Rev. 7/15
Submitted to Management CaseQuarterly

Linking Strong Organizational Valuestoa
Century of Company Success.

How the Smucker s Steer their Family Company

By DennisT. Jaffe, Ph.D.,! Saybrook Graduate School,
and
Tim Habbershon, Ph.D., Babson College

ABSTRACT

The J. M. Smucker Company isapublicly-held, family-controlled, food products
company, that hasbeen owned and led by heirsof thefounder for morethan 100
years. It hasbeen profitable and grown asacompany, and established areputation
for honesty, fairness, quality and respect for people. Thiscasewill ook at the
evolution of thewaysthat they demonstrate how their valuesare part of theinternal
operations, and how they are sustained by family stewardship and governance.
Finally, using the company’ s 2002 merger with the Jif and Crisco brandsof Procter
and Gamble, wewill ook at how the company has madeitsval uesthe centerpiece
of theprocessof successful merger integration. Thiscaseprovidesan exploration of
how family involvement and clear governance can set up and sustain apowerful
corporate culture, based on aset of valuesfirst defined by thefounding family.

! Dennis Jaffe can be reached at djaffe@saybrook.edu, or at 764 Ashbury St., San Francisco, CA 94117.
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Valuesand Organizational Vitality

Inatimewhen thetrust between the public and corporations has been severely tested, the
credibility of all corporationshasbeen calledinto question. Claimsof profitability,

quality andfairnessareroutinely distrusted by sharehol ders, employeesand thepublic.
Thisclimate leads usto pose someimportant questions:

¢ How canacompany betrusted to act ethically in thelight of the many
temptationsto the contrary?

e What canbedonetofoster aninternal environment whereacompany can be
ethical, and a so remain competitive and successful ?

e What doesit take for acompany to generate and sustain an environment where
the peoplein the company do not just act in compliancewith thelaw and
regulations, but go further to try to do what isbest for the public no matter that it
may cost the company?

¢ |If such acompany doesindeed exist, does such an orientation make acompany
ethically advanced, but hardly competitive with companieswho arenot so value-
based?

Thiscasewill present acompany that has put itsvaluesand ethicsup frontinmorethan a
century of profitable operationsand regular growth. Wewill look at the elements of
culturethat have been put in placeto sustainthisunique culture, that seemto have helped
itto adapt and thriveinan environment that someti mes seemsto demand theopposite.
The story of the J. M. Smucker Company suggestshow difficultitisto set up and sustain
such aculture. But their experience al so suggeststhe pay-off in terms not only of human
capital, but also of trust, credibility and business successthat can stem fromthe
commitment to values at the core of the organization.

While strategy guides what an organization does, val ues guide the way that organizations
dothings. Valuesdefinemany of theinformal aspectsof an organization—how people
treat people, how they work together, and what they consider important. Inthe past few
years, valueshave beeninvoked ascentral to organizational integrity and effectiveness,
but it sometimes seemsvery vague, even naive, to ascribe valuesasthe basisfor
decisionsin acompany. While many companies placetheir value statementson thewall,
inantheir annual report, it seldom seemslikethevalueshaveany lifeor relevancetothe
real lifeand activitiesof thecompany. What doesit |ook likewhen theval ues of the
organization really matter, when they aretaken seriously and decisonsaremadeinline
withthem?Doestheir presence asan activeforcerealy makeadifferencein how well
the organization functions?

A company awayshasvaluesthat guide employee and company behavior. But in most
casesthey arefar fromclear and explicit. They may even contradict explicit values. For
example, acompany may havean ethicspolicy or value statement, but haveaninformal
expectation that revenuewill be booked at al costs, that products ship on time no matter
what thequality, that employeesareexpendable, or that anindividual customerisn’tvery
important. Theseimplicit valuesare part of thecompany’ sculture, asthey arereinforced
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by promotion, compensation and the exampl e of the |eaders. The rise of whistle-blowers,
employeeswhofeel compelledtoreport on company misdeeds, suggeststhedifficulty
that many companieshavein acting ethically. But, thereisacounter-trend of companies
explicitly defining their values and ethics, and holding each employee and the whole
company accountabl efor them. But even peoplewho admiretheseactionssecretly
questionwhether positivevaluesreally contributeto the corporatebottomline, or
whether they arejust agood thing for acompany to do.

Toexplorethisissue, weoffer the example of acompany that has been successful for
morethanacentury, whosefundamental behavior isclosely guided by anexplicit set of
corevalues. Thecompany has put into place many internal mechanismsthat teach,
support andreinforcethevalues. Thestory of TheJ.M. Smucker Co. showshow values,
especialy whenthey evolveand aretested over many years, can beasource of enduring
competitive advantage for acompany. It centerson thefamily who hasled and had the
largest ownership stakein the company. Infact, thelong-term perspective and the
insistencethat valuesareessential to success, stemfromthefact that onefamily hashad
the patience and will to retain itsleadership over thewholelife of the company.

