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Introduction
The transition from a sole proprietor to a family business is marked by the change in attitude from this is my business to this is our business. As soon as this change is made, the dynamics of managing the business are changed because of:

· The differing views that family members take in managing the business

· Personal relationships between family members may impact on the business

· Different family members will have different roles in the business:

· Employees who are family members but neither directors nor shareholders

· Employees who are family members and are shareholders but not directors

· Directors who are family members but not shareholders and are day-to-day operational managers of the business and may or may not be shareholders

· Directors who are family members but do not take significant day-to-day operational management of the business and may or may not be shareholders

· Shareholders who are family members but are neither directors not employees

From here, the danger is that family issues are brought into the business or that business issues are brought into the family when in fact neither type of issue should be discussed in the other. If so, then the business becomes politicised as discussions may not be open to people that should be involved and vice versa.
A way of getting around this problem is to appoint professional managers to the business, but for this to succeed, a number of ground rules need to be established.
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Mission
The mechanics behind this is covered by “A psychological approach to culture” and for a professional manager in a family-owned business it is more important to ensure that the mission of the business has meaning.

Mission can be confused where there the family stakeholders have differing objectives in terms of the strategy and financing of the business. This means that the mission of the business has to be articulated in a wider sense that that mention in the paper referred to, and in particular:

· Clear lines of authority / chain of command for decision-making

· A clear plan to accomplish goals

· The provision of an orderly succession

· Good communication among members and with non-family employees

This must be strong enough to counter the emotions that can arise and where absence can cause confusion. In particular, rights and responsibilities will differ and it is important that these are kept separate between home and work for the sake of family harmony and to send the right message to staff that in the workplace, it’s the business that’s important:
	Factor
	Family
	Business

	
	
	

	Overriding goal
	Family
	Business

	Language
	Personal
	Impersonal

	Attitudes
	Subjective
	Objective

	Relationships
	Traditional
	Job description


The professional manager needs to recognise the emotions that surface between family members and that differences of opinion does not necessarily result in discord, particularly where the opinion of one family member about another member’s skills and abilities is not objective. Therefore, it is up to that manager to ensure that this does not impact upon the running of the business, particularly to ensure that these tensions do not colour decision-making and that (s)he does not take sides – a profitable business is more important than family allegiance. This should ensure that non-member employees do not play politics. 
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Control
Control by the professional manager may be actual or perceived. In any case, the following guidelines are appropriate:
· The Chairman is not necessarily the person in charge. This role may be taken by a family elder, but the day-to-day management may be handled by others

· There must not be too much of a family democracy over decision-making. If there is, it may take too long and opportunities may be missed, therefore it is important to ensure that there is an agreed procurement policy in place.

· Personalities and emotions must be kept in check, otherwise all decisions, even routine ones, will be referred up, creating an inefficient operation.

· Family talk in working hours needs to be minimised, and the manager needs to ensure that this is strictly enforced for the sake of overall efficiency and the message sent to non-family staff members

· If structure owes more to the amount of capital invested or age, those family members may lack management skill and / or leadership (which may include the ability to listen). The manager needs to recognise this and act accordingly.

Family members in a position of authority need to be capable of being managers and leaders, to be thick-skinned enough to take family bickering and be tough enough to ensure that decisions stick. However by employing the professional manager, the day-to-day management can be delegated to that manager (and so acts as a buffer between business and family) whilst the family get on with the business of strategy, policy and growth.
In this circumstance, the authority of the hired manager must be clear and under no circumstances should any family member be exempt from the rules.
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Succession plan
The very important decision of who takes over once a managing family member retires needs to be taken early to ensure that the succession is orderly. This is best done at a location away from the business and probably with a professional advisor present to facilitate and guide. The agenda:

· Family goals for the future

· Plans for the next-generation family members:

· Who is interested in staying with the business?

· Who has most aptitude for leadership?

· What if there are several members aspiring?

· What role will other younger members play?

· What if the next generation aren’t interested in the business?

