formal governance practices
in place as their companies grew and matured. The
time came when it was necessary to create appropriate
frameworks and structures to make sure that checks
and balances were in place for the business to scale up
successfully. They told us that good family governance
practices were a key factor in fulfilling their family’s
purpose and creating value for customers, employees,
shareholders and their communities.

Making governance ‘fit for purpose’

AEEETSER

BERKEARRERNERE  HBREEEEMBESA
BNENL  BRENFRKLEFTERERY  URBRER
KRIEAMERAR - BELKRERNEE -

What does the business and the family — as owners,
executives and family members — need in order to be
successful at any given point in time?

Due to changing demographics, we are beginning to
see an emerging theme. There is a gradual shift away
from being ‘family owned and run’, which is particularly
common in first- and second-generation family firms, to
being ‘family owned and non-family managed’, where
family members are only involved at the ownership level
(and occasionally on the board), but not in the day-to-
day operations of the business. This makes it necessary
for governance structures to adapt to a new scenario in
which family members are primarily owners and are not
involved in running the business.

The evolution of informal governance systems to those
that are more formalized is inextricably linked to the
increasing complexity of the business and the family.
This makes it necessary for the governance systems to
evolve in parallel with the progression of the family and
the business in order to continue to be fit for purpose at
that particular time and stage of the family’s evolution.
With appropriate governance structures and systems in
place, both business decisions and family relationships
can be enhanced.

KPMG
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Therefore, family governance needs to be
adaptable and generational
composition, roles and responsibilities of family
members as their ownership and management

responsibilities evolve.

reflect the

Whose role is it to govern ?

AIEZHANEE ?

MEl SRR FRRRENESESE TR S H
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We have learned through research and direct
experience with family businesses throughout the world
that families who engage all generations of family
members in planning and implementing their
governance systems achieve two objectives. First,
senior members of the family have the opportunity to
reflect on what they have built and to pass on what they
have learned through various changes in the family’s
approach to governance. Second, next-generation
members of the family bring fresh perspectives for
addressing the challenges that the current generation is
facing, both in the family and in the business. Perhaps
most importantly, the next generation’s involvement
gives them the opportunity to co-create the future

systems that they will ultimately oversee.

Family business leaders we spoke with described how
their family governance practices and tools are helping
to shape and reinforce a shared future for their families.
They are opening up opportunities to review and agree
upon the fundamental purpose of the business, confirm
the family’s core values and define the desired culture
and vision of the business.
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The mechanisms of family governance

RiGAEHH
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The goal of good family governance is to make sure that
family members stay connected and have opportunities
to voice their concerns and share their emotions in a
professional setting. However, family dynamics often
make conversations challenging and discussions in
family businesses are no exception.

It can be difficult to talk about how the business may
need to change and to agree on how to support its
evolution from one generation to the next. As the
business matures and grows, therefore, the presence of
family governance mechanisms becomes all the more
essential.2

These mechanisms may include the management of
assets and wealth through family councils, assemblies
and constitutions and to create greater cohesiveness
throughout the family, especially when it begins to move
to the cousin consortium stage and beyond.

Families in business have the opportunity to build their
own unique family governance systems to balance their
economic and family-centric goals and translate them
into a shared vision for the family. And, when family
governance processes are added to customary
corporate governance systems, together they help the
family to maintain the necessary equilibrium between
what the business is trying to achieve and what the

family wants to achieve.

Spring 2021

Promoting cohesion, flexibility and

communication

RERR - BEEEBE

BUNRBEAEARBENRREAREHRENRZS -
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Effective family governance systems promote cohesion,
flexibility and communication. Family cohesion is
defined as the emotional bonding that family members
have toward one another and the degree to which they
are connected.3 In environments that are often dynamic
and unpredictable, flexibility is the key to finding the
right balance between stability and change to maintain
the health of the organization.

The intent is to make sure that family members stay
connected, have opportunities to voice their concerns
and are able to share their emotions in a professional
setting. An effective governance framework that
includes communications protocol and conflict
resolution processes is often used to provide a neutral
mechanism for recognizing and resolving conflicts and
promoting family harmony.

