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EXECUTIVE SUMMARY
The CII-FBN XIII International Convention on Family Business entitled ‘Family Business as Paradox’, organised by CII-FBN India Chapter and FBN International, in New Delhi during April 19-20, 2011, brought forth the many challenges that meet Indian family business and owners managers in the emerging business environment. The convention, addressed by Prof. John Ward, Ms Annelie Karlsson and other distinguished speakers including prominent heads of Indian family business, directed attention on how family value systems and business imperatives can be coalesced for optimal results.

In the opening session on ‘Family and Business – A Fundamental Dilemma’, the myriad contradictions between family and business were discussed with the express purpose of identifying the common ground between the two systems. It emerged that while family and business in general are governed by different norms and principles, the ‘family first’ and ‘business first’ approaches are reconcilable and synergestic. The key question being:  “How is the family better off for owning the business, and how is the business better off being owned by the family?”

Succession was cited as a major cultural event in any family business. The session on ‘Succession as a Cultural Event’ focused attention on the ownership vision, family leadership and business leadership. Robust internal communications, periodic family meetings, independent advisors, among others, were seen as key facilitators for smooth succession. 

The session on ‘Family Business Inheritance’ gave fresh insights on compensation planning, the role of trusts, philanthropy, role of women in family business, succession planning and institutionalisation of processes governing family and business.

The session on ‘Building Strategies For Success’ threw light on how the latent knowledge within the family could be effectively leveraged by the younger generation for leadership success. The pitfalls in succession were also discussed at length. It was cited that family business, contrary to popular perception, is better placed to outperform the market owing to its inherent strengths.

The session on ‘Family & Business Governance’ underscored the paradoxes in family and business governance. The discussions were focused on the different governance systems and the ways and means to strike a fine balance between ownership and professionalism. 

In the session on ‘Paradoxes For Strategic Value’ the 
importance of drafting the Family Constitution was closely discussed. The participants shared their own experience in drafting the family constitution. It was suggested that in drafting the family constitution, family businesses should (i) take time to put down the processes, and (ii) make the process truly participative.

The convention also featured a power-packed panel discussion on ‘Unconventional Strategy’, wherein the speakers talked about how the family belief systems strengthened their businesses, the importance of philanthropic initiatives and the role of younger generation in donning the leadership mantle.

The session on ‘Managing Ambiguity’ focused attention on the roles and responsibilities of family members and how entities like the  Family Council, Owners Council, Supervisory Board and Management can play an effective part in the family business growth.

The convention concluded with a session on ‘Enduring Values’ followed by an interactive session that focused on the key takeaways from the convention.

The participants were informed that CII-FBN India Chapter has initiated regional and local events across the country to broadbase the participation of family business in enhancing the management science of family business.

DAY 1
INAUGURAL SESSION: FAMILY & BUSINESS: A FUNDAMENTAL DILEMMA
Opening Remarks:
Mr Farhad Forbes, Chairman, CII FBN India Chapter Core Group, and Director, Forbes Marshall Private Limited
Address:
Mr M V Subbiah, Member, CII-FBN India Chapter Core Group, Past President, CII, and Advisor, Murugappa Group

Presentation:

 
Prof. John Ward, Founder Chairman, FBCG, and
Clinical Professor, The Kellogg School of Management, USA

Proceedings

The annual CII-FBN International Convention on Family Business addressed by Prof. John Ward is one of the most definitive platforms for Indian family business owners and owner managers to deliberate upon the new and emerging challenges that meet Indian family business. Stating this in his opening remarks, Mr Farhad Forbes said the convention provides a singular opportunity for the participants to learn from each other’s experiences. “The participants come from different business streams but the issues that they face are quite similar in nature,” he said, adding, “Each year, participants take away a new set of ideas on managing family business.”

He observed that ‘family’ and ‘business’ complement each other and do not necessarily function in an “either or situation”.

Throwing further light on the subject, Mr M V Subbiah said that “family business is much talked about but not adequately understood”. In this context, he said that sensitive issues like succession planning should be done well in advance so that everybody is brought on board with the changes in the making.

