Investing in the American dream

Thefive Ly brothers arrived as @oat peopleCfrom Vietnam. Today, their Sugar
Bowl Bakeries are a $35million opeation. Now they face a new challenge-- preparing
the next generation for leada ship.

By Dennis T. Jaffe

Thefive Ly brothers, owners of San Frandsco® populr Suga Bowl Bakery
chan, came to America as refugees from Vietnam in thelate 1970s As boa people,O
they lacked money, knew little English and had no American relatives to hdp them get
settled. Thebrothers and ther wives at first foundwork as kitchen assistants, dishwashers
and newspaper carriers.

Once established in ther new home, the Lys began to follow ther entrepreneuria
dream. Like many refugees from Southeast Asia, they became bakers, avocationthat did
not require English fluency. In 1984 after a brief attempt to start a baking busnessin
patnership with some family friends the Ly brothers pooled thar savingsto purchase
what became thefirst Suga Bowl Bakery at Balboa Street and 37th Avenuein San
Frandsco® Outer Richmond neighbothood which has a sizeable nurmber of Asian
residents.

The Lystook advantage of each attractive oppotunity tha arose, and ther
company gradudly expanded. Today, Suga Bowl Bakeries encompasses six retall
bakery/restaurants and a growing wholesale opeation whose cusomers rangefrom
luxury hotelsto the Cogco chan of discountstores. The enterprise employs more than
300 people and generates annud revenues of more than $35million, up from $150000in
1984.

Middle brother Andrew Ly, 51, isthepresident and CEO. Eldest brother Tom, 60,
the charman of the board, oversees cash management. Theother three brothers are vice
presidents. Binh, 55, isin chargeof retailing; Sam, 50, handles produd development and
internaiond markets; and youngest brother Paul, 48, isthetreasurer.

All the sisters-in-law work for the company except for Andrew@ wife, Cindy,
whois afederal government employee. And of the 12 members of the second generation,
seven are now working in the busness and devel oping as leaders -- preparing for the day
tha the company evolves from asibling partnership to a cousn consortium.

Asafamily busness adviser who has known theLysfor ayear (asafriend, notas
aconailtant), | have seen how thebrothers applied thar traditiond family values and
combined each individud® natural talents to expand into new markets, without
sacrificing ther family@ intimacy or specid traditions Asthey have faced each
successive level of busness chdlenge they have devised new ways to maintain ther
unity and focus

Ther story demondrates how afamily can evolve entrepreneurial busness
structures to overcome common pitfalls. At each stage of development, thefamily
confronted a choice -- to remain where they were, or to moveto the next level in terms of
size and complexity. Rather than stay at acomfortable plateau, theLys chose to build for
thefuture. Ther current chdlengeisto mentor thenew geneation for leadership
postionsas they continueto developther variousopeaations



Coming to America

TheLy family origindly came from the Chiu Chow region of China ChungLy,
the brothersCfather, was a farmer whoimmigrated to Vietnam at age16in 1931,during
the Japanese occupdion of China He madethejourney by himself onfoot, by boa and
variousother modes of trangportation, and took very few possessionswith him. Chung
Ly, now 90, met hiswife, Sau Thi Ngo, in Vietham, andthear children were al bom
there. (Sau died in 199.)

Thoughther parents wanted to send thefive Ly brothersto school, thewar
precluded all but Paul from finishing high school. Tom went to Saigonand Binhto the
city of Bau Lieu to work. Andrew later joined Tom in thesmall textile factory Tom had
set upin Saigon

After thecommunist takeover, the family tried several timesto escape Vietnam
by boa. (During oneunsuccessful attempt to flee the county, Andrew was shot at by the
Vietcong,and oneof his companionswas killed.) By 1982,thebrothers and ther parents
had al arrived in San Frandsco. Each had come via a different route, first spending time
in refugee campsbefore arriving in the U.S. Paul and Sam initially went to Texas and
then cameto California

Inthose first yearsin the county, thefamily received housng and job-huning
assistance from Catholic Charities and purchased their clothing and household items from
secondhand stores. From the start, ther god was to work wherever they could untl they
saved enoughto buy ther own busness.