Forums such as family assemblies and family councils
often provide a dedicated platform for family members
to discuss specific issues. However, it is important to
note that these structures may be ceremonially
adopted® and do not necessarily diminish the need for
family members to acquire good and respectful
communication skills for speaking, listening, self-
disclosure, clarity and staying on topic with each other.

KPMG!
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Learning to get along

BEHE
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Despite the recognition of the importance of open and
honest dialogue, family boundaries can undermine the
goals that are
discussions and resolve potential conflicts. Poor family

necessary to drive meaningful
relationships can add to the hazards because they
typically represent a lengthy history of personal and
familial development.

These situations are not unusual and conflict can be the
norm for some families in business. In addition to being
potentially detrimental to family harmony, such
situations can also spill over and affect the long-term
sustainability of the business itself. Avoidance isn’t
usually considered to be an ideal conflict resolution
strategy. Because conflicts can be detrimental to some
families, however, it can lead them to practice partial
avoidance by resorting to an ownership exit or the
termination of a family relationship rather than
reopening old family wounds.

In certain situations, there is value in being preemptive.
In one case that we became aware of, a prenuptial
agreement is included in the family protocol as a
mandatory requirement prior to the marriage of any

family member. These agreements are intended to ensure

Spring 2021

the continuation of family ownership in the event of a
divorce and they define, in advance, that any division of
property will be based exclusively on matrimonial assets
that are not linked to the ownership of the family
business.

Those families that have effective systems for
managing potential conflicts such as this are more
successful in focusing on the goals of the business and
the family rather than on personal views or old
grievances. Without question,
and transparency are cited as the most effective
strategies for preventing and resolving conflicts.

“‘open communication”

Investing in the family’s most valuable
asset

REFBRERARENEE
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The principal purpose of our research was to evaluate
the impact of changing demographics on family
business practices. We weren’t surprised to learn that
the pace of change is increasing rapidly with the
growing multi-generational outlook and approaches of
family business leaders.
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In this environment, we found several families who are
seizing the opportunity to secure the futures of their
businesses by investing in their most valuable asset: the
next-generation family members who will lead the
business and the family forward.

The development of this new breed of future leaders
does not happen in a vacuum, but at the nexus of the
family and the business. It also isn’t confined to formal
learning opportunities within the business that the family
often provides from an early age. This implicit
knowledge usually begins to develop in the early years
through family experiences and working in the family
business.®

By applying their family governance systems to create
learning opportunities, families are also able to provide
coaching and mentoring options to next-generation
members through their participation in philanthropic
projects, internships and apprenticeships. Future family
leaders are often also engaged in junior boards or as
observers of the family council, owners’ council or a
business board.

Others have embraced the concept of the “learning
family”, setting up education and career committees
within the family governance system. In this way, they
coordinate learning initiatives through a family-specific
curriculum that educates the next generation about
family values and traditions and provides an opportunity
for their talent and creativity to be explored.

The role of governance in family career
planning

AERFIERERERERRPHNAS
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There is a strong association between family education

KPMG
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and career planning. Successful families that have
formal family governance systems typically establish a
dedicated education and career committee to help
identify the career aspirations of family members and
bridge them to the development plans of the business
and the family.

Even when next-generation family members do not see
the family business as their preferred career choice,
families tend to immerse them in the entrepreneurial
environment of the family at a young age. The intention
of next-generation family members to make the family
business their career choice can be reinforced when
they see a clear development path ahead of them.

Family first or business first ?
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The importance of developing human capital is reflected
in both corporate and family governance systems due to
the need to engage and develop family as well as non-
family members.” As we heard from family leaders,
there are various factors that affect decisions about
engaging non-family members as managers (or even
leaders) of the family business. When the family
perceives advantages in engaging professional
management for the sustainability of their business, it is
typically based on a fundamental decision to put

‘business first’.

