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Reinventing a family dynasty

After morethan acentury, thePitcairn heirshang together by
shifting their foc ustotheir privatetrust company.

By DennisT. Jaffe, Dirk Jungéand Joseph Paul

The odds against afamily sustaining awealth-generating financial engine
for morethan ageneration or two are staggering. When afamily dynasty
sellsits company and sets out asafinancia family in new investment
directions, theoddsagainst sustaining the samelevel of wealth generation
areevengreater. Y et five generations after thefounding of what isnow
PPG Industries, Philadelphia sPitcairnfamily isleveragingits wealth by
creating anew vehiclethat seeksto sustain ahigh rate of return for
generationsto come.

Given their druthers, most fifth-generation heirswithout afamily
company would just assoon go their separate waysand do their own
thing. But by sticking together, the 200-some heirs of John Pitcairn enjoy
important financial benefits, not to mention aresource network that
wouldn’t otherwise be availableto them.

ThePitcairnfamily legacy stemsfrom John Pitcairn (1841-1916), a
Scottish immigrant who co-founded Pittsburgh Plate Glass Company in
1883. By theturn of the 20th century, the company produced 65% of the
plateglassmadein America. Over theyears, therenamed PPG Industries
flourished, and thePitcairnfamily shareholderswererewarded.

Sevenyearsafter their father’ sdeath, John’ sthree sons—Raymond,
Theodore and Harold—formed The Pitcairn Company, afamily officeto
look after thefinancial affairsof the estate and maintain voting control of
PPG whilethey pursued other careers. Raymond represented the family
interestsat PPG and wasengaged in building the Swedenborgian Bryn
Athyn Cathedral outside Philadel phia. Theodorewaspassionateabout the
artsand pursued acareer intheministry. Harold, alifelong aviation
enthusiast, founded an air mail servicethat eventually led to the formation
of Eastern Airlinesand hel ped devel op the Pitcairn Autogiro, a precursor
to the helicopter.

Each of John Pitcairn’ sthree sonshad ninechildren, and by 1950 there



were 61 descendants of the founder. In the 1960s the family office
formalized aninvestment department to meet the needs of therapidly
growing family. Thefamily officeal so pioneered thecreation of several
important programsfor itsfamily shareholders: anannual report, an
annual meeting and educational programsfor the children.

By its50th anniversary in 1973, the Pitcairn family office had grownto
more than $200 million in assets—this after paying out more than $750
millionin dividends. Whilethereturnsfromthefamily’ slarge stakein
PPG produced much of thiswealth, it wastimefor the family to look for
moredynamicand diversified investment vehicles.

Thenasnow, the Pitcairn heirspursued adiversevariety of careers. They
are contractors, doctors, artists, musicians, videographers, photographers
andteachersaswell asenvironmental scientists, psychotherapists,
massagetherapists, investment advisers, rea estatedevel opersand
venturecapitalists. Somefamily memberswanted towithdraw their
money or manage their own investments. After considerableanalysis, a
decisionwasmadeto liquidatethe personal holding company, which
required thesale of almost all of the assets, including thefamily’ sPPG
stock. For thefirst time, the Pitcairnfamily separateditself fromthe
company it had founded. In 1987, thefamily officereconstituteditself as
aprivatetrust company, Pitcairn Trust Company, located inthe

Philadel phiasuburb of Jenkintown, Pa. Instead of managing only the
family’ smoney, the trust company would manage outside clients’ funds
aswell.

Thisstrategy represented ahuge paradigm shift for thefamily. Inmaking
it, the Pitcairnsfollowed thelead of other large privatefamily offices,
suchasBessemer Trust, Rockefeller and Glenmede Trust, which had
followed asimilar path.

Why didthePitcairn heirsdecideto transformtheir privatefamily office
into a multi-client wealth management firm? For onething, it would
improvetheir ability to attract and retain quality professionalsonthe
staff. Ownership could now be shared with management. And bringing
non-Pitcairn family clientsinto the mix—uwith their ability to “votewith
their feet” if they don’t get results—would exert additional disciplineon
the staff that the captive family membersthemselveslacked theleverage
toimpose. Aboveall, thefamily perceived thetrust company asan
opportunity to vastly expand thefamily assets.

