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Definition and Significance of Family Firms




s Definition of Family Firm:

vz Three circles model of family firms...
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Owners

1: Family members who are neither
shareholders nor business management

2: Shareholders who are neither family
members nor management.

3: Employees or management who are
neither family members nor shareholders

4: Family member holding shares but who
are not management

Business
Management

Family

(Hoy and Verser, 1994)

sz Definition of Family Firm:

weze  F-PEC Scale (Power, Experience, Culture)
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The F-PEC Scale

F-PEC F-Pec F-PEC
Power Subscale Experience Subscale Culture Subscale
I
| |
Ownership Generation of Overlap between . .
(direct and indirect) Ownership Family values and Firg:lr?ln:)i;zg:tss
Business values
Governance Generation active in
[family and nonfamily management
(external) board
members] Generation acitve
Management on the governance
board

[family and nonfamily
(external) board
members]

Number of
contributing family
members

(Astrachan, Klein, Smyrnios 2002)




s Definition of Family Firm:

weze  SF| — Substantial Family Influence

Condition that must be met in order to talk about a family firm...

S MoSB MoMB
If S, >0 SFI: (=22 +( Famy 4 ( Famy > 1
Fam MoSB MoMB
total total total

S = stock
SFI = substandtial family influence
MoMB = members of management board
MosB = members of supervisory board
Fam = family

(Frey, Klein, Halter, Zellweger 2004)

sz The Significance of Family Firms:

weze The number of family businesses in SUI (1)

Companies in Returned Family businesses Total number of
Switzerland* questionnaires in sample family busine:
Switzerlghd
Emp- Number % Number % Number % Number /
loyees %
A B C D E F=E/C G=F*A H=B*F
<10 271632 | 87.84% 320 33.37% 287 | 89.69% 24362( 78.78%
10-49 30894 | 9.99% 390 40.67% 316 | 81.03% 2503 8.10%
50 - 99 4474 | 1.45% 111 11.57% 78 | 70.27% 314 1.02%
100 - 249 1227 | 0.40% 92 9.59% 69 | 75.00% 92 0.30%
250 - 499 822 | 0.27% 21 2.19% 16 | 76.19% 62 0.20%
500 - 999 127 | 0.04% 13 1.36% 8| 61.54% 7* 0.03%
>= 1000 52 | 0.02% 12 1.25% 7| 58.33% 30 0.01%
Total 309228 100% 959 | 100.00% 273451 \ 88.43%‘

* figures from the Swiss National Bureau of Statistics, National Census 2001.

(Frey, Klein, Halter, Zellweger 2004)




s==w The Significance of Family Firms:

Frank Halter

weze  The number of family businesses in SUI (2)
88.4% 11.6%
Large companies  Manager-led large
with dominant companies with
Large family shareholders  dispersed share holder .
structure 0.7%

SME with dominant . Manager-led SMEs
family shareholders | with no dominant
individual or family
shareholders

87.92% 11.38%

Family Nonfamily

SME 99.3%

(Zellweger 2006)

sz The Significance of Family Firms:

weae  The Family firms on the world‘s stock exchanges

Figure 1: Family control of publicly traded firms around the world

How to read this figure: E.g. in Switzerland 30% of the largest publicly guoted companies are controlled by

families (on a minimal ownership level of the family of 20%). Source: La Porta et al.. 1999,

B

Why are there
differences across
M« countries?

| 015 015 015

Definition of family firm: if an individual or a family controls at least
20% of the votes of a company.




s=u  The Significance of Family Firms:

weae | arge family firms around the globe @
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Large family firms around the world: M"TAL
* Quandt family: second largest car manufacturer in Germany o
 Mittal family: world‘s largest steel company with 224‘000 employees ﬂﬁﬂw
» Walton family: owning the world’s largest super market chain i

» Johnson family: world‘s largest mutual fund provider QF".'E"' -
+ Cuervo family: world's largest Tequila producer m

.......

