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Imaginethat you areawhitewater river outfitter and guide. Y ouareguiding your extended
family on awhite water trip and each nuclear family isrowing aboat of their own. Now imagine
that thereisarapid somewheredown streamthat hasonly been successfully navigated by 30%
of the partieswho have ever runtheriver. Y our family isdepending onyou, or aguideyou
have chosen to get you all safely through it, or to get everyone off theriver beforeyou get tothis
dangerousrapid.

The problemisthat you arenot surewheretherapidis, or whether you will havetimeto scout it
beforeyou areaready init. Inafamily businesses Succession isthe name of that big rapid.
Thefamily inthiscasestudy hasrunthisrapid and livedtotell thetal ethreetimes, but they have
had casualties.

Four Generations of Family Business Evolution

This case study isahistory of the Madigan family and the company they have grown for 91
years--from 1922 - 2013. Aswith all family businessesthat survive beyond thefirst generation,
theMadigan’ sstory isaninteractionof family dynamics, management requirements, and
ownership issues. Their sagacoversfour generationsof thefamily and several stagesof the
businessfrom itscreation after WW!I into the second decade of the 21st century. By the
transition of ownershiptothefourth generationinthe new century thefamily had divested itself
of all ownershipintheoriginal company and had formed afamily officeto managethecollective
investments of the family.

Whileitisalong and complicated saga, our focuswill beonfour pivotal scenesthat mark
transition pointsin the history of both thefamily and the business. These scenesare:

Scenel.  First Attempt: Two Generations Working Together
Scenell. Mother’s Choice: Overcoming Crisis

Scenelll. Revolution: Impatiencein the Third Generation
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ScenelV. A New Century: Creating a Dynasty
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Early History

Founding
Thefounder of thiscompany and family patriarch, Alex Madigan (b. 1893), wastheonly

surviving child of Englishimmigrant parentswho had becomefarmersinthe Midwest by thelate
1800s. Alex’spaternal grandfather had been ablacksmithin England and hisfather had |earned
thetrade beforeemigratingtothe US Asaresult Alex grew uplearning hisgrandfather’ sand
father’ stradeintheshop on hisfather’ sfarm. Asateenager Alex showed considerable
aptitude for metal work and wasableto earn extraincome by taking on tool making and
equipment repair projectsfor neighboring farmers.

Hecontinuedtolearnabout metallurgy intheNavy during W.W.1. Upondischargemoved back
to the Midwest to work in amanufacturing shop inatown near hisfamily’sfarm. Hemarried
Sarah, hischildhood sweetheart, and within ayear, they had thefirst of their threechildren,
Frank, followed withinayear by Robert, and two yearslater, their only daughter, Joyce.

After both hisparentsdied, he used the money from the sal e of thefarm to open hisown shop
werehespecialized in making metal trailersfor farmsand local meat packing plants.

Family History

Aswith many businessfounders, thefocusof Alex’slifewashisbusiness. He wasvery good at
hiswork, agood provider, and tried to spend timewith hiskidswhen they wereyoung. But
their childhood wasgonebeforeheknew it. All threechildren werebornwithinfiveyearsof the
founding of the business so hiswife Sarah did the mgjority of their rearing. Thislack of timefor
thekidswasmost difficult on Frank, the ol dest, who wasoftenin conflict with hisfather. The
boysand Alex did not haveaharmoniousrel ationship. Alex would occasionally play withthem,
butwasnot very involvedintheir lives. Frank and Robert were constantly fighting each other,
andto get hislimited attention. Robert wasonly oneyear younger than Frank and learned al ot
about what not to do from what he saw happen to hisbrother. Consequently, Robert became a
favored son, but never felt fully recognized for hiscontributions.

AsJoycegrew up shebegantofollow in her mother’ sfootstepsand tried to make peace
between themenin her family, but sheand Robert alwayshad the closest relationship. Alex’s
easi est rel ationshi p waswith hisdaughter, Joyce, who wastheyoungest. Shewasfirst family
member to goto college, and later shebecamean elementary school teacher and eventually a
principal. Shemarried John, who impressed the family because he had been to college and
evenearned an MBA. Heworked for alargecompany inthecity, and quickly advanced up the
corporate ladder.

Alex awaysintended for hissonstojoinhim, evenif it wasnever formally discussed. So Sarah
was glad when both of her sonswent towork for their dad because she hoped working
together could reclaim someof the* water under thebridge.” Shewas saddenedto seethe
argumentsAlex and Frank would get into about the business. On several occasionsshetaked
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Frank out of quitting. Sheoftenwishedthat Frank could* bitehistongue’ theway Robert could.
Throughout out all of thisRobert remained “the quiet one” inthefamily and at work, going
about hisdutieswith dedication, if not alot of energy or creativity.