No morethan three membersof the Pitcairnfamily haveever actualy
worked at Pitcairn Trust Company at any onetime. So aspart of the
transition to amulti-client family office, the Pitcairn heirsworked out a
aovernancestructurethat reflected several clear desires. They wanted



continual feedback about the business, they wanted to ensurethat younger
generationswould participate, and they wanted the new businessinitiative
to beguided by a“Mission and Principles’ document.

Working with thefamily business consultant Peter Davisof the
University of Pennsylvania sWharton School, they collectedideasfrom
about 90 family members. Thekey concernsof family members soon
emerged:

* Defining the limits of trustee control.

* Succession planning for family trustees.

* Determining theroleof family directors.

* Ensuring family representation on the company board.

 Developing awritten description of the key duties of senior officers of
the corporation.

» Maintaining anongoing “freeassociation” policy that would allow
family membersand their truststo withdraw their fundsand obtain
serviceselsewhereif they chose.

Thefamily governancestructurethey designed called for two boards. The
traditional Pitcairn Trust board of directorsconsistsof tenfamily

directors and four non-family directors. (The current board represents
three generations of Pitcairn family members—two members of the third
generation, seven from thefourth generation and onefromthefifth
generation.) They also createda“ director emeritus’ status, which helped
establish openingsfor new family board memberswithout discarding
talent of long-standing members.

But the uniquefeature of thisgovernance structurewasthecreation of a
parallel family “ auxiliary board.” Through avariety of tasks—like
convening afamily meeting every two yearsand overseeing afinancial
education program for family members—thisauxiliary board functionsas
acontinuing training ground for futurefamily leaders, either blood
relatives or their spouses.

“The problemwasthat asthefamily grew, young peopledidn’t havethe
toolsto stepinto thedirector role,” recalls Rick Pitcairn, an investment
manager and, at age 42, the fourth-generation head of the auxiliary board.
“Wethouaht: Whv don’t we have aboard for the vounoer peonle. to



educate them about what we do and why?’

Theauxiliary board in effect became aspringboard for relativeslike Chris
Kerr, aventure capitalist, who at age 36 has advanced to becomethe only
fifth-generation member on Pitcairn Trust Company’ sofficial board.
“GrowingupinBrynAthyn,” herecalls, “ | wasintrigued by thefamily’s
business.” Hefirst got involved in 1980, when asa 13-year-old he
attended aworkshop over threeweekendsthat wasoffered to introduce
young peopletothefamily’ sfinancial business. Whentheauxiliary board
wasformed, hevolunteered tojoin.

The auxiliary board’ smembers(currently 11) nominatethemselves,
usually fromtheranksof young relativeswho have attended the periodic
family investment andfinancial servicesseminarssponsored by the
auxiliary board. These week-1ong events were designed to de-mystify the
financial servicesindustry andthechallengesof inherited wealth. (The
seminarsusually involveoutside speakersaswell asatripto Wall Street.)

Another key cornerstonewasthePitcairn Trust’ s freeassociation”
policy, which meant that afamily member could freely decideto leavethe
new Trust Company. Over theyears, about half of thefamily members
havedecided to leavethefirm. At theend of 1993, alarge group of
family members |eft—either to pursuedifferent investment philosophies,
or becausethey objected to opening the Trust Company’ sdoorsto non-
family clients. Thisdifficult transitionrequired sensitiveattentiontothe
needs and voices of all family members.

In 1998, thefamily office marked its 75th anniversary, and family
membersand theauxiliary board sei zed thisopportunity to cel ebratethe
past and explorethefuturewith aspecial family retreat inthe summer of
1999. (Relativespaid their owntravel and most lodging expenses, but
Pitcairn Trust paid for the events and activities.) By thistime Pitcairn
Trust had successfully evolved from aprivate single-family office serving
the needsof only the Pitcairn family to oneof the nation’ smost highly
regarded full- serviceweal th management institutions, with morethan $2
billion under management, morethan half of which belongsto some 200
non-family clients.