Thiscase presentsthe operative elementsof thefamily’ svision and valuesthat co-
CEOsTimand Richard Smucker attributeto their company’ ssuccess. We
interviewed Tim, Richard, and several key executivesof thecompany, aswell as
Rushworth Kidder, who has hel ped the company over many years.

Thevalueshave hel ped guidethe devel opment and culture of acompany where
commitment, informationandresponsibility arebroadly shared, inserviceof the
vision of quality consumer productsthat are market leadersin their categories.
Many family businessesare closed systems, whereinformation and power isnot
shared with employees, and disciplineisin short supply. Not so at Smucker. Even
beforethey went public, Tim observes, openness, egalitarianism and shared
commitment was part of their culture. “ Thisisthe businessand work ethic of all the
mid-westerntownsand communitiesmy grandparentsgrew upin. Our structure
today wasinstilled fromthe start. We alwaysran thisway evenwhenwewere
private. Wewerefromasmall town; everybody knowsyouinthetown, that helps.
My dad and myself, our kids, all went to same public high school, grade schools,
and my grandson isgoing to samegrade school. Wehaven’ t forgotten those
values.”

Bob Ellis, who cameto the company 25 years ago to help them devel op core
training programswhich reinforcetheir values-based culture, and is now their Vice
President for Human Resources, observes, “What differentiatesusfrom other
organizations—since most have astrategy and mission statement on their walls, is
that we attempt to have peoplereally understand what thevaluesareand meanto
them, and put these basic beliefsinto action.”

Thesevaluesapply not just to their products, but to the rel ationshi ps between
management and employees. For every year that it hasconducted thesurvey, the
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company has been listed as one of Fortune M agazine' s“ Best Companiesto
Work For.” Thisyear itis# 8. Ellisobservesthat it ismorethan just agood
company to work for, employees view them asagood company to have acareer
with.

Oneof thegreatest challengesto any businessissustaining vitality and innovation
intheir vision and strategy. Smucker hasdonethissuccessfully for several
generations. While the values are afoundation, and family |eadership has been
consistent, thecompany hasgrownthrough an aggressivegrowth and devel opment
strategy, guided by their strong businessvision. Their vision and strategy add
direction and content to the foundation of their five basic values.

Richard explains, “We bresak the visioninto two things—avision of where we want
thebusinessto go, businessissues, which change; and our basic beliefs, theval ues
onwhich company isbuilt, which are continuous. Competitiveissues may change,
but our valuesand beliefsareconstant.” Their basic beliefshavebeenimportantin
their consistent growth. They seegrowth asnot only financial, but a so by
developing new ideasandindividuals.

Tim notes, “ Our operationsand acquisitionsare al driven off a strategy devel oped
inlate 70swhichisupdated annually. We had to grow and we had anumber of
ideas. Our strategy wasdriven according to specific avenuesof growth, a
disciplined strategic plan, financial goalsabout profits, returns, etc. We created a
list of strategicissueswe haveto addressto reach thesegoals. Theseissueschange,
butitisaway for all of usto keep aigned. Weareapretty disciplined organization,
with apretty clear direction. We are also very open in our communications. People
know wherethey stand and what we aretrying to do.”

Overview of the Company

TheJ. M. Smucker Company wasfounded by JeromeMonroe Smucker in1897,in
the mid-westernfarming community of Orrville, Ohio. Initially, thecompany

pressed locally grown applesinto cider and butter. Over morethan acentury, while
still headquartered there, the company hasgrowninto aleading global brand of

high quality fruit products.

The J. M. Smucker Company isamanufacturer and market leader of fruit spreads, ice
cream toppings, health and natural foods beverages, and natural peanut butter. It hasover
2,000employeesworldwide, 12 manufacturing plants, four fruit processingfacilities, and
distributes productsin morethan 70 countries. Smucker’s, which has been public since
1959, is growth-oriented, with along record of profitability and shareholder return. In
2002, they completed amerger of the Procter & Gamblebrandsof Jif® peanut butter, the
top peanut butter brand, and Crisco®, the top shortening and oil brand, which roughly
doubledtheir revenuesto $1.3B. They havecash for further acquisition of key products
which have synergy with the company’ score brands.
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Eventhoughitisapublic company, Smucker remainsat itscoreafamily
enterprise, operating by theguiding principlesdevel oped and sustained over four
generationsof |eadership by the Smucker family. Their five Basic Beliefs-quality,
people, ethics, growth and independence—are amajor source of their strength,
durability and longevity. Aswewill see, thesevaluesarevisiblein everything they
do, and known and practiced by every employee. Fromtheir first day of work,
employeeslearnthat they areto betaken seriously and adhered to. They receive
support in how to apply them explicitly in decisions, and they seethemreflectedin
promotions, |eadership and the products.

