Succession Planning
By Dean R. Fowler, Ph.D.

"On a hot August afternoon, Ted Brown stepped fius attorney's office, satisfied that the
papers he'd just signed would provide financialsgcfor his wife and family in the future. As

he watched thunderclouds build on the horizon of
Statistics show that

70 percent of all family
know that he'd just created a different kind ofristahat businesses fail to

community he knew so well, Ted Brown had no way [to

would someday embroil his wife and children in diots transition successfully
from one generation

over the control of the business." (from our boeK eve,
to the next

Power & Money: Family Business Between Generations)

A recent survey bypean Fowler Associates found that of all the complex and critical issues
family business leaders face on a daily basis, they most concerned abosticcession
planning. Most family businesses, if they do any plannatgall, develop estate plans to
minimize their tax exposure. Like many owners, Bedwn had an effective estate plan in place,
but he failed to develop a comprehensive plan tiegt the continuity of his family business.
Certainly all businesses must deal with the taxlitafions of their planning. However, the
transfer of family wealth and the power to contiteé family business should not be designed
simply to minimize estate taxes. Instead, the bestitranglans incorporate the goals and needs
of the family into a coherent vision that fosteng bngoing success of the business. Designing
family business continuity requires the integratwinindividual, management, business, and
shareholder development into a comprehensive viiorthe future. The time for succession
planning is before a crisis occurs. And who knothis, next crisis in your business might come

tomorrow.



A Delicate Balancing Act

Succession planning is a delicate balancing actfantbo important to be decided at some last-
minute gathering around the family dinner tablenfi@s-in-business must develop an effective
succession plan in line with the family's goalsp@dusiness practices and the mission of the
organization. Often this means consulting with faarily executives from the business and
outside advisers. Free from the swirling emotioattachments and conflicts of family
relationships, these independent professionalofea able to identify potential trouble spots
and provide practical and appropriate guidanceetolve even the most difficult succession

issues.

Your business should not operate according to témedards of a medieval dynasty, with control
automatically passing to the firstborn. But ratheompetent family members who show a
commitment to the business should be engaged iersopal and professional development
program that helps them be proactive and take atelship responsibilities. Succession is an

arduous, collaborative process, not a coronation.

THE SEVEN HABITS OF SUCCESSFUL SUCCESSORS

After more than 20 years of consulting with fansh@-business, we at Dean Fowler Associates,
a consulting firm based in Brookfield, Wisconsinavl identified seven habits of highly
successful successors. These simple guidelineha&anfamily business leaders fully engage
upcoming generations in the process and missigheobrganization and ensure that when the

time comes, the next generation will be readylierchallenges of leadership.

1. Establishing Independence Complete the "Seven
One of the most common errors in successfon Hahits Check Sheet"”

planning is the belief that younger family membdrs ~ Just sign in at the

should be brought in to *learn the business” ansgo ~ Articles Section of
www.deanfowler.com

as they are old enough to hold a broom or operate=a
cash register. We often hear one version or anathe¢he tired old cliché, “Sure |

inherited the company, but | started in the madimgust like everyone else.”
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A much better alternative is to encourage youndtado pursue their own lives and their
own interests outside of the business. They camleesponsibility and professional
skills the same way everyone else does: by worflangomeone else. Most importantly,
they will be free to pursue their own interestsalbbsh their own financial independence,

and build their own self-esteem.

As an alternative to working outside the family ibess, family successors need
opportunities to learn leadership skills. Takinguge of a project enables young adults to
succeed in their own independent efforts. For exempne successor identified an
opportunity to provide additional services to castos of the family business. Under the
direction of the chief financial officer, she demeéd a formal business plan that outlined
the financial viability of her business proposalsitdg) “family venture capital,” this
successor started a separate business. As presidind venture, she had full authority

and responsibility for future success.

2. Reshaping Family Communication
“Ask your mother” and “ask your father” are two thie most common dodges parents
use to avoid dealing with the thornier issues dflalearing. In business, however, these

- are simply not viable options.

The successor generation needs to
take the responsibility to reshape the
communication patterns in the family needs to  take  the

from the ones of childhood to new responsibility to reshape the
patterns based on adult-adult
communication.

The successor generation

communication patterns in the

family from the ones of
childhood to new patterns based on adult-adult comaoation. Imagine the
consequences if a younger family employee in alfabusiness, not satisfied with an
answer from one parent, goes running to the othrea second opinion, or, worse, draws
in someone from outside the family. The ensuingflads could cripple the business and
the family. Successful families develop clear ated® of communication based on

respecting all family members as adults.
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Perhaps the best way to ensure open, effective conication is to practice active, or
empathetic listening. Active listening simply meamnderstanding the other person’s
point of view. Everyone needs to be reassuredttiet concerns are taken seriously.
They may or may not get the answer they want, biesst they have been heard.

If done properly, reshaping family communicatioredks the patterns of parent-child
interaction and encourages younger family memheisetome responsible, independent
adults. It is not easily accomplished, but withrkvand commitment on all sides, it can
be done.