Several factors can influence such a decision. Some
families choose to engage family members almost
exclusively in leadership and managerial roles. And
while some family firms may be accused of nepotism in
these types of succession and recruitment practices,
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this is not universally true. The choices they make have
to be right for that specific family and at that specific
time in their lifecycle. They also need to be the right
choices based on the history of the family, their current
dynamics, future aspirations and overall attitudes and
values.

As highlighted in our first article in this series regarding
the topic of succession, “The courage to choose wisely”,
choosing the right leader at the right time is one of the
most critical decisions that family business leaders need
to make in order to secure the success of their
business. And rarely has continuity and succession
planning been more important given the increasingly
multi-generational experiences, outlooks and
aspirations within their families.

Nurturing tomorrow’s entrepreneurs

IBEPHMNERER

BBXERENRE  SuUZBTRRIEHERKS
RUBIZER #5148 -

In addition to the importance of education and career
development, nurturing transgenerational entrepreneurship
is often a family priority. It is viewed as essential for the
continued development of innovations that can bolster
the competitiveness of the business while also
sustaining the core purpose, principles and values of
the family. Family governance structures have a role to
play in this regard by formalizing the processes that
provide family members with practical experience and
opportunities to unleash their entrepreneurial spirit and
create their own new ventures.

As described to us by the Managing Director of an
automotive  business in India, their family's
entrepreneurial ambition is actively supported and
prescribped in the family constitution. Through this
mechanism, the entrepreneurial spirit of succeeding
generations is kindled through monetary support and
mentorship that is provided to family members who
want to start their own ventures.
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Key insights

» Families can strike a balance between being

‘family first and ‘'business first' by
implementing governance principles and
practices that incorporate their choices in

human resource planning.

* While family firms may be criticized for
nepotism, many have adopted professional
norms and standards in their succession and
recruitment practices.

* Families that formulate family employment
policies illustrate what it means to be ‘family
first or ‘business first. Fairness and
transparency are critical qualities of these
policies, however, the consistent execution
of the policies is the key to deriving true
benefits for the family and the business.

A blueprint for family governance
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It is important for every family business to ensure its
governance practices and mechanisms are aligned with
the realities of the day. The key is to determine how well
each family’s governance system is able to balance the
need for stability while retaining its agility and resilience.
While governance rules may impose certain restrictions
on the behavior or actions taken by the business and
the family, they also need to be flexible enough to allow
managers and family members to pursue new activities
within that framework.

The evolution from informal governance systems to
those that are more formalized is inextricably linked to
the increasing complexity of the business and the
family. This requires governance systems to evolve in

KPMG
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parallel with the progression of the family and the
progression of the family and the business and to be
flexible enough to achieve their intended objectives,
even during periods of unpredictable change.

The responses to COVID-19 have revealed excellent
examples of how family governance systems have
through  decision-making
frameworks that are flexible enough to allow quick
action to protect the family business without losing sight

achieved this balance

of its core purpose and values.

We encourage you to learn more about the families who
contributed to our conversations and brought to life their
insights on the impact of changing demographics on
family governance practices. You will find the profiles of
these prominent family business leaders and their
businesses in the family business profiles section. )

Footnotes:

1. Berent-Braun & Uhlaner, 2012; Umans, Lybaert, Steijvers, &
Voordeckers, 2020.

2. “The Power of Governance in Family Business”, 21 February
2017, Dominic Pelligana, KPMG Private Enterprise, KPMG in
Australia

3. Olson, D.H. (2000). Circumplex model of marital and family
systems. Journal of Family Therapy, 22(2), 144-167.

4. Berent-Braun & Uhlaner, 2012; Umans, Lybaert, Steijvers, &
Voordeckers, 2020.

5. Parada, M. J., Gimeno, A., Samara, G., & Saris, W. (2020). The
adoption of governance mechanisms in family businesses: an
institutional lens. Journal of Family Business Management.

6. Chirico, F. & Salvato, C. (2008). Knowledge integration and
dynamic organizational adaptation in family firms. Family
Business Revies, 21(2), 169-181.

7. Astrachan, J.H., & Kolenko, T.A. (1994). A neglected factor
explaining family business success: Human resource practices.
Family Business Review, 7(3), 251-262.
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