Large family firms in Switzerland:

» Hoffmann family: one of the world's largest pharmaceutical firms
» Hayek family: world's largest watch producer
« Pictet family: top class private bank

+ Schmidheiny family: leading supplier of cements and aggregates i{’ PICTET

T,

e ¢ € O
"“SWATCH GROUP

olcim

sz The Significance of Family Firms:

wexe  Family Businesses in Switzerland and Germany

y 3
._g’
Global conglomerate
>
: LA
& 57}; .
(&)
2 //y& Medium sized business
5 /7
N 87
® /,
0@ Small
c=Ers 88 business
w

dominating not present
the family‘s influence

(adapted from Klein 2000)




Frank Halter

s==w The Significance of Family Firms:
wexe  Control / Power through families in FBs

36.2 19.6 35.9 8.3
Advisory Board |
1 62.8 71 20.9 9.2
Managementboard | | -
i 75.6 21.7 2.0
. 0.7
Capital/Stock | |
0 20 40 60 80 100
0100% 050 -99 % 025-49.9 % m0-249% |

(Fueglistaller, Halter 2004)
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The characteristics of Family Firms
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Basic understanding family firms
Multiple perspectives necessary (1)

-

-

—

—

= . ~
-~ Social system S~
PICLLLLENS . . N
s family firm N
,j" Subsystem ".. y “"' Subsystem "?,.\
/:’ company “t :0‘ famlly 0‘} .
/s Organigram” %y g "Family tree" %
& 5 = Bsyohic™ ¢, )
| = z sychic \\ “\
I = = system . O
(I :'entrepreneur":_ ]
\ “ . : /
AU 17
\ 0
N

Env

ironment: public, society,

and %?her stakeholders
(Halter 2009)
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Basic understanding family firms
Multiple perspectives necessary (2)

A: Intrapersonal level

— Physiology and psychology

B: Interpersonal level

— Relationships and communication

C: Organizational level of the family

— Roles, functions, and tasks

D: Organizational level of the company
— Roles, functions, and tasks

E: Stakeholder and environment level

— Bund, Kanton, Gemeinde, public opinion, society, customers,
suppliers, banks...

F: Time as level of analysis

(Halter 2009)
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Hard factors

Social system
family

Share of equity/share of voting rights

Participation in supervisory board(s)

Management involvement

Generational understanding

Perspectives on family firms

Social system
company

Successful
Succession
Frank Halter
10.09.2009

Soft factors

Perspectives on family firms

Seite 18
Family Company
Identity Person oriented Function oriented
Language Oral Written
Behavior Emotional Rational
Orientation Internal orientation External orientation

Attitude toward risk

Risk averse

Risk appetite

Attitude to change

Change as danger

Change as opportunity

Evaluation of organizational
members

Independant of performance

Depending on performance

Value of the system

Value in itself

Value through revenue

Relationship principle Feelings and kinship Contract
System membership Permanent Terminable
Life cycle Limited Unlimited in theory

(Halter 2007, i.A. Mihlebach 2004;
Rosenbauer 1994; Terberger 1998 u.a.)
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The strengths and weaknesses of Family
Firms

EQUIS

Successful
Succession

eae The Strengths of family firms (1)

Seite 20

. Resources of the family
— Knowledge: concerning products and industry
— Financial assets: loyal equity from family members
— Human resources: commitment of family and no-family members
—  Social assets: relationship to customers, suppliers, sales representatives
and the public

. Efficient leadership
— Lean and economical organization
—  Quick decision paths
—  Trustful relations among homogeneous manager groups

. Little conflicts of interest

—  Smaller conflicts of interest since ownership coincide with management
(Principal-Agent-Theory), but beware: agency conflicts due to altruism.

10
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The Strengths of family firms (ll)

Higher ability to risk

—  Lower rate of external capital (dependency on banks)

— Patient capital: allows for unique investment alternatives
Continuity

—  Continuity of leadership and low labor turnover (average CEO tenure of
US and European CEQ’s: 3 — 5 years)

—  Steady returns =» reliable companies = positive stock market
performance (Zellweger et al., forthcoming)

Employee commitment: long-term employees with a high loyalty to the firm.
Business culture: strong business culture, increases with age of the firm.

Human resource management: Family managers are often good at human
resource management, make efficient use of labor, pay lower wages to
employees and themselves.

Successful
Succession
Frank Halter
10.09.2009
Seite 22

The Weaknesses of family firms

Succession planning
— Heirs: conflicts, abilities?