The Smucker Company balancesmany seemingly contradictory el ements. Itisa
family company that livesby itsfamily legacy, but hasbeen successful at growing
inacompetitive marketplace. It hashad four generationsof family |eadersat the
helm, but it attractsand retainsthe best executivetalent. Thefamily retainscontrol,
despite holding aminority stake, but it isrespected by analystsasastrong value
stock.

Since 1981, whenthey took thereinsfrom their father Paul, the company hasbeen
under the shared leadership of 4" generation co-CEO Smucker brothers Tim, 58,
whoisChairman, and Richard, 54, President. Whiletheir recent acquisitionhas
reduced thefamily’ sownership from 32%to 13%, thefamily remainsfirmly at the
center of its operation. Five members of the 5" generation currently work in the
business. If they havethe capability, family leadership could continueinto their
generation.

Evolution of their Values-Based Culture

The Smucker family wantsevery employeeto be proud that their productsareon
every family’ stable, asthey haveawaysbeen. Quality and prideinthe product
were there from the beginning. J.M. signed each jar of preserves, taking on an
obligation to make surecustomerswere satisfied. Each generationtakespridein
that and feel sthe same personal responsibility for their productsand what the
company does.

Inthisway, the company has aways|ed not only in performance, but in benefits
and commitment toitsempl oyees. Now, thesewould behollow cliches, if theactual
behavior of the company did not so clearly and explicitly reflect and live by those
values.

Whiletheir basic beliefsweren’t written down until late 70s they were alwaysthere.
Following theexampleof thefounders, peoplejust naturally lived them. J.M.
began the company with avision of commitment to quality and awork ethic, witha
basis of mutual respect and reward.
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Rushworth Kidder, aconsultant and ethicist who worked with Paul and later his
sonsto devel op aprogram to support ethical choicesinthecompany, remembers
Paul asaremarkable man. He met Paul when they both were part of aschool reform
group that was seeking funding for an initiative to teach valuesto young people,

and got to know each other. Rush remembersPaul asapersonwho deeply believed
in some very simple, old-fashioned ideas about business. “Heheld an old-
fashioned understanding that the purpose of business, the effect of abusiness on the
livesof peopleinit, isto produce adecent living, not extravagant, and not to

harvest the profitsfor thefamily asmay have been donein other family businesses.
He believed in caring about people and product, asense of responsibility to the
community whichisvery much part of the small town mid-western ethos. He built
theseinto the company, ashisfather and grandfather did beforehim,” Rush
observes.

Tim summarizesthe company’ score beliefsand valuesassimply the Golden Rule,
treat peopletheway wewant to betreated. Tim says, “ Dad (Paul) alwayssaid you
don’t do anything inside the company wewouldn’t bewillingto go on national TV
about.”

Asthecompany grew, there was aneed to become more explicit about them.
Richardrecalled, “When father passed on, wewerelooking through someof his
papersand came acrossaletter to employeeshewroteintheearly 80s, that
concerned  Our commitment to each other’ (reprinted asFigure 1). Weput them
into atraining, so people could beginto apply themto every areaof their work.”

Thevalueshavenot changed, but they have evol ved, adapted and becomemore
explicit asthecompany hasgrown. Timrecals, “Inlate 1978, wewereasmall
company shifting from dad’ s generation to ours. We needed a strategic plan, and
alsotolook back at our basic values. Wewanted to put dad’ sstyle on paper, which
becamethefivebasicbeliefs. Withthisprocesswemoved fromtheintuitiveto the
intentional. Sincethese are basic beliefs, we need to spend alot of time so that
employeesunderstand and buy into them.”

In 1982, they worked with Ben Tregoe, anoted businessvisionary, whowasalong-
timeoutsidedirector inthecompany. Timrecalls, “Wedid astrategy sessionwith
Ben, wherewetalked about basic beliefs. Whenwe (Tim and Richard) became
involved wefelt asthe company grew we had to articul ate our strategy throughout
the company. Aswe had more productsand divisionswe needed to bemore
explicit,” Timrecalls.

“In those strategy discussionsthere were about adozen of us--dad, me and Richard,
fiveoutsideofficers, andthreeinsidedirectors. Wedevel oped aplan. Oneelement
wasto reinforcethebasic beliefs. | remember it was easy to devel op the concepts.
But to articulatetheminto wordstook alot of time. Sincethenwehaverevised
themto makethem more understandable. Theessencecamefrom J.M. Asthey have
beguntotakeonalifeof their own, someemployeesmay think they werewritten
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by JM. himself. People will believe that. They were part of who hewasif not
explicitly.”