In 1981, after theLys had scrapped the joint venture with ther friends Sam began
frying traditiond Chinese donusin his home kitchen and selling them to local Chinese-
owned markets. Sam@ donutventure took off, and the Lys came up with about$40,000
to purchase thefirst Suga Bowl Bakery. The brothers and their spouses began working
there; those who had other jobsmoonighted at thefamily bakery.

Inthose early years, family members were the only employees. They had no plan
other than what Binh refers to as Gnoving ahead step by stepO-- earning enoughmoney
to suppot thar families.

Thebusness began to proge after Sam decided to begin serving Vietnamese
food, which no other neghbohoodeatery was doing at thetime. The brothers al'so started
ddivering baked goodsto coffee shopsand convenience stores.

During thistime, Andrew, whowas living with Sam@ family, was taking English
courses and hdping outin thebakery at nightwhile also working at school to cover his
expenses. After heobtained his GED diploma, at the suggestion of his English ingructor,
Andrew enrolled at City College of San Frandsco, where he studied information systems.
Thefamily encouraged him to continuehis education and provided financa suppot. In
1986Andrew completed his B.S. degree in busness administration at San Francisco State
University.

By this time, the family@® success had broughtthem to acritical jundure. They
had saved money togeaher, butthey al had different ideas aboutwhereto invest it. Tom
had partnered with arelative to invest in an apartment building in San Jose, butthe
family withdrew from the patnership at the urging of Andrew, who thoughtit wouldn®
generate enoughincome to suppot al five families.



After much debae, they decided in 1986to invest in real estate for a second
bakery on Mission Street in Daly City near the San Frandsco border. The building had a
retail storeinfront and roomfor wholesale baking in the back. Andrew and Sam worked
at this location alongwith Sam@ wife, Lindg and Paul@ wife, Lisa. Paul, Tom and
Tom@ wife, HuaTran, worked with Binh at the BalboaStreet location. The busness
modd thefamily established was a collection of small, pesond opeations

Building a company

Since they couldn®find afinandal inditution that would lend them money in the
1980s the brothers persuaded the sellers of the Mission Street building to finance thar
mortgage With little access to credit in thos early years, the brothers used thar own
savingsto expand thar busness.

Agan on Andrew( recommendation, the brothers boughtanother propaty in
1990.Thepurchase of this building, on San BrunoStreet in San Frandsco, was financed
by World SavingsBank. Theinterest structure was undtractive at first, butthe brothers
note tha thedrop in interest rates in recent years has worked to ther advantage Tom and
HuaTran |eft the BalboaStreet location to manage the San Bruno Street facility, leaving
Paul, Binh and Binh@wife, Ten Thai, to managethe BalboaStreet store.

By thistime, Andrew -- the brother with thestrongest English-languaye skills
and themod formal education -- had emerged as theleader. He learned how to talk to
banks get funding, nework with cusomers and suppliers, and develop busness
relationships When Suga Bowl incorporated in 1993, Andrew became the CEO. This
represented a break from tradition, Andrew notes: On Asian family culture, the oldest
adways has themog say and power,Oheexplains Theissue posed a chdlengefor the
Lys, butthey ultimately recognized the advantage of naming aleader who was well
suited for thejob, according to thefamily. As CEO, Andrew reports to the boad of
directors, which congsts of hisfour brothers. All the brothers are equd owners of the
company.

At first, Andrew@ growth strategy made some of his brothers unessy. Themore
congrvative family members, who were accusomed to running a small busness, wanted
toinvest in lessrisky ventures. At first, only Andrew and Sam were willing to take the
risk of opening a manufacturing opeation. But Andrew paiently madethe case for
growing thebusness. Thebrothers had invested in his eduction, and now hewould be
able to repay them by creating oppotunities for all of them.

Astheroder of cusomers grew, Andrew and Sam decided to look for abigge
facility, which would enable them to expand Suga Bowl@ wholesale division. In 1993,
the brothers acquired a building on Toland Street and indalled heavy machinery in the
largekitchen. Thislocation, nowthar main facility, spansnearly ablock and indudes
offices and retail space; youngest brother Paul runsthe Toland Street retail store. The
expanson was cogly, since theLys needed to hire more personnd and increase thear fleet
of ddivery trucks. But by thistime Suga Bowl was well known in the community, and
new oppotunities continued to arise.

