Strategic Planning for the Family in Business

By DennisT. Jaffe, Ph.D.
Saybrook Graduate School
Aspen Family Business Group

764 Ashbury St
San Francisco, CA 94117
415-665-8699
djaffe@saybrook.edu

For the Journal of Financial Planning

ExecutiveSummary

For afamily business, often the most precious asset of afamily, to survive
into thenext generationishighly problematic. Thisarticlepresentsamodel
of how thefamily can enhancethe chancesof survival by engaging in atwo-
dimensional planning process. The family must determineitswishesfor the
future by defining their goalsand valuesfor the business, rulesfor family
participation, plansfor devel opment of young family members, and policies
for ownership transfer. By convening aCouncil of family members, the
family can maketheir wishesclear and explicit. The business also can
develop an active Board that generatesastrategic plan for the business
future, that representsthefamily shareholders' needs, and linksthem with
the business challengesand realities. To support ahealthy futurefor the
business, thefinancial planner can engagethefamily inboth levelsof
planning.
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Balancing the Concer ns of the Family and Business

Themost important “member” inafamily’ sfuture may not beaperson at all—but a
small or large businessentity, thefamily business. It can takemany forms, froma
restaurant or asmall business, to alarge public company or family officethat actsasa
holding company for multipleventures. Whatever formit takes, the family’ s business
loomslargeinplanningfor thefamily’ sfuture. In doing estate planning, the business
owner ismay only beconcerned withwho will inherit the business, and how it will be
transferred. Inthisarticle, based on my work asan advisor to family businesses over
many years, | want to suggest that proper financial planningfor thefutureof afamily
businessmust include consideration of two dimensions—the family’ sdesires and
intentionsfor the business, and strategic planning for the businessfuture.

Statisticsgathered by the Family Firm I nstitute (www.ffi.org) suggest that afamily firm
only hasalin3chanceof reaching the second generation. Y et few businessfounders
believethat their businesswill bethe oneto fail. Thereasons why so many family
businessesfail to survive haveto do with the waysthat family consider ationscan
overwhelmbusinessrealities, and their consequent lack of focuson the need for
businessrenewal. Thisdynamic arisesfrom the unique quality of thefamily business—
that peoplefromdifferent generationsof the samefamily may sharemanagement and
ownershipinthebusiness. Not every family member inheritsownership, and not every
family member worksin the business. But those who do, or want to, often make their
decisionsbased on personal rather than businessconsiderations.

Familiesand businessesoften havedifferent criteriafor making decisions, which
negatively affect thebusiness. Deciding to hire someonebecausethey areafamily
member, for example, canleadto unqualified employeeswithmajor responsibilities.
Dividingincomefromafamily businessamong successorscan alsoleadto conflict,
however itisdone. Inafamily, parentsusually want to treat their offspring equally, while
abusinessusually paysfor thejob and performance. So, when siblingswork ina
business, arethey compensated according tofamily values, inequal measure, or for the
work they do? Added tothat, if afamily member isan owner, they areentitledto
dividends and distributions. Familiesfindthemsel vesinvalueconflictsbetweenthe
businessand family. Inasimilar way, authority inafamily isdefined by birth order,
whileafamily member may havedifferent seniority, capability and fitinabusiness. Can
ayounger sister superviseher big brother? Canonesibling fireanother? Thisisdifficult
inafamily business.

Thekey strategic planning challenge planning for thefamily businessisto helpthe
family negotiatethe boundary and val ue differences, between being afamily and being a
business. If they make agreementscovering theseareas, and understand and agreeon
why they arethere, thepossibility of destructiveconflictisdiminished. Toachievethis,
thefamily can utilizetwo overlapping, interrel ated, but quite different planning teams.
ThefirstisaCouncil of family members, whosetask isto deal with“the Businessof the
Family,” thedevel opment of anew generation of family members, regulating thefamily
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members' involvement in the business, and aigning the businesswith the family’ s plans.
The Council expressesthewill of thefamily inrelationtoitsbusiness.