Y et with adramatic growth inthe number of family members, the Pitcairn
family’s per capita wealthwasin danger of decreasing unlessthefamily
found other ways to generate wealth. The stock market was booming at
the time, and anew wave of high-tech millionaireswas demanding more
sophisticatedfinancial planningandadvice. Pitcairn Trust’ smanagers
saw an opportunitv to solicit thismarket anaressivelv. but such a strateav



would requireagreater degreeof risk. It wasimportant to get feedback
fromthePitcairnfamily shareholdersbeforemoving ahead. Theretreat
seemed like agood opportunity.

The challengewashow tolistento all the different voicesin agrowing
family and to focusthe concernsinto adialoguethat would lead to
effectivedecisions. “ It hasalwaysbeen difficult to get all the members of
alargefamily togiveinput,” saysRick Pitcairn, chair of theauxiliary
board that planned the retreat.

Toidentify everyone sconcerns, thefamily used the* Aspen Family
Wealth Inventory.” Thissurvey asks100 questionsabout thefamily
relationsand weal th management. Theresultsprovideaquick graphic
“snapshot” of afamily’ sstrengths, weaknessesand areas of disagreement
(www.aspenfamilybusiness.com). By filling out thesurvey, family
membersfelt assured that their concernswould be heard. Ultimately,
nearly 100 Pitcairn family memberstook thesurvey. “ They saw it asan
opportunity to talk back to the family and the business,” Rick Pitcairn
remarks.

InJune 1999, 108 adult Pitcairn family membersgathered for theretreat
at the Sagamoreresort in upstate New Y ork. It started with awelcoming
reception on abeautiful terrace overlooking Lake George. Family
memberswere ableto reunitewith otherswho had traveled from many
partsof the U.S. and Canada. Theformal meeting started the next
morningintheresort conferencecenter. Pitcairn Trust chairman Dirk
Jungé, agreat-grandson of John Pitcairn, presided over the business
meeting, which started by honoring the past inaspecial video. Alvin
Clay, the non-family president of Pitcairn Trust, presented thefirm’'s
strategic planto generate new wealth for thefamily by expanding the
company’ swealth management services.

After aday of activitiesdesigned for family bonding—including a
scavenger hunt that divided the family into two teams—the rel atives spent
several hoursinaformal discussion of thesurvey resultsand explored
several key concernsamong all businessfamilies. For example:

1. Inmatters of money and status, how do we ensure that the self-interest
of morepowerful individual sstaysbal anced with thefamily’ scommon
interests?

2. Asour numbers continueto grow, how do we manage the diversity of
beliefs, opinionsand valuesthat will naturally emerge?



3. Inour busy lives, how can wegiveour shared intereststhe attention
they need?

4. How can weensurethat everyoneisacknowledged for hisor her
contributionsto the greater good of the family?

5. Towhat degreeisthe Trust Company obliged to assurethat individual
family memberswill beadequately preparedfor their respectivelives?

6. How can we be assured that the best peoplearein themost responsible
jobsin our company?

7. Dowe need clearer policiesabout how individual family members
grow into family |eadership?

8. Just how well defined do our policies need to be concerning how our
assetsare valued, bought and sold?

9. Do we need to better definethe respective responsibilities of the family
compared to those of the board of trustees?

10. What istheresponsibility, if any, of thelarger family when arelative
doesn’ t seem ableto handletheindividual responsibilitiesand emotional
challenges of wealth?

The family memberswere divided into discussion groups based on age
(60-plus, 50s, 40s, etc.). After discussing these questions, each agegroup
selected arepresentativeto speak to the entirefamily on behalf of the
group. After all the groups had spoken, the family board memberswere
asked to movetheir chairsinto the center of theballroom, formacircle
and confer with oneanother (infront of thewholegroup) about what they
had just heard and what they felt their next steps needed to be.

“The discussion was wide open, passionate,” recalls ChrisKerr. “ People
said what they felt, which lifted alot of weight off our chests. Thereare
somevery different nuclear families, value systemsand waysof acting,
eveninour family group. Thisdiscussion gave usthe opportunity to
understand all of this, and trust that the board would listen and actinthe
best interests of the shareholders.”