Family governance )
The LysO@rothersOCoundlOis ther core govenance structure -- amonthly
forumfor thesblingsto work outthear differences and chart ther future. Coundl



meetingsare informal events where different ideas can be shared and explored. Andrew
often presents plansfor growth and devel opment, but he mug have full suppot fromthe
others before proceeding. The brothersOwives, who receive salaries for ther work in the
busness, are conddered thar husandDemotiond and busness partne's. But thewives
do not participae in the brothersCcoundl. The men jointly decided to represent thar
wives rather than induding them as coundl members; they reasonel tha it@ hard enough
to get five people to agree on an issue, let aloneten.

Orhere@3 aways oneperson who disagrees,OAndrew says. He explainstha he
builds consnsusvia a collaborative leadership style. Or ou make sure wha you say is
what you do,OAndrew says. Or outell [theothers] clearly what you want to achieve and
howyouwill doit.O

Theemphasis on clarification has its advantages, Andrew notes. (Having to be so
clear and trangparent forces you to really think thingsthroughOhesays. My brothers are
there to make me do thingsmore thoughftully. | have to make sure tha thingsare
successful so the skeptics bdieve in me.OY et he and his brothers aso recognize when it
best to back off, hesays. Ve know how to yield when disagreement is too intense. | put
it aside, and in some cases | try to get it donethe next time. When yourun afamily
busness, emotionscan be high. Since there are high stakes for everyonein certain
decisions | knowtha you haveto doalot of duediligence aboutdecisions so that you
don®betray family members or your employees. When emotionsare too high, you pull
back and wait. Aslongas you are persistent and bdieve in yourself, youwill be
successful in getting your god accomplished.O

Tom, the eldest brother, echoes Andrew@ point. ONe are very open with each
other -- too open, in fact,OTom says. OVhen someonewants to do something that the
others don®want to do, you have to convince them; then they undestand.O

TheLys, who see each other admog every busness day, regularly talk informally
amongthemselves. Thefive brothe's, sometimes alongwith members of thenext
generation, aso hold quaterly board meetings The entire extended family gahers
annudly for an important non-business occasion -- ChungLy@ annud birthday party, a
day of celebration and respect for the pdriarch.

Fast growth

Over the past two decades, the company has become much more than a chain of
retail bakeries. It has grown throughinnovdionsand the creation of new divisions The
company@ food-service opeaation began with ddiveriesin the Bay area. On the early
B0sOexplains Tom son Mark, the company@ director of sales, (bekeries were closng
down, losng money. This was our oppatunity to make produds for hotel bakeries, and
this grew as different chefs came to us We became the bekery for several large hotels.O
In respong to cusomer inpu, the company created new baked goods induding
danishes, croissants, blueberry bars and cusomized cakes. Qe became a cusom
bakery,OMark notes, Qleveloping different thingsfor different hotels.O

Thenext step was to expand into packaged items for supamarkets and large
retailers like Cogco and Safeway, for which theLys have developed several successful
creations induding Petite Palmiers, Madd eines and Petite Brownie Bites. Of you have
onehit produd,Osays Mark, Qhen they want more produds from you.O



The company@ exponential growth has necessitated clearly defined roles,
accountbilities, gods and structure. The busness, begunas a partnership, becamea C
corporation in 1993.1t3 set up this way to allow multiple optionsfor future growth,
induding acquiring othe busnesses and the possibility of going puldic. An IPO, Andrew
notes, would make it easier to reward the company(@ long-term employees and fundthe
brothersCretirement.