The Growing Business

Thecombination of Alex’ sskill, hisnative business sense, and luck madeMadigan
Manufacturingintoathriving business. By the 1940shemadelarger trailersfor trucking. Over
the next two decades, the company became aleading producer of large metal containersfor the
shipping industry.

By thelate 50s Alex had grown the business from asmall one-man shop into acompany with
620 employees. Themajor productswereindustrial trailers, metal storagesystems, and
prefabricated metal buildings. Themetal building product line had begun through agovernment
contract during theK orean War, and had been themaj or factor in thegrowth of the company
since then.

Alex’ sonsFrank and Robert had grown up in the business and, except for military service, they
had never worked anywhereother than M adigan Manufacturing. Frank wasPlant Manager, in
chargeof themetal shelving plant, and Robert had thetitleof VPfor Salesand Marketing.

The key non-family member, Hugh Waller, was VP of Operations. He had started with the
company asan estimator, but hisgregariousnessand technical skill wassoon obviousto
everyone. Withinafew years, hehandled everything havingtodowithmanufacturing, and Alex,
who was in charge of sales and finance, looked to him for everything. Hewasabout tenyears
older that Alex’ soldest son Frank. He had been the person who got the company inthe metal
building businessand Alex was often heard to say that Hugh had made him arich man. Both of
Alex’ ssonsrelied on Hugh, but al so saw him asapotential roadblock to their advancement.
Alex feltindebted to Hugh for wherethe company was, and gavehimahugesalary,
substantially morethan Frank or Robert. Thiswasasourceof somebad feelings, but neither of
them would ever admit it or talk about it, except with their wives.

Family Business Dynamics

Thefamily dynamicsgreatly influenced thebusiness. Frank and Robert had periodic
confrontations, with long periodswherethey ignored each other. It was | eft for Alex and Hugh
to handlecommuni cation betweenthem onissuesaffecting thebusiness. Alex had goodrelations
with Robert, whowas quiet and looked up to him, and confrontationswith Frank, whowas
more expressive of hisfeelings, and who had many new and different ideas about where the
businessshould go. WhileFrank nominally worked for Hugh, hehad arrangedto run hisplant
pretty autonomously, whileHughrantherest of theoperations. It wasaseach brother had their
own organizations. When things got particularly bad between the boys, or between Alex and
Frank, Sarah would sometimestry to bring them together.
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Theserelationshipsmadeit difficult for thecompany to get together onany new policies,
products or innovations. The tension tended to maintain the status quo. Since the company was
profitable, and each of thekey menwasdoing very well, why change things?

However, inthelast few years, that product linehad begunlosing money. Frank wasadamant
that they needed to get out of somelinesof businesswhile Alex wasjust asadamant that the
market wouldimprove. Hughtendedto beneutral, or favor Alex’ view that the statusquo was
best. Peoplejust needed to bewatched and pushed to do better, washisphil osophy of
management.

Each sonhad visionsof succeeding Alex, and saw Hugh aspart of Alex’ generationwhowould
stepasideinoneof their favors. They gaveno thought to working together, or what they would
dowithout Hugh and Alex. Their singleambition wasto runthe company. However, thiswas
something that wasunderstood, but not tal ked about. Neither of themwasabout to bring upthe
subject of successionwith Alex, unlessheinitiatedit.
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Scene .
First Attempt: Two Generations Working Together

Year: 1958
Setting: A birthday party for Alex on his65th birthday.
People present: Alex and hiswife Sarah (age 65).

Frank (age 39), oldest son, and hiswife, Virginia.
Robert (age 38), middle son, and hiswife, Ellen.
Joyce (age 36), youngest daughter, and her husband John.

Scenario

Near theend of the party Alex announcesthat he has somethingto talk about. Everyoneison
edge because Alex hasthat tone of voice heuseswhenever hehashad alot todrink. He
begins, “Now Frank and Robert, you boys have been working at the plant since you were
teenagersandit istimeto start thinking about who isgoing to run the show after | am gone. We
have about 600 familiesinthistownwho depend onthe salarieswe pay. Which one of you
thinks you have what it takes to run this show?’

Y ou could cut thetensionintheroomwith aknifesince everyone sensesthat thefamily isonthe
edgeof avery destructiveconflict. Thewholefamily knowsthat both Frank and Robert are
waliting for their chance to becomethe next leader. Frank isthe oldest so he could bethefirst
choice, but heand hisfather areproneto bitter argumentsso everyonewondersif Robert will
bethechoice. Theway thequestion hasbeenraisedit feelslike Alex isgoing to make his sons
fight for leadership. Hedoesn't expressany preferences, but standsback and waitsto seethe
effect of hisremark.