· The grooming of future leaders

· Most likely times of major transition, barring unexpected illness or death

· Preparations of the present leadership to stand down

· Financial aspects of leadership transitions
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The member that lacks aptitude
This happens where a family member needs a job but lacks the skill or talent. The downsides of this are that his employment costs the company more than he earns or if he is lazy (so demoralises non-member staff) avoids chores, takes advantage or exhibits a poor attitude. In the event that emotion forces the employment of this relative, then the following points can be followed:

· Endeavour to cultivate a talent that he has so that a positive contribution can be made

· Provide special training

· Assign special projects to reduce negative contact with others and to provide an opportunity for developing skills

· Arrange for him to work for a non-member manager who is a top producer

This conversion needs to be completed ASAP!
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Personnel problems

Family business can suffer from a high turnover of its non-member employees. This can arise from family resentment towards outside talent or if promotions go the way of family members. Exit interviews are an important tool to use to help develop a positive course of action for the future. Another aspect is to ensure that non-family employees do not take family sides; where they take a stance of fairness and compatibility, they can become a stabilising influence – the family needs these employees and should assure them of their future with the firm.
Where a family member causes trouble, discipline may be difficult and firing impossible, so the following actions may be appropriate:

· Counsel the family member for the need to be responsible and to set an example

· If they have the necessary ability to succeed, encourage the trouble-maker to start up their own, non-competing, business

· If possible, transfer the member elsewhere in the organisation or with another company

Therefore, try to change their attitude or their job.
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Investment
This is another area where different family members could take different views. It concerns the need to invest in order to improve the efficiency and long-term profitability of the business, but family members that rely on the company for a dividend income may see this investment as a restriction on their income.

Therefore it is important for those concerned to understand the importance of “spending money to make money”:
· Arguments should be assembled based on facts and figures gathered by non-family employees

· The resolution should be an investment appraisal: invest now to return increased profits over the coming years, particularly based on accounting and cash payback.

Where these arguments are rejected, outside consulting can be used as they may take the view of an outside accountant, bank manager or lawyer seriously, but they should be seen to be independent of family members.
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Conservatism
Certain family members may develop conservatism through being wary of change and less tolerant towards risk. A preference for the status quo may hinder growth or may fail to consider changes in the external environment of the business, and this may hinder growth or put the whole organisation at risk. A strategy of retirement should be implemented to counter this conservatism:
· Dilute their influence in management decisions, for example by converting their investment into preferred shares

· Engage estate planners to suggest tax incentives for giving or selling some of their shares to younger relatives

· Encourage them to take a role in an industry association or in community activities, or in the pursuit of personal hobbies or interests

· Explore the possibility of restructuring the business, for example through a new partnership or divestment

In order to structure this properly, the contributions of the retreating members need to be considered fully in their recovery of their equity but should be done in a way that considers the future of the firm in the light of the succession plan.
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Dividend policy
Due to the differences in share of work committed, capital committed and general attitudes (particularly if a more senior member has independent wealth), this is a challenging task to accomplish. In order to ensure that this is as fair as possible:

· Equity that recognises contributions can be distributed by restructuring the company

· Using job descriptions, salaries should be based on market rates, industry guidelines and geographical and economic conditions and also related to the pay scales earned by non-family employees.

· Fringe benefits should be built in, for example deferred profit-sharing plans, pension plans, insurance programs, share purchase schemes. They should be designed to placate family members and to help them build personal assets

The success of this is crucial to the success of the business. Since profits are the basis for expansion, lenders are influenced by what is done with them and family members need to be aware of the consequences of an over-generous dividend policy.