Still, Suga Bowl remainsaflat organization, where communication, fast
response, hard work and speedy innovaion are expected. Of a big cusomer wants a
produd, we are fast,Osays Binh@ son Michael, thedirector of purchasing and cost
andyst. OVe develop it quickly -- within weeks if necessary, induding packaging and
design.OAs the company grows, there are some concernsthat the Lyswill have to
develop greater formality, but as of now, thekey managers bdieve ther roles and
expectationsare sufficiently clear, thefamily says. The management team -- conssting of
about20 managers from al the company facilities -- gaherstogeher for quaterly
meetings

The next generation

With seven members of the second generation working at Suga Bowl -- an
unugudly high number -- onewould expect agooddeal of compditionfor space. But the
younge Lys say tha before they joined the busness, each onecarefully consdered wha
role he or shewould take, based on ther talents and capabilities. The second-generation
family employees currently work in middle management, and several are overseen by
nonfamily managers.

They grew upworkingin thebusness -- busng dishes, cleaning up and doing
errandsafter school. They didn®attend after-school programs or participate in sports
because they had to beat work. QVe all worked in thefirst retail store and all wentto the
bakery after school,Oeldest cousn Mark recalls. Ot was our recreation. It was located
near the beach, and we would meet there after school and do wha we could. Thefamily
could not afford day care, and we watched each other. Now we each have different
circles of friends butbecause we grew up togeher, we are comfortable working
together.O

Sam@ son Steven, 28, | eft collegeto join the busness and was given
responsbility for local sales. Heis nowthenaiond sales manager andis pursuing a
bachdor@ degree from San Frandisco State University at night Kevin, now 26 and the
executive pastry chef, entered the busnessright after high school. Mark, 31, joined the
company after Kevin. Asthe sales director, Mark works closely with Steven.

Binh@son Michael, 30, entered in 2004 after earning a bache or@ degree. in
busnessfrom UCLA and workingin theinformation technology indudry for several
years. He was named purchasing director because of his experience and negotiation
skills. Binh@daughter Laura, now 25, joined afew months|ater, after a period of travel
following her gradudaion from UC-Santa Cruz. QVe had a vacant spotin marketing,O
recalls her unde Andrew. GBhe didn® have experience, but she has the persondity for it,
and it was open, so we decided shewould try thisfirst. We foundtha her naural skills
werein P.R., so shebecame our new P.R. manage.O



Michael and Laura@ brother Hugh, 28, who began working at the company in
2004, 0oversees warehous opeationsand inventory. Wholesal e sales manager Joe
Pickens 34, whois married to Tom@ daughter Jennifer, started in 2003

QDf course, there was lots of pressure from thefirst generation to enter the
busgness,Osays Mark, who holds a bachd or@ degree in busness from San Frandisco
State. But growing upin theU.S. with so many options | wanted to look at them. The
bakery busnessis notthe mog glamorous It has longhours -- waking up early -- and
took away our sodal life when we were youngO

After college Mark worked at banksand an auto-body shopbutrealized the
family busness would yield greater oppotunities. Even at his youngage, henotes, O
find myself sitting in meetingswith presidents of large companies, much bigge than
ours, goingto dinnas andfundions 1@n at thelevel of older executives, usudly the
youngest of agroup. This oppotunity was given to me by my parents and undes. If |
weren®part of this family, | couldn®climb as fast. But you have to provethat you can do
thejob, or else you have to leave.O

Unlike thar parents, the second generationis pad at market rates. They are
regularly evaluated informally by Andrew. QWe al have full power to do wha we think
is best for the company,Osays Michael. QVe don®have to go throughlayers; it is jus
onestep to the CEO, whoisourunde. He gives usthe freedomto improvethe company
any way we want to -- to take risks.O

Thesuccession decision will be madejointly by the five brothers, but Andrew
will take aleading role. Orhey are dready fighting for supremacy, OAndrew says. Q want
to train them early and groomthe ones who are thebest to beleaders. Not necessarily the
ones| like thebest, butthe onewho cares aboutit mog, has thetalent and the paience to
take the busness ahead.O

Mark admits tha currently, noneof them isready. Orhe biggest chdlengefor us
in learningisthat it is overwhdming,Ohe says. ONVe are learning every part of the
busness and want to be completely prepared. Andrew isteaching usalot. He lecturesto
us andinvolves usin meetingswith large cusomers, and talks to usby email andin
lundhes every week. This keepsusall onthesame page There mightbea 15-year
interview process before succession to leadership.O