Theawkward silenceisbrokenwhen Joycewhose husbandis CFO of alargefood company in
anearby city, speaks. “Y ou know Dad, John has recently talked to you about the way they got
anew president down at the meat packing plant and the problemsthey havehad sincethen. |
think itisimportant to point out that both Frank and Robert haverealy madealot of
contributions to your company and that thereisan important placefor both of theminthefuture
of thecompany. Frank, Robert, how do you guysfeel about what Dadisasking?’

Alexleansforwardinhischair, clearly upset, withavery red face. Helooksdirectly asJoyce
and says, “Joyce, | don’t think | asked you for your damned opinion. If you think you aregoing
toweasel your way into getting your husband into running thiscompany just becausehecan
keep afancy set of books, you have another think coming toyou! 1f your brothers can’t speak
up for themselvesthey don’ t have any businessrunning my company! Andif they don’t have
what it takes, by God, | will find someonewho does.”
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Just then some of thegrand children raiseafussoutside and everyone but Alex gets up to see
what isgoing on. Thefamily usesthisasan excuseto makeahasty exit and theissues of
succession aren' t discussed again.

Questionsfor Discussion

* How dothefamily patternsand dynamicslimit what thefamily does, and what they see as the
possibilities?

* How aretherolesand responsibilitiesunclear, intermsof creating an effectivestructurefor
development of the business?

» What needsto change?

» How could you approach these issues?

» How would you bring up these issues?

» With whom?

* Supposethat youwere Alex’ smost trusted businessadvisor. About aweek after thebirthday
party, Alex’ swifecomestoyour officeandtellsyouin private about what happened at the
party. Shethinksyou may bethe only person who can influence Alex. Y ouwant to help Alex
and continue to advise whoever his successor may be.

» What would you say to Sarah after you heard her story?

» What would you do to help your most important client plan for and implement the

success on process?

» What would methe most uncomfortable part of thischallengefor you?

* If youwerecalled upon by either Robert or Frank after thisevent, how would you advise
them? What would you do?

» What predictions can you make about the future of thisfamily and itsfamily business?

* Asan advisor, how do you believe you can influence the outcome?

* If youwereonly ableto draw from eventsor storiesinyour ownfamily of originfor wisdom
to help thisfamily, what would your family legacy haveto say to you?

* How do you see Alex’ sfamily legacy affecting hisbehavior?
» How could you help him expand the possibl e responses?
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Scenelll.
Mother’s Choice: Overcoming Crisis

Tragedy
INn 1961, at age 68, Alex waskilled in an auto accident. Hiswife Sarah and their three children

Frank, Robert and Joycesurvived him. Thissudden death created turmoil andwrenching
changesinthefamily, aswell inthe management and ownership of thebusiness:

Year: 1961, two weeks after Alex’ ssudden and untimely death
Setting: Alex and Sarah’ shome.

People Present: Sarah, Frank, Robert and Joyce.

Scenario

Theonly estate planning Alex had donewasawill, that he had not discussed with anyoneinthe
family. Init he gave 90% of the company stock to hiswife Sarah, and 10% to his most valued
executive, HughWaller, now 52. Therewasa so anoteto Sarah attached tothewill. It
strongly urged that she appoint Hugh president of the company intheevent of Alex’ sdeath,
since he thought neither of their sonscould bewilling to work for the other over thelong haul.

Sarahreadthewill with only her children present. Shewasvery concerned about how her sons
would react to the note suggesting Hugh’ spromotion. She asked Joyceto cometo meet with
her early to talk about what she should do about the boys, and about Hugh, in hopesthat Joyce
would help to ‘“keep the peace.”

All threechildren, whileshocked and somewhat numb, had obviously beenwondering what
would happen to ownership and management of the company. They only learned afew days
beforewhen their mother called themeeting that Alex had actually left awill.

Sheread thewill and Alex’ snoteto her children. While she had expected al ot of anger, she
was till shocked by what Frank had to say to her. Hefelt hismother would be betraying himiif
shemadeHugh CEO. Hesaidthat hehad only tolerated hisfather’ sarrogance and unfairness
because she had asked him to, and now shewasstill doing exactly ashetold her todo. Hetold
her that if shewent through with her plans, hewould be out of her life and that shewould never
seehischildren again aslong asthey wereunder hiscontrol. All of hisyearsof rageat hisfather
becamefocused on hismother and he said horriblethingsto her.

WhileRobert didn’t say anythingit wasclear that hewasalso furious. But hehad alwayshid
hisfeelings. When hisbrother stormed out of the house saying hewasfinished with hisfamily,
Robert sat quietly for afew minutes. Then hetold his mother he would have to consider his
plansgiven her intentions, and hetoo |eft her house.
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Questions for Discussion

» Why isthisannouncement so volatilefor the family?
What is at stake for each person?