SustainingtheValuesThroughout theCor porateCulture

A company cultureissustained by how itsvaluesareinstitutionalizedinthefabric
of the company. Severa areas of policy, practice and behavior support Smucker’s
unigue, value-based culture:

¢ Thecontinuing example of thefamily |eaders.

¢ A policy of promoting from within the peoplewho succeed in both
performance and living the values.

e Thehiring process, which they carefully sdects people who embody
their values,

o Continual, extensivetraining in applying the values; and

The company supportsthevaluesby reinforcing themin many contexts.

Theway that thefamily leadershipvisibly livethevaluesisafoundation that
emphasizestheir centrality. New empl oyees, and even family membersentering the
company, areselected in part becausethey aready liveby thosevalues. They have
discoveredthat itisfar easier and wiser to find peoplewho already sharetheir
valuesand invitethemin, thentry to change aperson’ svalues after they are hired.
Thesepeopleinturn, support and strengthen the company’ scommitment to the
BasicBeliefs. They arenot abstract, but areapplied to every decision. Whenever
they make akey decision, akey criteriaiswhether the decision fitswith thevalues.

For example, Timexplains, thereisaquality mindset not justintheir products, butinall
aspectsof work. “Wesee quality asabroad perspective but aseverythingwedo. In
accounting it relatesto how we pay attention to the numbers, how accuratethey are, how
timely. Eachlabel isaccurateand legible, and weareawayscloseto consumer. It means
wenot only choosetheright ingredients, but al so how peopleapproachtheir individual
job. It sabout the culture, not the strawberries.”

Tim continues, “Weare honest, simple, what we say wewill do. Weliveour basic

beliefs, andwehirevery well. Our employeesareincredibly loyal, and they areour
greatest asset. We never think for amoment that we have a corner on those values.
What we remember about peopleisthekind of valuesthey have.”

Therearevariouswaysthat the culture reminds people of the basic values. One
activity that hastakenroot isthetelling of “tribal stories,” that exemplify the

values, asaspontaneouspart of meetings. Richardrecalls, “Inhisbook L eader ship
isan Art, Max DePreetalked about tribal stories, storiesthat illuminatethe deeper
essence of what acompany isabout. So, for example, on Monday morning we have
astaff meeting. At 11 amwestart themeeting with last weeks salesreports, then
any manager can give an updateon their areaif they wish. Every onceinawhile
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someonesaysthey want totell atribal story, onethat supportswhat weall believe.
We havealot of funwith that.”

Promotion and Retention. Most top management, and current officers have been
promoted fromwithin. They hire peoplewith agood background and experience
and then promote from within to top positions.

Asaresult of thisand other factors, their employeesareloyal. They pay well but
arenot tryingto match all the perksof compensation of other firms. Richard says,
“Wepay competitivesalariesand benefits, but wedon’ t necessarily leadinthis
area. There are many other reasons people come and work here.”

Their retentionrateishigh compared to other companies; peoplewant to stay there
and haveacareer. Thisispartly becausethey have been selected to valuethat, and
partly because peoplefeel good about working there. The emphasis on values and
ethical decision-making leads each employeeto feel that he or she can do theright
thing, andthat their action will be supported, even praised by thecompany. This
createsagreat sense of personal responsibility for quality and performancein each
individual.

Richard continues, “ Peopleknow it’ safamily business, and that they probably
won’'t become CEO. Peoplehereget excited whenthey seetheir coworkersdoing
well. Itisnot adog eat dog world, people work hard becauseit isthe right thing to
do! Itistherelationshipsthat peoplevalueabout working here. We get
performanceby workingwith people, and nurturing theserel ationships.”

Hiring. HumanresourcesVPBob Ellisexplains, “ Our mostimportant hiring
criteriaisnot how well an applicant can perform thejob skill-wise, but do the
individual’ sbasic valuesfit with ours. If sothey will be happy and do agood job.
Throughout thejob interview our focusison getting to know the person—does their
approach fit our basic beliefs. Wetalk about the beliefswith them, and ask the
applicant to self-eval uate themsel ves on each one. When they get hired, our people
say that everyonethey talked to mentioned thebasic beliefs, relating them to the
job. Our New Employee Orientation and all of our training reinforcethem.”

Timadds, “Asindividual s, wedon’t haveany particular corner onthoseval uesthat
weespouse. We embrace them. Theonly way they can beimplemented isthat other
people embrace them. We attract those who have similar values.” They feel the key
totheir successif taking thetimeto find peoplewho have not just capability, but
who already sharetheir basic values. Then, they can createaplacewherethey can
be easily expressed in action. Richard reflects, “Wedon't hiretalent only, but we
look for their valuesaswell. We spend alot of time making surewearehiring the
right person, so we havetheright peopleto start with, peoplewho shareour basic
values.”
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He continues, “ Our beliefs are so basic that you can’t train people to have them, you
havetofind the peoplewho already havethese belief systems. Wetakealot of time
and careto hire peoplewho tend to sharethese beliefs. When they join usit
reinforces and builds upon this structure, because they bring their values with them.