But thefamily council a one cannot design thefuture of astrong family business. The
planning processmust al so deal with businessrealities, hel ping the business develop and
innovateal ong pathsthat aresometimesdifficult for afamily toallow. Thisisachieved
by convening a pro-active business Boar d of Dir ector swho represent the needs of the
business. Different elements of planning are carried out by each of these entities.

TheCouncil containstheactual membersof thefamily (frequently includingin-laws,
young adultsand family memberswith no connectionto the business), whilethe Board
containsthe representatives of the family ownersto whom are delegated the oversight
and devel opment of the business. While somefamily membersmay bemembersof both
groups, each onehasitsown function. Thesetwo groupshave something likethe
following relationship:

The Business of the S IheBusipecs of tho
Fearnily

Business
Directors
_ﬁ.

Increase Shareholder Value

Blel/=l0p Self Estearn

Financial plannersareideally suited to present such complexity tothefamily. Asthe
family’ sadvisor, they safeguard their major assets, of whichtheoneof greatest valueis
the business. In planning for afamily with abusiness, thefirst step isto help the family
understand the need for aseparatefamily Council in additiontothebusiness’ Board of
Directors. Thefollowing sectionspresent thekey i ssuesthat the Council and the Board
may take on to plan effectively.

The Work of the Family Council

Planning isnot anatural functionfor afamily. Family membersspend alot of time
bumping up against each other, and rather than plan, they try tofind afast way torestore
family harmony. They devel op habits of avoiding issues, denying problems, and keeping
secretsfromeach other. If anissueiscontroversial or upsetting, familiesoftenlearn not
totalk about it, or to talk with everyone but the personin question. Evenrelatively
functional familieslimit their communication with each other. This becomesaproblem

for planning.
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Enter afinancial planner who beginsto ask controversial questions:
e  Whowill runthebusinessin thefuture?
e Whowill ownit?
o What aretheexpectationsof financial participationfor thosewhoworkin
the business and those who don’t?
o How will decisions be made?

Thesequestionsproducedifficultiesbecausethefamily isnot organizedto answer these
guestionsasabusiness. They tend to act asafamily, dealing with each oneasasingle
instance rather than anticipating them and making binding policiesand decisions. The
financial planner canto guidethem through the processof answering them.

Thekey family members—parents/businessownersand adult siblings, perhapsspouses
(who often work in the business)—must gather to define answersto these questions. This
isoften something that thefamily hasnot done. The businessowner and thefew family
memberswho work in the businesstend to take care of the businessontheir own. The
financial planner or other businessadvisor will haveto makethe caseto thefamily that
they needto conveneasaCouncil to discusstheseissues. Elsewhere, | havepresentedthe
processof conveningafamily meeting, organizingitand hel pingthefamily negotiate
conflict (Jaffe, 2004, Jaffe, Goldbart and DiFuria, 2003).

But just getting together may challengethefamily’ sestablished communicationand

power structures. For example, if afamily isdivided about which sibling shoul d become
the next CEO of the business, or does not want to talk about who is being paid what by
thebusiness, they will resi st getting together for adi scussion of thefuture. Somebusiness
owners will say—" Thisismy decision, and minealone, so why should my children be
involved? Asaplanner, you might agreethat thisis so, but suggest that sincethereisso
much potential for controversy, thefamily needsto get together to discusstheplans, or to
hear and react to plansformed by the founder.

Thefamily council must plan to secure the future of their family enterprisesin four areas:
e Missionand Vaues
¢ Next Generation Development Plan
¢ Guidelinesfor Family Involvement
e Ownershipand Transfer Policies

Mission and Values. Planning isbased on assumptions, and many family business
owners make onesthat may not be correct. For example, if afamily hasathriving
business, they assumethat of coursetheir childrenwant it to continue, andto be partners
initsownership and management. But somefamily membersmay want other things—
they may want to createtheir own businessesor other careers, and they may want the
family’ smoney to support them moving in thesedirections.