» Still assuming you had been Alex’ sadvisor:
» Whoisyour client, now that Alex isgone?
» What would be your counsel to Sarah regarding successionif she consulted with
you before her meeting with her children?
» What would be your counsel to Sarah regarding successionif she consulted with
you after her meeting with her children?

* Ineither case how woul d advicefrom atraditional accounting perspectivediffer from that of
an account specializingin family businessissues?

» Would your advicebedifferent if you werethe new accountant brought in by the new
Hugh Waller after he was appointed acting CEO?

» Which appearsto comefirst, the family or the business?
 From whose perspective? Why?

» How do you decide what is best for the business?
» How does your judgment affect the family members?
» How isthat important in your advice?

» How could you have set up the meeting so that the outcome might be different?
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Second Gener ation--Conflict and Estrangement:
The Fallout of |nadequate Succession

Effectsof theCrisis

Sarah had alwaysbeen upset to see her sons Frank and Robert lock horns. Shermembered
vividly that waswhat Frank had donewith hisfather. Shedidn’t want to haveto choose
betweenthem, andinfact, shedidn’t see either one of them having the capability tolead the
company. Shecouldn’ timaginethemworking together, or being ateam. Both brothersfelt they
werebest suited to lead the company but sincetheir mother now owned 90% of the stock, the
decision regarding succession wasup to her. Unableto choose between her sonsand lacking
any businessexperienceshefeltimmobilized. Finaly, after another conversationwith Joyce,
Sarah went ahead and promoted Hugh Waller, who had been the VP of marketing, into the
position of “acting CEQ.” She expected thisto beonly transitional, until she was ableto think
thingsout, and get Frank and Robert to changetheir attitudes. But shestill wasn't surewhat she
wanted for the business.

Management. Frank was so upset over thisdecision that heleft the company and went to
work for acompetitor. Robert almost did the same but Joyce persuaded himto stay on. He
soon settledinto hissubordinaterel ationship with Hugh, who became permanent CEO.

Family. Robert, married, with four sons, wascomfortablewith Hugh' ssuccession, having
acknowledged hewasnot aleader. Heremained qui et and somewhat distant, both at work and
fromhisfamily. Hewasaloner, who enjoyed solitary hobbies.

Frank brokeoff all tieswiththefamily hurting hismother greatly. That riftinthe family was
never healed.

Owner ship. Sarah began gifting her stock to Robert and Joyceimmediately and selling
additional sharesto Robert. When shediedin 1973, Robert owned 60% of theshares, Joyce
30%, and Hugh Waller owned the remaining 10%.

Frank, who had hardly seen hismother since heleft thebusiness, wasleft $10,000 dollarsin
cash.

Joyce, withadvicefrom her husband, took her ownership seriously, but decided not tobean
active shareholder. While shewas on the Board, shefelt she had an obligation to support her
brother. Her husband stopped asking what washappening inthecompany, ashebecamea
leader in his own company.
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A Third Generation Enters The Business

Family Development

Robert married Ellen, who becameadutiful, traditiona wife. They had six children. Ellen came
fromalower middleclassfamily. Shehadlotsof rulesabout what to do, and, wanting alarge
family, put her “ duties’ above having fun. Whilethey could have afforded help at home, shefelt
more comfortable doing thework herself, feeling that waswhat was expected of her. Since
Robert workedlong hours, shefelt somewhat lonely, but enjoyedraising first four active,
energeticand alwayschallenging boys. After having four boys, shewasfurther delightedtohave
thefirst of two daughters, to complete her family.

In 1973, when Robert turned 50, hissonsageswere Ed, 30: Jerry, 29; Pete, 27 and Hank
was?24. Their sisters, Graceand Nancy, were 26 and 20 respectively. Asitturned out,
Robert was afather in theway Alex had been, agood provider but distant. All of Robert’ sfour
sonsworkedinthebusinessfromthetimethey graduated college. Robert wasvocal about
encouragingall of hissonstowork elsewhereif they wanted to, only one of them, Pete, did
because working in the company wasthe only way to be closeto their father.

Petewasaffectionately known astheblack sheep of thefamily, because hetended to confront
and question hisfather about how thefamily did things. Heworked inthe company for about 5
yearsafter college but left because hefelt therewasno room for hisideas.