— Atevery change of generation approximately 30% of all companies
alternate their owner or go out of business. But, is that higher than with
large nonfamily firms?

Dependence on owner and family situation

— Owner as a figurehead but also as a potential risk.

— e.g. Erbcase

Family internal conflicts

—  Family internal conflicts can disable a company

— Abuse of the firm's assets

— e.g. Chemipharm case (refer to the course on succession)
Recruiting of highly qualified managers

— Given the fact that they will never be able to cover top positions in many
family firms

11
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Threngths and Weakness of Family Firms:

-ae - Bivalent Attributes of the Family Firm
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Disadvantages (-) Attribute Advantages (+)
Norm confusion and anxiety. Family Simultaneous Heightened family and company loyalty.
business and ownership issues can get Roles Quick and effective decision-making.

mixed up. Lack of business objectivity.

A stifling sense of being overwatched.
Resentment toward family and business

Shared Identity

Heightened family and company loyalty. A
strong sense of mission. More objective
business decisions.

Family members can point out

Lifelong common

Relatives can draw out relatives'

weaknesses. Early disappointments can History strengths and complement their weak-

reduce trust in work interactions nesses. A strong foundation can
encourage a family to weather adversity.

Lack of objectivity in communication. Emotional Expression of positive feelings creates

Resentment and guilt can complicate work
interactions. Covert hostility can appear

Involvement and
Ambivalence

loyalty and promotes trust.

Can trigger sensitive reactions that can Private Allows for more efficient communication

distort communication and encourage Language with greater privacy.

conditions for conflict.

Can lead relatives to feel over watched Mutual Improved communication and business

and trapped Awareness and | decisions that support the business,
Privacy owners, and family

Fierce rivalries can develop between
relatives

Meaning of the
Family Company

Company symbolism can develop a
strong sense of mission for employees.

(Tagiuri,
Davis 1996

w=u  Threngths and Weakness of Family Firms

Frank Halter

oexe  Seven system-constituting paradoxes

» Paradox I: Family Influence as a resource and a threat for the

firm.

» Paradox Il: Being loyal towards the own nuclear family and the

extended family.

» Paradox Ill: Combine short-term investor interests and long-
term survival of the firm.

» Paradox IV: Fulfill the expectation of the family for equal
treatment and comply to the inequality paradigm in the business
context due to differing personal achievements.

* Paradox V: Assure growth and independence.

» Paradox VI: Assure adaptability in the business context and
continuity of family traditions.

+ Paradox VII: Provide protection within the family context and

ask for performance and personal exposure in the business

context.

(Wimmer, Groth, Simon 2004)

12
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Succession: Facts & Figures

P
EQUIS

sz Economic importance of Succession

reae  The case of Switzerland

Small and medium-sized enterprises Employees

Employees
0-9 261,684 24.8% 64,873 839,366 208,163 41,633
10-49 30,638 33.9% 10,386 692,285 234,685 46,937
50-249 5,472 30.5% 1,669 618,632 188,662 37,730
=250 1,028 33.3% 3492 1,035,197 344,720 68,944
Total 298,722 25.9% 77,270 3,185,380 976,220 195,244

* Data: Swiss Federal Statistical Office, 2005 Business Census

=>» Succession quota increased from 18.5% (2005) to 25.9% (2009)

(CS 2009, S. 9)

13
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Anteil 2005

Anteil 2008

Succession configuration (broader sense)
Internal and external succession compared (2005-2008)

49.7% 1.1%

10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

= nur familienintern nur familienextern O Mischform oder

noch unentschieden

(CS 2009, p. 13 and PwC 2005)

Successful
Succession
Frank Halter
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Son

Two or more
children

Daughter

Other family
member

Spouse

Only family-INTERNAL

Succession configuration
Internal and external succession (2009)

Only family-EXTERNAL

Employees

Another company

External individuals

Friend(s)

Financial investor |

PO 1%

‘ | |
70 % 10 30 50 70

(CS 2009, p. 13)

14
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Succession:
an integrative approach