Y ou can’t change people oncethey get to you. But people need thelatitude and
encouragement to build onthem. A lot of intentional timeisfocused onthebeliefs
inall contexts; it ispart of everything we do. Every onetalks about basic beliefs of
company.”

Training. Thecompany spendsalot of timeand effortintraining. They believe
that training startsat thetop and worksdown, so all the officerswill go through
every new training program first. Theway they design training isnot asan
indoctrination, but asaprocessof dialogue, whereimportantinsightsand valuesare
put into action.

Onecriteriafor any training programisthat it reinforcesthebasic beliefs. They
awaystie them back to the beliefs. They createtheir “trainings’ organically, from
their beliefs. For example, afew yearsago, inafactory training program, they
simply talked about what they focused onintheir work, and recorded theseona
flipchart. It turned out that the basic beliefswere the center. They were talked about
andreinforcedin behavior. Asaresult, they added trai ning exerciseson how doyou
demonstratebasic beliefsonthejob, aswell assharing of how to do that.

Oneof their most important training programs, given to al employees, hasto do
with ethics. They worked with Rushworth Kidder of thelnstitute of Global Ethics
inMainetolink Kidder’ sethicsprogramwiththecompany’ sbasicvalues. Every
employee must compl etethisprogram soon after they cometowork there. There
arealso refresher and more advanced courses. The day-long basic ethics program
beginswith thesmall group getting to know each other by talking together about
moral awareness, how anindividual personal ethicshaveimpact on society, and
why people need to be ethical.

Next they exploretheethical basic beliefsthey demonstrateintheir work group. At
theend they capturethetop few valuesfrom each group. Therehasbeena
consistent set of valuesthat come up intheir discussions--honesty, quality, fairness,
respect, loyalty, and commitment. Thesearevery similar tothebasic beliefs.

Followingthat they learn how to do aval uesanalysisof common ethical dilemmas.
Thefew that aresimply right vs. wrong are easy toidentify. The harder ones are
right vs. right. All things seem equal, but they face two choices. Theprogram
teachesfour sets of opposites Kidder hasidentified—truth vs. loyalty, individual vs.
community, short vs. long term, justicevs. mercy, that underliesuch choices. They
talk about thosein context of work and society. Individualscomeinwith ethical
dilemmas and talk about them.
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Thelast sectionisvaluesresolution. They learnthreedecisionrulesto helpthem
sort out ethical dilemmas: Ends-based, rule-based, and care-based choices. This
ethicstraining givesemployeesatremendoustool touseinwork andinlife, better
understanding of what ethicsmeansand challengespersonal values. For example, if
they have atough personnel decision, they learn to step back and reflect on what
their valuesareinthat area. It helpssimplify ahard decision.

Thetraining callson the participantsto draw on actual ethical dilemmasthey are
facing at work. Rush remembersone manager who shared astory of onesuch
decision. “ Therewas some suspi cion that some peanut oil had contaminated abatch
of fudge. A minuteamount, and therewasno certainty that it had happened, and the
casesof fudgewereready to go. Hewasconcerned about peoplewho might have
peanut alergies, that it might pose even the dlightest risk to them. It wasatough
call, but he decided not to ship the casesand takethe hit. The program provided a
way tothink through that kind of decision process, that they wanted to make sure
nobody got sick. This ethos goes through the company. It provides a deep sense of
personal responsi bility to make such decisionsthroughout thecompany,” Rush
reflects.

Thetraining hasanother effect ontheculture. By reinforcing that employeesare
responsible for ethical and value-based choices, the program and the culture al so
saysthat employeesare empowered to do theright thing. Thishasageneral effect
of leaving all employeesfeeling that they can dowhat isright for the customer, the
product and the company. This produces an environment where people are ableto
ask questions, wherethey make suggestions, and feel comfortablechallengingthe
prevailing wisdom and leadership. They dothisinarespectful and thoughtful way,
but the atmosphere val ues participation and making the right decision. Thisleadsto
what has been characterized as an open and |earning-oriented culture. Whilethisis
not one of thevalues, it isclearly an effect of themin practice.

Four Generationsof Family Stewar dship

Smucker employees and shareholders agree that the presence of family membersin
management and | eadershipisonesourceof competitiveadvantage. Whilethe
averagetenure of aCEQ isquiteshort, Smucker hashad only 4 CEOsin 106 years!
Thisprovidestheir vision with acontinuity across generations, which doesn’t occur
inmost publicly traded companies. Family members, throughtheir presencein
management and on the Board, insurethat the company keepsthevauesinthe
foreground, and that major decisionsreflect not just sound business strategy, but
alsothe principlesthat they believe should be part of every business.