3. Demonstrating Competency
The traditional model of training the next genematto take over a family business is to
have the successors start at the bottom and @&

Effective professional

" development means that
something to be said for this “buffet style” df every employee should

professional development, but look at othgrbe given the opportunity

f_to excel in his or her own
| chosen field. Family
Pt members are no

CEO. Sometimes a specialist has the sped|fic different.

all facets of the organization. There

major businesses and corporations. A jack-

all-trades does not necessarily make the b

skills and experience the business needs at the

very top. Next generation family employees shdudgiven the opportunity to pursue
the aspect of the business that uses their stromgespetencies. They might have a
special talent for finance or sales, for exampléhile successors need to understand all
aspects of the business, effective management eadkiship is the most critical for
successors to master. Professional developmeamsibat every employee should be
given the opportunity to excel in his or her owrosén field. Family members are no

different.

4. Participating in Strategic Decisions
To be successful, the next generation leaders effamily business must become
engaged in the strategic issues facing the compéfiyle successors are frequently

involved in day-to-day operational issues, they tnlearn about strategy early in their
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careers in order to understand how their own ptejétinto the broader strategy of the
business. Typically, one of the senior executivd® warticipates in the corporate
strategic planning process helps the successoragepeoject management skills. The
mentor guides the young adult in determining howst lbe align the successor’s projects
with the strategic goals of the business, rathan timply developing day-to-day tactics

in reaction to business circumstances.

Successful successors take the strategic processtep further; they partner with the
senior generation to define future strategies tihahe passions and competency of the
successor generation. In one family business tpatialized in long-haul trucking, a
successor recognized that the company's commuaicatiechnology and logistics
expertise could also serve other businesses ingmantheir own private fleets. The vice
president of operations helped him to prepareategjic plan that outlined how these core

competencies could be leveraged to create a segaddit center for the business.

Clarifying Boundaries

Perhaps one of the greatest challenges facing dassisuccessors involves clarifying the
boundaries separating operational responsibilitibe, development of strategy and
corporate financial decisions. Successors need-deéhed tasks and responsibilities
within the overall organizational mission and themeist be clear and appropriate
standards to measure success. Conflicts over boesd roles and responsibilities are
common in all family businesses. When conflictsegran outside mediator can help
both generations or sibling teams negotiate thesedaries and resolve any differences

before they develop into a crisis.

Developing Liquidity Strategies
Most family businesses have some sort of estata, @aprovision for transferring
ownership to the next generation after death. Vihat happens if the current generation

_ _ decides to retire, or a minority stockholder
Most family businesses have

some sort of estate plan for
transferrlng Ownershlp to the financial need and would like to redeem

wants to cash out, or a family member has a

next generation, but what
happens if a shareholder
wants cash now? Succession Planning




some stock? Liquidity strategies should be thoutiitbugh and developed into a
comprehensive Shareholders Agreement. Usually thggeements address the issues of
death, disability and retirement, but rarely doytefine procedures for the buy-out of an
existing stockholder, dividend policies, redemptigmograms or put provisions.
Retirement and other liquidity events, unlike deatle planned events. There is no
reason why appropriate agreements cannot be dexklopadvance to ensure a smooth

transition.

7. Assuming Financial Risk
In most family businesses, successors are ownersrine of being gifted non-voting
stock. In this respect, the successors are esbemiaticipating in their parents' estate
planning tactics rather than assuming tle

To move from being passive
recipients of a gift to active
generation leaders must become involved|in owners of stock, successors

the financial aspects of the business as a Way MUst be willing to take their
own financial risk.

responsibilities  of  ownership.  Nex

of transforming themselves into responsib
owners. Early in a family member's career, thioings teaching the young person how
to read financial statements and explaining thearhpf this financial information on
business decisions. Successors should be introdadsthkers and other trusted advisers
and develop relationships with these key advismesstablish the successor's credibility.

To move from being passive recipients of a giftatdive owners of stock, successors
must be willing to take their own financial riskofFexample, in one family business that
acquired a competitor, the bank asked all familyniers to personally guarantee the
loans. Some family managers were unwilling to agmnssuch a document, thereby
demonstrating their lack of commitment to takingaficial risk. The willingness to take

on personal financial liability demarcates the etiéince between management and

ownership roles.

CONCLUSION
Patienceisa Virtue
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Although successors must be patient as they navifp@ir way through these seven steps, the
senior generation must also demonstrate patierezaslves by embodying this virtue in their
interactions with their adult children. Masterytbése seven habits is a challenging process. The
senior generation and other family members mustwideng to accept and encourage the
transition of the business from generation to gat@n. The opportunity to ensure a successful
transition and build a lasting legacy must be ghalgough commitment, collaboration, and

empowering pro-active successors.

Dean Fowler Associates, Inc. is a Brookfield, Wisconsin based consulting firmoyades
services designed for families who want to succeebusiness together. Dean R. Fowler,
Ph.D., and his associates, Debra Houden, and iege, are committed to building a lasting
legacy for generations to come.

We may be reached via e-mail at dean@deanfowler.com or by phone at (262) 789-7367.

For more articles and information on Successiondssn Family Business please see the wealth
of information posted on our web-site @tvw.deanfowler.com/resources.php

For Families-In-Business. . . Today and Tomorrow
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