Reflecting on the new challenges that face family business, Mr Subbiah said that while on the one side individual aspirations are increasing rapidly, on the other side, the spiritual capital in families are fast eroding. To avert this situation, the Murugappa family members congregate on special occasions and pray together. Mr Subbiah said the younger family members have thus quickly adopted the family traditions which augurs well for the family’s future. “On April 14, which is the traditional New Year, the family members meet and pray together after which everyone participates in writing the accounts,” he said.
Focusing on the spiritual dimension, Prof. John Ward said in his opening remarks that in taking a long-term view in business, the notion of faith is fundamental. “You can face the contradictions of life with the acceptance of the notion of faith.”

Speaking on the theme ‘Family and Business – A Fundamental Dilemma’, Prof. Ward said the challenges that family businesses face are unique in terms of financing, liquidity, succession, etc. In the West there is a general assumption that family business is not an efficient form of capitalism compared with widely-held companies and therefore delivers limited shareholder value, he said.

Family and business tend to belong to contradictory schools of thought. “Families and businesses have different norms, rules and objectives. The challenge is to make them complementary,” he said.
Keeping in view the seeming contradictions, Prof. Ward asked the participants to define what family and business stand for, to which the responses suggested that business fosters “competition”, “ruthlessness”, “voluntary membership”, “logic and rationality”, “meritocracy”, “shareholder value”, “defined processes”, “capitalism”, “accountability and transparency”, whereas family stands for “unity”, “compassion”, “collaboration”, “involuntary membership”, “emotions”, “equality and mutual acceptance”, “natural hierarchy”, “intuitive decision making”, “socialism” and “consensus”.
With so many contradictions, how would family and business collude? Reflecting on this, Prof. Ward said that when it comes to leadership succession, for instance, contradictory issues like ‘equality’ and ‘meritocracy’ would come into play.

To avert the contradiction, Prof. Ward said a study proved that 35% of family businesses in the US intended to plan succession through co-CEOs. “This should be done not to avoid any conflict but for the right reasons,” he said.

Referring to the issue of meritocracy, he said that employment rules might be necessary to define the specific roles that family members may take up in the business. 
He added that the inherent contradictions tend to influence several other key business decisions such as the investment strategy, gender-specific roles, vision, and so on. “When it comes to vision, the family business may be largely guided by its family vision, whereas the business vision may be money-based and competitive,” said Prof. Ward.
Similarly, from a business perspective, values may be functional, whereas from a family perspective, values may be more emotional. Likewise, the financial strategy from the family perspective might be up for survival, whereas from the business perspective it would be designed for maximising share value.
Survival and continuity are indeed paramount to family, whereas in business there could be a “reshuffle of the deck of collection of assets to maximise value”. Families may be more prudent, whereas businesses are more risk-taking, observed Prof. Ward while highlighting the apparent contradictions between family and business. Individual roles too differ depending upon family and business perspectives.

“Is it necessarily true that if we organise business around family interests, as opposed to strategic needs, we are inherently compromising the value of the business,” he asked. Or would a business centered on family interests create economic value.
Prof. Ward noted that ownership succession is another big challenge for family business. The moot question is whether all family members or only those actively involved in the business operations should be eligible for equity ownership.
When the family grows and later generations begin to feel distant from the business, what would become of the family, he asked. The larger question is, “How do we define family. What are the roles of friends and in-laws?” One participant asked how families perceive in-laws joining the business.

Prof. Ward said these questions amplify the importance of clearly defined eligibility criteria. Otherwise, the personal values as opposed to the business values would tend to affect the family’s investment decisions, risk management, strategy, and the like.

While the contradictions are many, Prof. Ward said it would be prudent to promote mutuality of interests between competing forces. Efforts like this will enable a family to take an informed decision on whether the ownership may remain fragmented or there is need for unitary control through a trust or super-share. In the US, 49 out of 50 family companies listed on stock exchanges have ‘super-hoarding shares’, said Prof. Ward.
The contradictions also extend into areas such as professionalisation of business operations, reinvestment of profits in business (as opposed to distribution of dividends), capital structure (family could be more risk-adverse, especially on debt – opting for low to no debt vs leverage).