So before deciding thefate of the business, thefamily hasto defineitsown futuregoals
for each individual, and asawhole. Where does the businessfit in? What doesthe
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businessstand for? Thesequestionsarebroader thanjust thebusinessdirection. The
family must look at its own values—about generating wealth, spending or savingit, and
how it wants to be remembered in the community. Thefamily council can explorethe
valuesandintentionsof their ol der generation, and thetal entsand desiresof theyounger
one. Thismay |ead to conversationsabout values, money, and desiresfor thefuture. This
life planning precedes discussion of the businessfuture, becauseif thefamily understand
each other, and hasagreed ontheir valuesfor the business, they haveaframework for
deciding how the business should run.

Next Generation Development Plan. When you ask clients what they want from their
wealth, they most often say that they want their childrento haveagood |ife. They are
concerned that their children will not find afocusfor their lives, or that they will live

only to spend the family wealth. Parents want them to find something useful, worthwhile
andfulfilling. Toachievethis, each young person can beasked toformulateaPersonal
Development Plan. If necessary, they might consult acareer coach or counselor. While
thismay not decidethefuture, it raises questions and brings datainto the equation that
may take then beyond the obvious choices.

Whenthefamily hasabusi ness, working there often becomesthe path the children want,
or feel compelledto choose. Entry into thebusinessistoo often an unconsciouschoice,
made for the wrong reasons—obligation or becauseit is easy. Some members of the next
generationdo not think beyondit. They enter without outsidework experience, and soon
they feel (or actually become) unsuited for work anywhereelse. They aretrapped, and the
businessistrapped with them.

A family planning their future should ideally ask their heirsto think about what they want
todowiththeir lives, with the businessasachoicethey makeonly if itisappropriate.
Each family member should have the challenge, and opportunity, to develop their skills.
Aspart of planning for thefuture, thefamily should consider how it supportsthejob and
career choicesof family members. It may encouragethemtothink beyondthefamily’s
business, which istoo often like never leaving home.

Not only theyounger generation needsadevel opment plan. Theelder, thebusiness
founder, also needsto look at hisor her personal development intermsof what heor she
want to do with their lives outside of, or apart from the business. When they have a
personal development plan, itiseasier for them to makethetough decisionto disengage
fromthebusiness, and let go. Unlessthey find someplace meaningful togo, they will be
back.

Guidelinesfor Family I nvolvement. Is thefamily for the business or the businessfor
thefamily? Thefamily must decidehow it will treat family memberswho want towork
inthe business. They need to set rules for entry—what does afamily member haveto do
to get ajob. They need to define how compensation isdetermined, how performanceis
evaluated, and what perksareavailabletofamily members. Do all employeesget carsor
credit cards, or just family employees?Do al family membersget carsasgifts?Or a
house? The family that wantsto give giftsto each other hasto learn the difference
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between doing it asabusinessor personal matter. If therearenot guidelinesor rulesfor
these areas, conflict isinevitable.

The Council setsclear expectationsfor entry to thebusiness, toreinforce that working
thereisnot aright, or aform of family welfare, but aprivilegefor someonewhois
accountabletothefamily for results. Thisisabusinessval uethat must beintroduced to
family membersbeforethey develop acontrary senseof entitlement.

Asafamily growsanditsbusinessdevel ops, they must become moreexplicit about these
matters. Most familiesdevel op rulesthat set job qualificationsfor work, and move
toward paying market ratesfor employment. But at the early stages of the business, when
thebusinessreally isan extension of family, it may devel op the habit of using the
businessasafamily perk. Onceafamily isused to things—Ilike season tickets—it is hard
to changeit without those affected feelingitis“unfair.”

Strategic devel opment meansthat afamily desiring to grow their businessacross
generations, shoulddevel opafamily charter or Constitution (see Jaffe, et.al ., 1998) that
statestherulesand expectationsintheseareas. Strategic planningincludesaplanfor how
family involvement will unfold.

Ownership and Transfer Policies. Asafamily grows, its members/owners may need
incomefromthebusi ness, and thebusinessmay need capital for development. What are
the guidelinesfor family member distributionsvs. retaining earnings? Therearefamilies
who harm the long-term devel opment of aventure because moreand morefamily
membersfeel entitled to acertainlevel of income.