EQUIS

s Basic understanding family firms
Frank Halter
wexe  Context: multiple perspectives necessary
-~ Social system S~
Sgunu Ry, - " eEEEg
& family firm ot e
,‘{“‘ Subsystem s, y " Subsystem "}..\
e company %, .." family 0N
I/ s "Organigram” % _ K "Family tree" “\
s » ~ Psychic™ \:\ s\
- *= system . "y
(B E'entrepreneur'gm i
\ . = > !
A YRS o/
A Y4
\ éo'/
\"\........---““¢‘ h,.....-.---“‘>$9
~ N ”
~ -~ - _ - -
Environment: public, society, ar%other
stakeholders (Halter 2009)
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Five basic themes

Succession

Stability and

company

performance of

© CFB-HSG

Successful
Succession
Frank Halter
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Basic understanding succession

Process perspective

I: History

Il: Preparation
”
Ill; Search for

Successor
~ b d
IV: Integration

Successor

~

~

~

V: Implementation of

Succession

/ Succession (narrow sense)

VI: Aftermath of
Succession

Succession (broader sense)

(Halter 2008)

16



szin  The St.Gallen Model of Succession

Frank Halter
10.09.2009
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Transaction costs
(Valuation/Taxes/Financing)

Legal framework

Stability and performance of company

Intra-personal

Precautions and safety
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Self-understanding of family firm
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Succession:
some empirical results
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Long-term survival of the

Preparation omeany

Preserving as many jobs as

Ai ms possible

Self-sufficiency and indepen-
dence of the company

Growth of the company

Financial security for the family
Minimizing the financial risk

Maximizing tax advantages

Fair distribution of inhertance

Carrying on the company name

Avoiding disputes within the
family

Keeping the company in the
family

Giving the company a new
direction

Maximizing the sale price

! l |
1 2 3 4 5
not at all very
important important

M family-external W family-internal (CS 2009, p. 16)

Identifying potential successors

Configuration
Problem areas in the context
of succession Financing the succession

Lengthy overall transiticn period

Business valuation

Tax burden

Time reguired
Difficult economic environment

Incumbent owner not letting go

Successor lacking in ability and
mativation

Relationships between incum-

bent ewner and successor

Drafting the contracts

Determining a fair inheritance for
family members

Inadequsate crganizational
structures within the company

1 2 3 4 5
no problem very big
atall problem

(CS 2009, p. 19) B family-external B family-internal




w=u Relevance of topics for advice and usage of

Succession
Frank Halter

weae  consultants

Relevance of topic Use of consultants

Safeguarding legal aspects
Maximizing tax advaniages
Determining business valuation
Optimal financing structures

Setting up the transition
Analyzing succession options and
selecting the appropriate ones

Life planning for the incumbent after
the transfer

Searching for and selecting
successors

Negotiations with financial backers

1 2 3 4 5
not at all important very important

B family-external succession M family-internal succession

(CS 2009, p. 20)

Tax consultant/auditor

Which Advisors
did you consult?

Lawyer/notary
Friends/family
Company's bank

Cempany's supenvisory board

Management consultant

Longti oy
ongtime company employse ﬂ
Incumbent owner/successor 10% .
1%

Mé&A consultant & 120

" 5%
Others 5o
s 3%
Indusiry association 4?:;
" 3%
Trade association 2%k
Chamber of Commerce and | 2%
Industry | 1%

% 10 30 30 70 90

B family-external succession

(CS 2009, p. 22) B family-internal succession




sz Challenge (1)

neae  Hand over WITH and WITHOUT remuneration

Implementers
Strictly family-external
succession

Strictly family-internal
suCcession

Planners

Strictly family-external
SUCCESSIoN

Strictly family-internal
succession

[
% 20 40 60 80 100

M share With remuneration share without remuneration
M retain share and lease or rent, for example

(CS 2009, p. 26)

sz Challenge (2)

wexe  Discrepancy between valuation and price

How to come
to the transaction
price?

[ Financing latitude (=max. amount of debt)

(Halter 2009)

20



sz Challenge (3)

wexe  Have you taken financial precautions?

Have you made provisions for retirement?