J.M. had two sonsand two daughters. The sonswent into the business, with Willard
serving as CEO. Willard had adaughter, Marcella, and a son, Paul, who became the
next CEO. Paul and hissister inherited equal shares, alarge percentage of which
wasplacedinatrust and voted by Paul. Paul had threechildren, Tim and Richard,
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who now serve as co-CEOs, and their sister, Susi, whose husband al so worked for
the company. (See Figure 2 for agraphic family tree.)

In1981, TimbecamePresident and Richard, EV P. Working together easily, they
set thetonefor afamily team effort. At that timetheir father Paul was CEO. In
1982, the CEO titlewas dropped, and Paul became Chairman. Inthelate 1980's,
Paul became Chairman of the Executive Committee, Tim Chairman and Richard
President. Paul passed away in 1998, and in 2001 the brothers decided that they
both would use the designation co-CEOs.

Tim says, “We concluded that co-CEOs was the best way to go forward. It was not
planned, it just evol ved. People make assumptions, and wewanted to makethis
message clear to the outsideworld.” Thenotion of co-CEQOsisfrowned upon in the
corporate world. Severa high profile co-CEO pairs have ended acrimoniously, with
oneleaving thecompany. Butinfamily businesses, whilea sorare, ateam of

family memberscan providestrength, balanceand breadthtoleadership. The
temperament, respect and capability that can createafamily leadership teamisrare.

Around 35 family membersown stock intheir own namesor intrusts. Thefamily
works hard at keeping aconsolidated family group.
Thebrothershavelearnedtolisten carefully totheir family shareholders. Richard
observes, “We need to keep family shareholdersunified asaconstituency. Like
institutional investors, weneed to keep theminformed. With theimmediatefamily
we can dothat over thedinner table, or picnic. Normally itisinformal, but once or
twice ayear we get together asabroader group, with spouses, to review wherewe
are.” Hisown branch of thefamily consistsof hisbrother and sister, and their
children, several of whom have entered thebusiness. Hisaunt Marcellaand her
three children have a professional manager overseeing their investment who they
meet with regularly.

Thenext generation isready for their rolein thecompany. Thereare8fifth
generation heirsin Paul’ sfamily branch; Susiehasfour, Richard hasone, and Tim
has three. Five of them now work in the company. Four of them havean MBA or
other advanced degree. All eight had summer jobswith the company when growing
up. They created aninternship programfor them, rotating them around the plant.

After collegethey were expected to work for someone elsefirst, and they all
followed that path. Tim and Richard didn’t do this, and they each admit to some
regret about that. This helpsthem build self-esteem, learn responsibility and
develop asense of their strengths and weaknesses.

Tim started inmarketing; Richardinfinance. Employeeswel comefamily members,

andrespect their talents. Thecurrent acquisition offersopportunity for growthand
leadershipin alot of employees, aswell asfamily members.
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Family members haveto ask for and apply for ajob in the company. When they
enter the company with the expectation of acareer, they first rotate through
different jobsinthecompany. Oncein, afamily member hasto perform. They are
under the spotlight more than others, and lack of performance would stand out.
Whilethe successorsknow thereisacommitment to having aSmucker running the
company, successionisnotinsured. When Timand Richard leave, capability will
determinewho stepsinto their slot.

Paul Smucker remained chairman until he passed away in 1998, at age 81. But
unlike some other family businessfathers, hewas hands-off once he passed
authority to hissons, and everyoneloved him. He had agreat sense of humor, gave
otherscredit, so it was easy to have him around, even when the next generation was
at thereins. But Richard and Tim have decided not to stay until they die!

Timsays, “What wasinstilled in my father, brother and | and our kids, isthat we' ve
been fortunate that we are afamily public company we are part of. Aswe establish
moreresponsibility wewant to establish the Smucker name asone point of our
success. Grandfather never told dad and he never told usthat wewould betop
management. Hesaidif that iswhereit naturally evolvesgreat.

“We've awaystaught everyone they had to earn aleadership position.

We have 5 next generationsworking here. My son Mark has been VP of our
International divisionfor 2 years. Weask that generation to get advanced degrees
and work outsidefirst. My nephew is VP of food service and has been therelongest,
inmarketing and new product development. Another just started, and sheisin
marketing. | hopethey will stay with comﬁ)any and moveintoleadership. Wewill

see how it evolves. Itishelpful that the 5 generation are in different areas and feel
they can develop on their own.”