Many family businessfounderswant nothing morethanfor their businessestoremainin
thefamily. But thedegree of ownership, and how theinheritancewill bedeterminedisa
matter of some consequencetotheheirs. Will they eachinherit an equal share, or will the
family membersin management inherit more?What istherationalefor thedifference?
Who control sthe business, and what aretherightsof minority family owners?Will
family membersinheriting lessownershipreceiveany other assets? Canafamily heir

who has ownership sell their sharesto another family member or to anon-family
member? How does that happen?

Each of these questions deeply affectsthefuture of the business. One of the most
important areasfor planning istheprioritiesfor each of thepossibilitiesinfamily
management and ownership. While many familiessay they need to keep their options
open, thefamily should consider which directionthey aremorelikely to go. They must
ask about thefinancial needsof the next generation, and how will thebusinessprovide
for them? Many afamily businessthat provided agood incomefor one or two families, is
not designed to providethe samelifestylefor ahalf dozen.
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Thegreatest challengefacing thefamily council ariseswhenthey try to decidewhether to
let go of control or ownership of thefamily’ slegacy business. At sometimeabusiness
will stop growing, and thefamily will haveto ask itself whether it should diversify into
other areas, to providegreater opportunity tofamily membersor grow their wealthmore
quickly. But the family may feel obligated not to sell, and therefore hold ontoo long.
Thisdecisionrightfully belongsto both the Council and theBoard of Directors, each of
which haveimportant perspectiveson the choice.
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The Board: Planning the Strategic Business Future

TheBoard' sprimary task istolook at the businessindependently from the family’s
needs. Thisgroup hasadifferent purposeand usually composition, than thefamily
Council. TheBoard usually includesthekey businessowner and may includefamily
memberswho play key roles. But unlikethefamily council, it might alsoinclude key
non-family executives, and independent non-family directors or advisors.

Thefamily council tellsthefamily and the businesshow they want peopleinvolvedinthe
business, and what values, rulesand policiesthey want to follow. But thefamily is
looking after itself, and isnot focused on business concerns. The Board must help the
family seewhat ispossible, and how it can havewhat it wants. Thefamily wantsthe
business to be an enginefor thefamily’ slivelihood, and the Board will often haveto
challengethefamily, and even set somelimitson pay, distribution or family involvement.
They also act asthe check and balance so that family membersdo not go outsidewhat is
healthy or legal.

Thefinancial planner often servesasthe bridgehel ping thefamily beginto createa

boundary and differencebetweenitsfamily council and businessboard. Theplanner must
help family membersunderstand why thisboundary isnecessary, and how to createit.
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The businessboard focuses on four areas of strategic planning:
e Business Renewal

Capital Needs—Business and Owners

Key Employees—L eadership Team Succession

e Succession Governance

Business Renewal. Business development is often graphed as an S — curve, starting
slowly, then sloping upward for aperiod of fast growth. Over time, which can be of any
duration fromyearsto decades, the curvelevelsoff and even drops, asthebusiness
matures. Businessrenewal involvesre-igniting the engine of growth to begin anew S
curvethat growsout of thetail of theold one. However, too many businessesflounder,
decline, or go out of business, rather than innovate and devel op.

Thefamily businessisparticularly challenged around renewal. Over time, the very
qualitiesthat brought it success—Ioyalty, service, consistency, and persistence—can
becomeliabilities, favoring the status quo over change:

Renewing the Business to Avoid Stagnation

Over time, the virtues of the family business can become problems, making it
difficult for the business to develop and evolve:

Value loyalty over results

Difficult to let anyone go

No new blood shaking things up

Don’t confront the founder or each other/harmony reigns

Oriented to past triumphs rather than future
No long range plan for development

Little innovation in systems or products
Focus on existing markets and customers

n
n
n
n
n Focus on internal politics/power struggles rather than customers
n
n
n
n
n Employees lack ability to handle new demands

Following thefamily’ svaluescan makeit difficult for thebusinessto plan for change.
Theshadow of thefounder, whosevisionary energy becomesthewill of thebusiness,
makesit difficult for successors—whether family or non-family--to let go of old ideas
and people.