Noneof thewomeninthefamily had ever worked for any length of timeinthe company, and
the expected role for thewomen wasavery traditional one. Both daughters were comfortable
inthisrole, aswere Jerry and Hank’ swives. However, Ed and Pete'swivesgrew out of these
rolesasthey matured, andthey actively resisted their own daughters indoctrinationintothe
family'straditional expectationsfor women. Thetension over these gender issues grew, but
usually stayed beneath the surface. Whenthey did comeout it wastypically intheformof a
debate between Robert, and either Ed'swife Donna, or Pete'swife, Betty.

A magjor factor in this generation of the Madigan family was thefact that Ed wasa"second
string parent" tohissiblings. Thisbeganinearly childhood when hisfather, Robert, worked
long hours, and Ellen wasl eft to carefor six very activekids. Donnawasquick to point out to
Ed that he had sacrificed hischildhood to the needsof hissiblings, because hisfather wasnever
around. And her unhappinessgrew over theyearsasshe cameto believethat Ed wastill
doingit. Shevoiced the opinionthat hewas sacrificing hisrelationship with his wife and kids
withthelong hoursheput inrunning thecompany. Shesaw thispatternwith Robert and Ellen,
and had heard the samewastruewith Alex and Sarah. She, however, wasnot satisfied with this
situation. Her belief wasthat Ed was apawn of hisfather's quiet need to control the family by
making hissonsdependent onthe business. Astimewent on, shefelt smothered by this.
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M anagement | ssues

In1970 Madigan M anufacturing entered thecontainerized freight businessand after aslow first
few yearstheir profitsbegan to soar. The company wasstill led by thenow venerable Hugh
Waller, whowasabout to turn 60, and now carried all theauthority of Alex, eventhough his
busi nessacumen and personality werelessimpressive. Robert’ ssonsEd and Jerry werein
management positions. Ed had studied engineering, and wasDirector of Engineeringand
Development. Jerry, like hisfather, waslow-key and ran one of the plants. Hank was coming
along as amarketing manager.

Ed, the oldest, and most competent, was sure, however, that none of his brotherswould be
similar positionsinany other company. Hefelt that the success of the company had been based
first on hisfather'sgenius, and Hugh Waller'sorgani zed competence, and now on hisown
technical capability and good relations with employees.

Much of that hard work focused on putting out personnel brushfiresleft by HughWaller. While
Hughwasmasterful with customers, hewasatyrant with employees. Hedidn' t tolerate
disagreement, and ran the company likethemilitary. Astimeschanged, Hugh did not. Whilethe
company paidwell, therewasnoroomfor anything but lockstep conformity. Robert wasquiet,
and seemed largely unaware of growing dissatisfaction.

Ed, however, wasagreat peacemaker and highly respected by the employees. Ed began when
metal shopswereaplacefor skilled|aborers, but theindustry was so technical now that they
had atotally different kind of employee, andthey wereincreasingly hardtofind. Personnel
issues came to a head in the early 80s, when 30 empl oyees, somewith over 15 yearsinthe
company left over aconflictwithHugh. They didn’t feel thecompany waswillingto utilizetheir
skills, and despitewhat it paid, it wasn’ t enough for the pressurethey wereunder.

In 1987 Hugh Waller, now in his70s, announced that hewould beretiring. It seemed likely that
Edwould succeed him. But Ed wasnot sati sfied with the company, and what it wasdoing to
him. Hewasn't surethat he wanted to take thison. But, asthings had been donein hisfamily for
threegenerationsnow, hedidn’t feel freeto confideeither in hisfather, or to say toomuchtohis
brothers. Hefelt hisfeelingswoul d not be seen asjustified and hewould be seen asdisloyal to
thefamily. Planning, except in anarrow sense of technical, product and market projections,
continued to belargely neglected.

Soon after High’ sannouncement, Ed went into adeep depressionthat ultimately required
medication. Under prodding from hiswife, he beganto consider taking aleave of absence from
thecompany. Intherapy Ed cameto believethat the depression wasaggravated by the
constant need hefelt to choose between the needs of hiswife and kids, and those of hisfather
and brothers. Ed knew that hisfather wasa "benevolent dictator” but didn't see hisfather or his
family being assinister and "dysfunctional" ashewife adamantly believed themto be.
Meanwhile, Ed'sfamily wasvery concerned about him.
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Ed'smarriagewasincreasingly threatened by hisresponsibility to the company. In September
of 1987 Donnaasked for atrial separation. Thiswassuch ashock to Ed that he promisedto
leavethecompany to savehismarriage. Edthen called ameeting of hisfather, hissiblings, their
spouses, and his Aunt Joyce.

Ed’sAnnouncement; Sept., 1987

Ed, Robert, andthethreeyounger brothersmeet monthly to discuss management issues. Ed
deci dedto usethismeeting to announcethat, based onthispsychiatrist’ srecommendation, he
wants to take a one-year sabbatical from hiswork in the company.