Orhenext generation is very westernized, butwe are a close family, OAndrew
says. OThey al carefor thebusness, and | work very closely with them. | want them to
know tha we have to be unsifish or we will notgrow the busness -- nobodywill look
upto youO

Part of his training regimen involves keeping arecord of the next generation®
accomplishments. QVly brothers ask me every day abouthow they are doing OAndrew
says, Gnd | let them knowwhois going well.OHe gets together with each one
individudly and schedules weekly lunches with all of them together. O want them to see
what | do every day, and know thereasonsfor howwe will diversify and grow,OAndrew
says. Ve sit down individudly or al together and talk abouthowto work together as a
family or with nonfamily members. | make sure we care for each other, and they learn
how notto forget the bigge picture.O

Wha@ next for Sugar Bowl Bakeries? The company is growingfast but
manageeably -- at arate of more than 30% ayear. Nine out of thelast ten years, it has
moved up in the San Francisco Business Times’ list of the region® fastest-growing



companies. TheLys envisonthar company reaching $100millionin sales, with
expangon occurring primarily in produd development and manufacturing rather than
retail.

They see several major trandtionsahead. If they raise capita by attracting outside
investors or going pubic, ther tightfamily control will have to give way to theneed to
respondto other owners. This also meanschdlenges for the second-generation family
members as they moveinto leadership roles. There may be pressure to recruit talented
leaders from outside the company. Thetwo generationswill have to develop the
infrastructure and levels of organization suitable for alarger busness. This may strain
thar informal systems of communication and execution. But they make it clear tha
whatever direction they go, ther family andits values will continueto play a centra role.
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SIDEBAR
Ly family values

Why have thefive Ly brothers been able to overcome conflicts tha often destroy
othe family busnesses? From our convesations | have distilled a set of valuestha are
embedded deeply within thefamily@ DNA. These values are reflected in the LysCfamily
stories, which they tell each other regularly. They emphasize ther connection to ther
heritage and history.

Respect for parents: All of the LysOvalues hearken back to the Confudian ethic
of respect for parents. TheLy brothers discuss with thar children the example set by ther
parents, who harbored a deep respect for all people and a sense of partnership within the
family. They are careful nat to disappoint ther parents because they are aware of the
sacrifices the parents made for them.

Unity: Thefamily opeates as oneunit, pooling money and working together.
They seethebusness asbang runfor thebenefit of thewhole family, andfor the next
generation. Even before they came to the U.S,, thisvaluewas deeply ingrained.

Sacrifice for the next generation: Each generation respects the sacrifices thar
elders madeonther behdf. Family members undestand that individud sacrifices and
pooled resources enable thefamily as a groupto achieve godsthat otherwise would naot
bepossible.

Respect for differences: The brothersQparents taught them al to coopeate -- to
respect and listen to each pother. They respect individud differences and are committed
to taking thetime to resolve conflicts opimally.

Building for the future: TheLys dor@rest onthdr present success. They don®
take money out of thebusness unnecessarily; they invest in thefuture to make sure
everyonecan beapart of it. They live smple lives and invest in the American dream.

Communication and informal structure: The company has aflat structure, with
few layers of management. Everyoneisin continual communication with each other.



Decisionsare made quickly, and everyoneisinformed. Thebrothers, the second
generation and thekey managers talk several timesaday aboutopeaations projects and
progress.

Accountability to family: Each family membe mug set an example, out of
respect for ther parentsGsacrifices. Thenext generation seems to have little sense of
entitlement; they feel that thefamily® past success carries with it an obligation to
continueit. Leadership and advancement are determined by success and capability, not
on&3 postionin thefamily, representing a dight departure from Chinese tradition.

Focus on innovation: Thebusnessis sharply focused on cusomer service and
innovdion throughnew produds. TheLys are continudly developing new produdsin
coopeaationwith their cusomers, and they can create and manufacture anew produd in a
matter of weeks.
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CALLOUTS:

CSinoqthere are high stakes for everyone you have to doalot of duediligence, so
tha you don©betray family members or your employees,Osays CEO Andrew Ly.

Q@f 1 weren® part of this family, I couldn® climb as fast,Osays second-generation
membe Mark Ly. But you have to provetha you can dothejob.O