Average 53% A7%
Large enterprises 76% 24%

Medium-sized
enterprises

Small enterprises 60% 40%
Microenterprises 37% 63%

1 | 1 1 1 1 1 | 1
% 20 40 60 80 100

67% 33%

HMyes Hno
(CS 2009, p. 24)

Center for Family Business
v%
'A Universitat St.Gallen

Succession:
The Perspective of the Successor
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sz Students and entrepreneurship

weze  Intended career of students (SUI)

l Employees 1 Entrepreneurship ]

250

| 220

‘ o L 127
weks noch nicht

]
c = = c ] + c o ] @ [ £
i) 8 @ i) c 2 il ;qi 5 = =4 = il 2
£ = b= 2 pj E = 3 A g, 2 5 =
E = £ £ 5 3 E = e 2 2w 2 =
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(Numbers in %, n=8'825; Source: Fueglistaller, Halter 2006)

sz=n Motives and entrepreneurship

weze  Independence orientation

Figure 2: Probability for career intention depending on
strength of independence orientation (n=5'373)

100%
= .
= —o— Organizational
2 T5%
c ° employment
=
E 50% —a— Successor
0
:qc: entrepreneur
'% 25% —=— Nascent
& entrepreneur
O% L LU T 17T
1 2 3 4 5 6
Independence i
low orientation high

(Halter, Zellweger, Baldegger o.J.; Zellweger, Halter 0.J.)
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s==» Motives and entrepreneurship

wexe  Safety orientation

Figure 6: Probability for career intention de pending on
strength of safety orientation (n=5'373)

100%
£ 75% —o— Organizational
2 employment
2
E 50% —aA— Successor
2 entrepreneur
% —&— Nascent
E 25% entrepreneur
0% T T T T T T T T T T

1 15 2 25 3 35 4 45 5 55 6

Safety

low orientation

high

(Halter, Zellweger, Baldegger o.J.; Zellweger, Halter 0.J.)

== Motives and entrepreneurship

Frank Halter

wean  Creativity orientation

Figure 4: Probability for career intention depending on
strength of creativity orientation (n=5'373)

—o— Organizational
employment

—a— Successor
entrepreneur

—a— Nascent
entrepreneur

Predicted Probability

O%I T T T T T T T T T
1 15 2 25 3 35 4 45 5 55 6

Creativity
low orientation high

(Halter, Zellweger, Baldegger o.J.; Zellweger, Halter 0.J.)
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s Areas of conflict of succession

Frank Halter

e The big differences

The leaving entrepreneur

. thinks and acts rather past-oriented

e has become tired over the years

. way older than the trainees

. has a lot of experience, which can be
an obstacle as well

. wants to save his lifework or even
wants to build his own memorial

. has to let go of responsibility

. has raised the successor as father or
mother and served as a role model
(whereas active entrepreneurs do not
play the main role in education in most
cases)

The successor
. thinks and acts rather future-oriented

e is full of energy and ideas

. in terms of age closer to the trainee (future
co-worker)

. litte experience — a possible source of
mistakes

. has to find his personal style
. has to assume responsibility

© has been raised as a child in the now
leaving generation of entrepreneurs, has
maybe suffered from high expectations

(Boom, 3/01)

Center for Family Business

v’

'E Universitat St.Gallen

Success factors

and recommendations

EQUIS
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Success factors for succession

* Individual level

— CAN and WANT of KONNEN und WOLLEN von Leaver/Successor

* Interpersonal level

— Open and trustful communication
— Structure and define common time in the company

+ Organizational level

— Performance and potential of the company
— Business Plan
— The first 100 days

* Environmental level

— Law and changing regulations
— Economy

— Changing values

Deal with rumours

+ Time as perspective

— Process phases, milestones, documentation
— Involvement of trusted persons
— Think in scenarios

(Halter 2009)

Successful
Succession
Frank Halter
10.09.2009
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Recommendations

For Switzerland
» further awareness raising (free from taboos)
* Openness for sustainable solutions in the sense of the companies

For entrepreneurs

* Investment in sustainable business models

» Securing own retirement provisions

* Increasing the number of options for succession
» Deep assessment of personal values and goals

For consulting

» Raise awareness of the complexity of problems and questions
» Overcome standard solutions

» Cooperation in networks

25
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Thank you very

much for your attention!

www.cfb.unisg.ch
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