Edbeginsby saying, “| have something | need for all of youtoknow. Asyou aready know |
have been battling with thisdepression for sometime. Themedication | havebeenonhasonly
been marginally successful, and my wife has had about all of my depression that she can take. |
need tofocuson salvaging my marriage, and | need to ask for aleave of absencefor ayear to
seeif | can pull myself together.”

Ed’ syounger brother Pete says, “ Ed, we need to give you whatever you need to get well. We
haveall depended onyou alot, probably too muchinthelast few years. But what if you don’t
get better? What do you think we should do then?’

“Well,” Edsaid, “I havethought about that, and | think we need to find someonefrom outside
thefamily to runthe company after Hughleaves. Actually, I think we should bring themon
before heleaves. | am sure Hugh will befinewith being phased out.”

“Asfar asl’mconcerned thereisno reason to look outsidethefamily.” Robert interrupted. “|
think with sometime Jerry will beafine President for thiscompany”

Edwas speechless. Jerry was by no meansready to be considered for |leadership. Infact, he
had very littleconfidencein Jerry’ sever becoming aleader. Petewasawild card, but he wasn’t
near ready. But Ed knowsthat even though hisfather ownsvery little stock in company
anymore, noneof hissiblingswill goagainst their father’ swishes. Themeeting endsand hedoes
not presstheissuefurther.

Owner ship I ssues

By 1987 Robert had transferred almost al of hisstock to hischildrenand their spousesgiving
10% of thecompany stock to each couple. But thefamily stockholdersstill treated himlikethe
sole owner of the company. Neither Robert's sister Joyce, who owned 29%, nor his children,
who controlled 60%, would ever defy Robert'swishes.

TheBoard wasmade up of Robert, Joyce, Ed, and two family advisors. It had formal meetings,
but no discussion of issuesor thedirection of thecompany. Themeetingsweredominated by

discussion of salesfigures, whichwereuniformly positive, and theexpectationsthat thingswoul d
continueto prosper. Therewasan annual distribution that wasenjoyed by thesharehol ders, and
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thefamily executiveswereall very well paid. The company was fat and happy, and there was
little thought of the future.

WhileEdtook hisleaveof absence, he continuedto talk to Robert about theneed for outside
leadership for thecompany. It took six monthsof hard meetingswith hisfather beforehe
acquiesced. But heonly agreed to picking an outsider whowould bearoundfor threeyears,
andwhosejob it wasto groom brother Jerry to bethe next CEO. Ed and hisbrothersthought
that thiswould mean the end of the company because Jerry'shad never had more than amid-
level management positioninthecompany, and had atraditional management stylevery much
like that of Hugh Waller.

Ed had heard of two compani esthat specializedinexecutive placement infamily businessesand
proposed that they look into these compani es. Robert, however, suggested aformer employee
of hisfather'swhowasnear retirement, knew theindustry well, andwouldrelishfinishing his
career withan assignment like hewoul d have at Madigan. Everyone but Ed thought that this
would be agreat choice.
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Scenellll.
Revolution: Impatiencein the Third Generation

Year: 1989
Setting: Board Meeting
People Present: Robert (age69), Joyce (age 65), and hissons, Ed (46), Jerry (45),

Pete (43), and Hank (40).

Scenario

During thistransition period, Robert asked Pete, Jerry and Hank jointheBoard of Directorsin
preparationfor Hugh'sretirement. At their second board meeting, Robert and Ed brought up
the question of the outside CEO once again.

Robert outlined his choice. When Ed rai sed theissue of the new CEO answering to aboard
composed of family memberswho heal so supervised, Robert commented that they weren't
looking for someoneto” givethe company away to.”

Edfinaly exploded. Hetold the members of the Board, who were aso hisfamily, everything
that wason hismind, including histotal lack of confidencein hisyounger brother, and hisstrong
belief that the company would fail without anon-family CEO who was more than afigurehead.
He voiced hislack of confidencein Jerry’ scommitment or ability, and he questioned whether
either Peteor Hank would devel op the capability torunthestill growing business. Hewanted
thebusinessto bealegacy for hischildren, and, if it wasn’t managed effectively, hedoubted that
would cometo pass.

Heal sotold them that hefelt that theway their family worked neither he nor hissiblingshad
permissionto beadultsuntil their father dies. When hewasfinished hisaunt Joyce spoketothe
family. Shehad talked many atimesto her nephews about how the business was going, and she
realizedthat it wastimefor amajor change.She had cometofeel that they needed to exercise
their responsibility asownersto makethebest decisionfor thecompany, evenif it would make
things difficult for family members. Shesaid her brother wascontrolling everyoneout of habit
and that thewholecompany wasin danger unlessthey beganto act like adults. Shenoted that
he had transferred all of thereal authority inthe businessto hissonsand Hugh, and that hisrole
was largely symbolic.