Back to contents
Sources of capital
The difficulty comes where the business out-grows the lending capacity of the bank. Where prospects for expansion are seen to be excellent, the following should be considered:

· Mortgaging fixed assets

· Working capital harder by reducing customer terms and extending supplier terms (clearly care should be taken)

· Factoring or discounting receivables or (unlikely) financing inventory

· Borrowing against the surrender value of life assurance policies held by family members
· Loan notes issued to family and friends

· Sale of a proportion of shares to employees

· Reverse take-over of a shell company

· Going up the seniority ranks of the banks

· Floatation

In securing outside funds, the other controls and structures discussed in this document should be implemented together with other financial controls, such as budgetary control.
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Networking
The wider business community is an important source of information, not only for securing customers and suppliers but also as a way of seeing outside advice on solving problems that others may have solved before. A non-executive (non-family) member will stimulate strategic thinking, based on their experience with other organisations. It is wise to have different professional advisors for different aspects of business and family affairs to aid the throughput of ideas
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Other matters
· Business agreements to have in writing:

· Buying and selling of shares and loan agreements concerning loans from both family members and non-family individuals

· Salaries and retirement age

· Dividend policies

· Limitations on sale of shares

· Lines of authority

· Liability of shareholders and partners

· Job descriptions

· Where a parent transfers shares to a child, ensure that there’s a proxy agreement. Ensure that there is a contingency plan in place in the event of the child’s death.
· Conduct regular meetings with family members to discuss plans, programs, strategies, and problems. Hold them away from the business but in a business atmosphere

· Do not discuss business affairs at family gatherings or at home

·  Use outside advisors who have no connection or relationship to any family member

· Take advantage of family loyalty and affection and use it. Work should be for everyone’s well-being and financial success
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Should the founder be the CEO?
Conventional wisdom suggests that one of the most common and harmful mistakes that founders make is to not honestly evaluate what their role should be as the company is launched. They need to ask themselves “do I know how to fly?” and “do I like flight?”

Five-year vision and the compression zone
Early on, the founder needs to articulate the long-term vision of the business in terms of growth profile and exit strategy in the non-too distant future. For example:

· Doubling turnover from £5m to £10m in 5 years is a likely scenario that may not be easily attained, but it’s one that the founder is likely to take a substantial part of management responsibility. 

· An increase in turnover from £5m to £50m in this time will involve a cultural and organisational revolution and its possible that an IPO could be on the cards for the business and which will burn cash and test the management fitness of the founder.

The steeper the growth curve, the greater the pressure on the organisation, its people and its capital – compression. At a certain point, the business should look outside for managers from other businesses, possibly at the growth stage at the end of the first point. Beyond this point is the compression zone and its one that these new managers should be experienced in managing.
The Trade-off Game

To determine the future role of the founder in this world of new managers, the founder should play “the Trade-off Game”. The founder should create a list of the things in the business that they love to do or are most passionate about and the advisors of the firm should draw up another list of things that they see are the responsibility of the CEO in order to achieve its five-year vision. It may look like:

	Founder - love to do
	
	CEO responsibilities

	
	
	

	Predict the market's future
	
	Oversee / run all facets of the business

	Design software
	
	Network in the financial community

	Hang out with programmers
	
	Interact with lawyers, accountants etc

	Attend technical conferences
	
	Develop new business / build share

	Solve technical problems
	
	Business strategy and planning

	Develop good people
	
	Raise capital, possibly an IPO

	Tech strategy and planning
	
	Establish policies and procedures

	East fast food
	
	Use napkin linen

	New product development
	
	Maintain a strong balance sheet

	Recruit talent
	
	Retain talent


The founder should select items that they are comfortable with and capable of doing from the CEO list and which are not on their love to do list, but for each time that a CEO responsibility is chosen, 2 love-to-do items are removed. At the end, a decision can be made as to whether a new CEO should be recruited and the founder decides whether or not they really want to do their job.
Pride
This is a barrier to this process because the founder feels a parent-child affinity to the business that they have created, nurtured and grown and they find it hard to see someone else as the CEO.

This exercise helps them to understand whether they are the right person for the CEO job in a way that is informed and gives them an excellent tool to ensure that they are not over-extended. Ultimately, it can allow the founder to focus on those areas that they love to do most of all and hand off the administrative tasks to someone else. It may be that this is the first time that the fonder has had to face up to the fact that they may not be the right person to lead the company. 

Clearly, the trade-off game can be applied to any senior position in a company, not just the founder. 
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