Board Governancefor aL ong-Term Per spective

Asapublic company, Smucker hasamajority of non-family directors. Family
ownership and control have been further diluted by therecent acquisition. They
haveasmall board of ten members, and want to keep it to that. Richardand Tim are
onit, twoother officersareinsideexecutives, representing their consumer and
specialty businesses. They havesix independent directors, amajority.

The board actsasan agent of valuesaswell asthetraditional areas of strategy and
accountability for performance. Asthey do withemployees, they |ook for board
candidateswho understandtheval ues. Timsays, “ We haveindependent-minded
responsible directors. The company has auniquenessthat is part and parcel of our
whole being. Welook for directorswho understand this.”

They have only three board committees--audit, executive compensation and

corporategovernance, all chaired by outsiders. The Board meetsfour times ayear,
whichislessthan many companies. But they meet morefrequently if needed, as
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they did duringtheacquisitiontalks. They havehad different directorswith many
different skills. For exampl e, outsi dedirector management consul tant/entrepreneur
Ben Tregoeworked withthecompany indevel oping strategy. They want theboard
to emphasize strategy, not detailed operational issues.

The company hasmoved between several modelsof different classesof stock to
recognize the family’ s special role, and to support the values of long-term owners.
Inthemid 1980sthey adopted two classes of stock; whenthey recapitalized inthe
90sthecompany returned to oneclass. For most votingissues, likenew directors,
al owners have one vote per share.

In merging the Jif and Crisco brandsfrom Procter & Gamblein 2002, they created
auniquesharehol der voting arrangement whenthey recapitalized andrestructured
thecompany. Every owner getsten votesper share, but assharestradethe new
shareholder gets one votefor thefirst four yearsof their ownership. After four
years, they receiveten votes. Theintentionisto givevoting power tothosewitha
long-terminterest in the company, such asthe Smucker family members. Thetime-
phased voting kicksin when thereisachange of control. Thiskeepsthe company in
alignment with long-term focus of the family.

Only four other public companieshave such aprovision, which canonly beadopted
when acompany goespublicfor thefirst time. They first adopted thissystemin the
mid 1980s, and their new structurereaffirmsit.

Growth Through Acquisition:
TransferringValuesand VisiontoAcquired Companies

Oneof thetestsfor aculturelike Smucker, that thriveson continuity and tradition,
occurs when it grows by acquisition and merger. Historically, most mergersare not
successful in bringing about the expected value because of issuesthat arisein
integrating different cultures, and creating aunified wholeout of disparateparts. In
Smuckers' case, thetest occurred in 2002, when the company merged with two
successful brandsof Procter and Gamble. How coul d they successfully integrate
peoplefrom P& G, another successful culturewith adifferent but equally strong set
of values? In fact, they carried out the merger integration processthoroughly inline
withtheir corevalues, andit hasbeenlargely successful inreaching their business
goalsfor the combined entities.

By adding Jif and Crisco, they doubled the size of the company, adding brandsthat
are aclear strategicfit withtheir products. What could be more strategic than
adding aleading peanut butter to their corebrandsof jelly! Thenew product
possibilitiesareclear. But their acquisitionwasal so guided by their corevaluesand
beliefs. Richard continues, “ For usto go forward we haveto grow. That drove our
vision and strategy. Beforethe merger we grew our market sharefor 20 years. We
felt these brandsareleaders, and we would have the opportunity to do the same
thing with them.
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“Our strategy isthat wewill own or market #1 food brands, emphasize North
America, andincrease market shareof current categorieswhereweareleaderin
niches. Wewill grow through new productsand acquisitions. 1/3 of our growthwill
come from each of these three avenues.”

Oneof their valuesisindependence. “ Wehad someone make arun at the company,
intheearly 80s, which tested our ability to stay independent. How far would we go?
Weall felt we cannot be part of abigger company and live by other beliefs, sowe
stayedindependent,” Richardrecalls. Thismeant that they had to grow themselves,
by devel oping new productsor acquiring them. That iswhat they aredoing.

“Indecidingonthemerger,” Richard observes, “ our biggest concernwasvoting
control. Our (thefamily’ s) voting control was 55% even with only 30% ownership.
Our biggest discussionwasabout ownership dilution and what it would mean. We
talked to thefamily about this. It would be agreat merger, but we had to respect the
wishes of all the stakeholders—not just sharehol ders, but family, employees,
communitieswework in, suppliers. Wasit good for all these groups? Welooked at
public companies, how much ownership didfamiliesneedto havefor effective
control. Weread an articlein Fortune about familiesthat owned only asmall slice
still controlling companies. While control wasabig factor, ultimately long-term we
feel you haveto perform, and thisacquisition wasagreat one. Themarket hasliked
what we have done; our stock has doubled in the last two years.”