Ed then made amotion to remove Robert from the board, and Joycejoined Edto votea

majority of thestock infavor of themotion. They then authorized Ed to engage an executive
search firm to find areplacement for him as CEO. Robert was stunned, and heleft theroom.

Aspen Family Business Group P. 15 Madigan Family Scenario



Questionsfor Discussion

» What do you think the consequencesof thisaction will beon thefamily, and the business?
» Asabusiness advisor, what would you suggest was needed in the business at thistime?

» What do you think thefamily advisors, who were also membersof the Board, weresaying to
Robert about the company’ sfuture?

» How could they haveraised theissues earlier?

» Assuming that you are a primary advisor to the company, what would be your counsel to Ed
about finding someoneto take over |eadership of the company?

» What if Robert and his sonsask you collectively for your advice?

* |f Ed approached you about creating an advisory committeeto deal withleadership
succession, what kind of memberswould you suggest?

» What would beyour approach if Ed had consulted with you previously about hisplans, but
you got acall from Robert to find out the best way to groom Jerry for leadership?
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Scene | V.
A New Century: Creating a Dynasty

Aftermath--M anagement Transition

By April of 1990 Jerry had resigned from the company and taken ajob hisfather arranged for
him elsewhere. Ed returned to the company the next year, but at areduced level of
responsibility sincethe new Board of Directors had found areplacement for him.

Thenew CEO wasagood |eader from alarger company, who had hisown visionfor the
company, and anetwork of contactsthat greatly expanded thebusiness. Hewascompensated
with incentives that gave him substantial rewards asthe company grew and thrived.

Family | ssues
Robert and hiswife Ellen put their house up for saleand moved to Arizonawherethey laid low

for about ninemonths, but slowly, after several visitsfrom Joyce, they beganinviting their
grandkids down to visit.

Robert'sinitial feelingsof betrayal by hisson Ed and the othersthat voted him off the board
faded withtime. After hisbrother Frank had aheart attack, hewas shaken by what the business
ventures had done to his relationship with hisbrother many years

ago. Hewasableto make peacewith hisbrother beforehisbrother'sdeath and resol ved not to
let past businessissues come between hischildrenand him.

But his second son, Jerry, was not able to put the past behind him. The consequences of
rebellion of thefamily agai nst Robert |ead to apermanent estrangement between Jerry and the
rest of hisfamily, especially with hisolder brother Ed. Robert was pained to seethat his
relationship with hisown brother, Frank, had been recreated between hisfirst and second sons.
Jerry never workedinthefamily company again, and rarely cameto family gatherings.

Jerry wasjealousof thesuccessof theoutside CEO because healwaysthought he should have
had a chance to lead thecompany. When Jerry'sbrother Hank | eft management because he
could not fit into the new organizational culture created by thenew CEO, hebeganto bemore
sympatheticto hisestranged brother Jerry. However, most of thenext generationwas
supportive of both the CEO and their uncle, Ed who was chairman of the Board of Directors.
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The Family Council

INn 1994 Ed and hisaunt, Joyce, and their spouses, felt the need to bring the family together, and
felt that the business was becoming more and moredivisivefor thefamily. Whilethey enjoyed
thebenefitsthat their wealth brought to everyone, thenegativefeelingswereasourceof painto
them. Ed had pulled hismarriagetogether, and wascloseto hischildren, and Joyceand her
husband had a close family aswell.

They decidedtoformaFamily Council to deal withfamily and businessmattersoutsideof the
board, and educatethemselvesand traintheir childrento become stewardsof thewealthfor
which they would someday beresponsible. They invited Robert and Ellen to join the meetings,
and Ed evenreached out to Jerry. At first Robert wasreluctant, but hissister, Joycewasexited
about theidea, and convinced himto attend. Ultimately, Robert and Sarah a so camenorthto
attend the annual gatherings.

Jerry cametotheFamily Council meetingsbut hispresenceand contributionsweretypically
disruptive, and seemed designed to underminethenew leadershipinthefamily. Heseemedto
be on thelookout for disagreement between other family membersthat he might use for hisown
purposes. Onsevera occasionshehad been successful inamplifying discord, but generally
family membersavoidedinteractionswith Jerry asmuch aspossibleand hisisol ationmadehim
even more resentful. But in spite of Jerry’ sbehavior, hisson and daughter werewell liked by
their cousins.