The by-product of thissort of dialogue may bejust asimportant asthe
product. “Theleast financiallv informed peopleinafamily tend to be the



most skeptical,” saysRick Pitcairn, who managesmoney for other high-
net-worth clients. “ Onceyou educate them abit about why decisionsare
made, they become morecomfortable.” Thereal questionfor theowners
iswhether Pitcairn Trust could becomethefamily's next PPG Industries.
Stay tuned.

That gathering wasawatershed of sorts, infusing thePitcairnfamily with
arenewed entrepreneurial spirit, awealth-building focus they hadn't
known for sometime. One example: Two young family members,
working throughtheauxiliary board, designed and demonstrated abeta
versionof anlnternet family treewebsite, called” Relativity,” to promote
family exchangeand communication. Each family member would beable
to maintain hisor her personal data, including apicture, addressand
contact information.

Thewebsite also fosterstheformation of affinity groups—for example,
family members can search for otherswho sharetheir interest in rock
climbing, aviation, fishing and scubadiving trips, Habitat for Humanity
outings, whatever. Similar searchesal so all ow networking on career
decisions(searchableby company, industry or jobtitle), and education
(searchableby school, mgjor/minor and degree).

“Relativity” isstill evolving—a new version for the family’suseis
planned for thecoming year. If thisfamily networking tool can be
marketed to other far-flung families, it could potentially generate new
royalty incomefor future generations of Pitcairns.

DennisT. Jaffe, Ph.D. (djaffe@saybrook.edu ) isafamily business
consultant in San Francisco, where heisa professor at Saybrook
Graduate School and a member of the Aspen Family Business Group.

Dirk Jungé (DJ6050@pitcairn.com) ischairman of Pitcairn Trust
Company. Joseph Paul isa family busines sconsultant in Portland, Ore.,
and a member of the Aspen Family Business Group

(familyfirm@aol.com).

Do family businesses make good investments?

Todiversify their holdings, in 1986 the Pitcairn heirsjointly sold their
entire block of PPG Industries shares back to PPG Industriesat a
premium over the market price. The question then became: Whereto
invest the proceeds? Since PPG had served the Pitcairn family sowell for
solong, the heirswereinclined to put at |east some of their assetsto work
in the samewav the Pitcairn familv’ sown wealth had been cultivated: in



family-controlled (albeit publicly traded) companies.

Inthelate 1980s, Pitcairn Trust commissioned aWharton School study to
identify and analyze abroad sample of public companieswith at |east
10%family ownership. Theresearcherscompared those 132 companies
performance to the S& P 500 over a 20-year period. Theresultswere
striking: Thefamily firmssignificantly outperformed the S& P500index

in bull and bear markets alike.

Withinthisuniverse of family firms, the Wharton analystssifted through
company financial reportstofind thehallmarksof manageria discipline:
low debt, good cash flow, reinvested earnings, thoughtful capital
spending and strong profit margins. Theresult was a portfolio of 25to 30
stocksinwhich Pitcairn Trust took aninvestment stake—aregistered
investment strategy called “ Family Heritage.”

Thisportfolio performed well until 1994-95, when it lagged behind the
overal market. In 1996, Pitcairn’sinvestment professional srefined the
research. Using analytical softwarethat wasn’t availablewhenthe
portfoliowasfirst established, they examined 250 prospectivesel ections
moreclosely for return trends, risksand other elements. Many of the
origina stocks stayed in the portfolio, some were re-weighted and a
number of large-cap company nameswere added.

Pitcairn’ sresearch hasconcluded that family money enjoysthebig
advantage of being patient money. These companiesarecommittedto
higher levels of internal reinvestment and focusonindustry leadership,
greater return on assets and equity—and consequently they’ re superior
investments.

“Theperformanceof Pitcairn’ sFamily Heritageportfolio confirmsits
premise—that well-run family-controlled companies can be excellent
investmentsover thelongrun,” saysPitcairn Trust chairman Dirk Jungé.
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