Y et business successrestsin having aplan to renew and innovate, and a staff that is
dedicated tothat. It al so needstheresourcesto makethat happen. The Board hasto
challengethebusinessfor adevel opment plan, and to allow the best of theleadershipto
move ahead.
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Capital Needs—Businessand Owner s. The business faces competing demandsfor
resources. Thefounder and family want their rewards, whilethebusinessneedscapital
for expansionand devel opment. Thebusi nessplanning processmust takeaccount these
two sets of needs, and either manage cash, borrow to invest, or arrange to buy out
impatient or unrealisticowners. Thefutureof afamily businessoften restswith acapital
campaignthat allowsthe businessto gather aninfusion of cashto develop, by re-
capitalizing family members. Theyounger generation often arrangesto buy out their
elders, or their siblings. They may take oninvestorsor offer sharesto non-family
employees. Thefamily may shiftitsfocus, and beginto seeitself not astied to onelegacy
business, but as having a portfolio of investments.

Key Employees—L eader ship Team Succession. The family often spendstoo much
timedealing with conflictinsidethefamily about who will |ead the business, to pay
attention to the nurture and devel opment of non-family talent. It is adelicate balancing
acttowork for afamily business, and many highly capabl eleaders shunthem, because
they fear thereisno placeat thetop for them, and that their capability will beignored by
ahighly political family environment. Too often, they are correct.

Thestrategicfutureof thebus nessinvol vesdetermining thenext generationleadership
team; not just thetop person, but al so several capabl e peoplewho areyoung enoughand
dedicated enough to lead the company to the next level of devel opment, and not clones of
the founder.

The care and nurturing of non-family executivesisnot just about paying themwell. Itis
about making surethat asthegeneration shifts, therearenot just placesfor family
membersto haveimpact, but offer power and authority to non-family leaders. Many of
thestrongest family busi nessesrepresent partnershipsbetweenfamily and non-family
leaders, each with their own strengths.

Succession Gover nance. Succession of generationsisnot an event. It often takesplace
over many years, with along period of cross-generational partnership. Aslife spansand
careerslengthen, so do thenumber of yearsthat two generations, eventhree, work
together. The Boardisoften responsiblefor setting thetermsof the shift between
generationsand monitoring each stage of the process. Thepresence of independent elders
ontheboard who arerespected and listened to by the patriarch or founders, hel psmanage
thedifficult processof letting go and allowing the next generationtotake over. These
eldersalso areavailablein the case of an emergency that removesakey member of the
older generation,

Thetask of successiongovernanceisnot simply selectingthenext leader. Thebusinessis
not aprize or atrophy. Rather, it isdevel oping the talent, focus and resourcesfor the
businessto continueto be successful. Often, thetal ent isdispersed inthefamily, or
between several managers, and someform of shared|eadership emerges. Theanswer
regarding whom should |ead the business can often be resol ved by the people of that
generation, rather than for them.
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Planning in Two-Dimensions

Strategic planning for afamily businessisatwao-dimensional process—Iooking at the
businessfuture, but also understanding that such futurelieswithinthe context of family
ownershipand control. Thetwotypesof planning can proceed either consecutively or
concurrently. Thefamily looksafter itsbusiness, asdoesthe board. Each group hasa
different slant and set of concerns. Thefamily often hearsitsown issues more loudly than
those of thebusiness, but aplanning processhasto ask how thefamily can achievewhat
it wantswith theactual businessit has. Thesetwo planning processesinclude someof the
same peoplein both groups, and the choices of each impact on the other. So, the best path
isfor thetwo groupstointeract in many ways, not just through asinglefamily leader or
liaison, but through aset of clear communicationlinks. Thefinancial planner oftenhel ps
thetwo groupswork together.

A family thatisseveral yearsfromagenerational shift shouldbeginitsplanning process
actively. They must formafamily Council, and utilizeitsBoard of Directorsasan active
force. Theboard cannot do its planning without having input from the family about its
desires, valuesand priorities. Theprocessoften continuesover several years, witheach
groupworkingonitsown, but al so having frequent communication andinteraction. The
family businessis such acomplex system, that only acomplex and multi-faceted method
of planning will be ableto help it move ahead.
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