M anagement | ssues

Ouitsideleadership of thecompany came about with the passing of Robert'seraof control. Ed,
Peteand Hank and their first cousin, Joyce' sdaughter Alice, stayed in the company but by
2002 only Aliceand Edremained. Edwastheonly family member onthe executiveteam.
KevinWilson, the CEOthey hired, wasfamiliar withthedifficultiesthat could ariseinafamily
business. He only agreed to take the job if there were no more than two family memberson the
Board of Directors, and at least 4 non-family board members. Ed and Alicewerethetwo
family memberswho remained on the Board.

Kevin, thenew CEO eventually brought somerather startlinginnovati onsin management and
Hank could not toleratethe new atmosphereinthe company. Heleft about the sametime
because hefelt hehad lessand lessauthority in management decisions. But if hewereunhappy
asan old guard manager, he could not complain asan owner because the company entered a
period of unprecedented growth aspart of aboom ineconomic activity inIndiaand China

Thefamily’ sinvestmentsby thistimehad becomeacomplicated portfolio of holdingsthat
ranged from commercial real estate, manufacturing, atrust company, and aconstruction
company. Edbecame President of the Trust company and waschairman of theboard of Alex
M adigan Enterprises, theholding company for al of theM adigan family companies.
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The Owners Group

In thefounding generation there had been one owner, Alex. Inthe second generationtherewere
two owners, Robert and Joyce. Inthethird therewere --Robert's 6 children, and Joyce's 2.
Joyce began gifting her stock to her daughters, and one of them, Alice, left her job asDirector
of Personnel at alarger company tojointhefamily business. Robert’ schildrenall shared
ownership equally.

Inthefourthgenerationtherewere 17 owners, withvariousplanstotransfer further ownership
to that generation in process. In thefifth generation there will be asmany as 25 owners. The
busi nesshascontinuedto grow, and theownersbeganto be separate, and havedifferent
concerns, perspectivesand experiencesfromthemanagersof thebusiness.

Conflicts between owners had caused divisionsinthefamily in every generation. Inthefirst
decadeof the21st Century tensionsdevel oped that crossed generational lines. Peteand Hank
wereincreasingly uncomfortableinthekindsof businessesthe company wasinvestinginand
they pressured to stay in sectorsthat they knew, and could personally understand.

But a significant number of thefourth generationwereinterestedinanincreased focuson
international investments, and hightech communications. Theseyounger family memberswere
constantly pressuringto divest thecompany of someof itsoriginal holdingsand enter new
venture capital markets.

An offer by a Korean-based multinational company to buy M adigan Manufacturing and most of
itssubsidiaries|ed to amajor conflict among two factions of the family. Onefaction took a
positionthat thefamiliesbusinesseswereinstitutionsintheir communitiesandinsomecasesthe
major employer. Thesefamily membersbelievedthat sellingtoforeign ownerswoul d betray
their loyal employees, sincethe new ownerswould have no concernfor thecommunitiesthat the
companies supported.

Eventually, thetwodisgruntled brothers, Jerry and Hank, focused their resentment onthe
family'sinitiativeto createaphilanthropic trustin memory of the patriarch and company founder
Alex Madigan. They next generationwantedtofocusthephilanthropiceffortsonearly
childhood education and programsthat supported poor familieswith young children. Thetwo
uncleswere opposed this direction, and complained that the family was becoming "bleeding
heart liberals' who wanted to throw money into abottomless pit.

Theother factionfelt thefamily'sprimary responsibilitieswereto thefuturegenerationsof the
family, and to continue funding the philanthropic initiatives for which the family was known and
admired. They basedtheir positionontheir financial advisorsstrong recommended that the
family divest themselvesof their original companiesand position assetsindifferent markets.
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Family Governancefor a New Century

In 2002 thefamily further developed the structure and nature of the Family Council. They
decided that family memberswho did not work in the company would lead the council. The
Directorsof the Family Council were given the task of overseeing the activities of the council,
and setting policy for thefamily regarding their collectiveactivities. Thefour mainfunctions
overseen were:

» The Educational ActivitiesCommittee funded college for the younger family
members and sponsored collective educational resourcesfor thefamily during annual
retreats.

A VentureCapital Fund for family members who wanted to start their own
companies

* A Board for the Madigan Foundation that gave to the community, and

*» A Family Office which had responsibility for thelong termfinancial planning for the
family assets.

Each of these groupswasled by one of the Directors of the Family Council.

Questions for Discussion

* How can an advisor help the Family Council to oversee the complex web of family and
businessinvolvements?

» What roles could the advisor takein thisoperation?

* Should it be alimited role?

» Would it be helpful for the advisor to take abroader role?
* Whoisyour client if you work with the Council ?

* How will the Council be ableto mediate the conflicts?

* Isthefamily too tied together?
* Should they separate holdings?

» What arethekey considerationsthat you, asadvisor, should makethefamily awareof intheir
governancestructure?
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