Mergersand acquisitionsoftenfail becauseof difficultiesinintegrating theold and
new cultures. They had to make sure not only that they were getting theright
brands, but that the new empl oyeesand productionfacilitieswould share their
values. They havetakenimmediate stepsto make surethat thevision and culture
takeroot inthe new enlarged company. Theday after the merger wasannounced,
Tim, Richard and several other key executiveswent to L exington, Kentucky, and
Cincinnati, and met with all the new employees. They talked about their culture,
history and heritageto theformer P& G employees. “ Since our saleswent from
$650M to $1.3B, wecan’t beeverywhere. Now we have 18 plants. Weget to all of
them every year for an employee meeting. But we also have great managersthat
instill these beliefswhether or not wearethere,” Richard observes.

It wasnot just afly in/fly out visit. They each held one-on-oneswith each
executive, to talk and get to know about them. It was similar to their hiring
interview, en masse, demonstrating inbehavior theimportanceof what they are
about. BobEllisrecalls, “ After theseinitial meetings, weinitiated several other
stepsin thetransition to becoming a Smucker employee. They had meetingswith
our best and brightest employees. They werevery impressed with seeing how they
weretreated. After they formally joined therewasanother * Welcometo Smucker’'s
/Good-byeto Procter & Gamble’ dinner. Throughthetransition period all of the
new employeesgo through al therelevant training programs. Inthisway they get
exposed to the thinking behind our values and beliefs.
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“So far our voluntary turnover rateisvery low intoday’ sterms, 5-6%. Thetop level
our officer group have very little turnover. Our top ranks are entirely grown by
promotion fromwithin. The merger provided auniquesituationfor us. In both of
the new plantswe promoted plant managersfromwithinthe Procter & Gamble
group using our valuecriteria. The peoplewe picked were somewhat less analytical
thanwastypical at P& G, but both have been happy with our style. They havesaid,
‘WearelikeP& Gwas20yrsago,” Ellisnotes. “Withthemerger, intheplant or
with key staff members, inthefirst year there hasbeen no turnover.”

They werevery sensitiveto how they brought in new managersfrom P& G. Even
beforethemerger, they brought all of theminto several meetings. Eventhoughthe
deal didn’t close until June, they brought top managersto their yearly 4-day
management meeting. Several managers came from P& G to meet Smuckers' 180
top managers, and to hear the Smucker story. Such thoughtfulnessand careisnot
usual behavior by acquiring companies. Maybefor thisreason, themerger hasgone
extremely well. Richard says, “Wetold them (the P& G managersfrom Jif and
Crisco) that it wasawin/win choice. Wewould loveto havethem with us, but they
could also chooseto stay at P& G. These aretwo great companies, and they had to
choose.”

Conclusion

This case has offered the outline of the growth and devel opment of avalues-based
cultureinafamily business. It hasnot detail ed specific management decisions, or
momentsin timefor the Smucker. It doesnot offer aclear decision point for
discussion, but rather, raisesmore genera issues about how to design a culture and
theroleof valuesin determining company behavior. Theapplication of thiscase
liesin considering how the example of Smucker can be applied to other companies,
that do not have such along-term tradition or core values. How can the
leadership—whether entrepreneurial leadersor family heirs—instill a set of values
into their companies? How can family businessesthat have had animplicit set of
valuesmakethem clear and explicit asthey go through their own succession

transitions? Theseareareasof current concernfor discussionand applicationtothe
experience of other family and non-family companies.
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Figurel:
Our Commitment to Each Other

As Smucker's experiences growth in the 80's, we need to insure that we retain one of
Smucker'smost cherished goals -- the mutual respect of our fellow employeesand an
atmospherethat makes people proud to work here. Thissame commitment can be
enlarged to include our customers, suppliers, and shareholders.

Hereareafew basic thoughts, when put into our everyday lives, that can help:

Thank you for ajob well done -- Thissmall recognition shows
that we notice and appreciatetheeffortsof our fellow employees.

Listeningwith your full attention -- By giving our undivided attention,
we are showing that thereis nothing moreimportant
at that moment than what is being said.

L ooking for thegood in others -- By seeing the good in others,
we are demonstrating our respect and confidencein their
intentionsto do what isright, and we are devel oping an
atmosphere where we can grow and learn.

Sense of humor -- Our work efforts areimportant; that is how we

set the example and take the lead. Our sense of humor isalso important,
for that ishow we maintain our perspectiveto our work.

Humor, not at the expense of others, but asabrief relief from

difficult tasks, can make our working atmosphere more pl easant

and enjoyable.

By keeping these few thoughtsin our minds every day, we can build a

bridge of understanding that will nourish theatmosphereinwhichwework and our
mutual respect for each other. | ask for your commitment to thesethoughts; | ask
for your commitment to each other.

Source: Paul Smucker, sometimein the 1980s
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Figure2:
Abbreviated Smucker Family Tree
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