In terms of professionalisation of business, the key question is whether the career path of non-family members would be determined by merit or made subordinate to the family interests, said Prof. Ward.

The family would also be confronted with contradictory goals such as whether to compete or be up for sale. “In the life of every business on Earth there are moments when some fool is willing to pay more than your company’s worth. But we need to look out for those moments,” he said.
While unlocking the economic value of business is an important decision, family members also derive pride in the identity, space, reputation that the business provides. These aspects tend to influence the business decisions.
Prof. Ward said that all of the searching questions are likely to confront Indian family business in the coming times. Hence, families need to establish policies around the issues before they become intense conflicts. “Each family should anticipate to situations and set the right expectations. The policies need to be established when there can be a dialogue between the stakeholders,” he said.
In the founding stage of family business, everybody in the family would want to have a say as the general intent would be to do whatever it takes to create a business success.
In the sibling generation, it would suffice that 2-3 people agree before decisions are taken. If there are two members only and there is disagreement between them, the consequences are huge. The siblings must therefore take decisions with the understanding that the family must stay together “even if it compromises business growth”.
The next generation (which is cousin generation) would tend to bring the pendulum back by wanting to run the business as if it were a publicly-listed company. “There is often a generational pattern which swings like the pendulum,” said Prof. Ward.
Relating these patterns to the grand debate on ‘business first’ vs ‘family first’, Prof. Ward said that different cultures around the world have different views on such issues. In Latin America, families tend to swing heavily on ‘family first’ whereas in North American families swing heavily toward ‘business first’, he said.
To remove the contradictions, Prof. Ward suggested that families should get together 2-3 times a year and discuss all of the issues that can go wrong and work out the solutions. This way the contradictions can be reconciled and synergies can be established between family and business. “How is the family better off for owning the business, and how is the business better off being owned by the family?”
Prof. Ward asked the participants to share their views on the importance of a family first approach. The participants responded that the family provides “legacy, family name, the value of being together, shared culture, resources, risk cover through diversified  businesses, long-term vision, security, long-term planning, commitment to business, among others” which are integral to business success. 

It was also said that “business must come first and indirectly add value to family, and that meritocracy must prevail over equality”. 

“Family will need business for unity, business will need family for perpetuity and stability,” said another participant, adding that “at some stage business may not need family, and likewise family may not need business.”

Prof. Ward said that while it might not be possible to anticipate all events, the question is how to create a system that handles new challenges. Also, it is important to note that the issues confronting family business are paradoxes and not problems. A Family Constitution and presence of independent director on Board of directors will greatly address the paradoxical situations, he said in conclusion.

SESSION: ‘SUCCESSION AS A CULTURAL EVENT’
Presentation:


Ms Annelie Karlsson, Executive Director FBN Sweden 

Proceedings

Succession in the family business is an ongoing work, and strategies are developed for years, stated Ms Annelie Karlsson, Executive Director, FBN Sweden, while weaving the discussion around a case study of a business family that moved the ownership from the founder to the siblings. The case study was that of a car dealer family wherein the founder bequeathed his business to his four children --  three daughters and one son. 

Ms Karlsson said that when the business moved from the founder to the four children there were few central questions weighing in the minds of the children: (i) do we want to own together?, (ii) is there unity in the sibling team?, (iii) does the father want to let go of control? (iv) why do we own? (v) ownership distribution, including among the mother and in-laws, (vi) what’s the role of family in management and governance?, (vii) questions on compensation, and (viii) what’s the role of mom?

To address the issues, the family held separate meetings for siblings in which each individual evaluated the following: 

· Do we have a shared ownership vision? 
· Shall I treat it as gift or as my own creation? 
· Who will be the best caretaker for my children, if I am no longer there? 

Ms Karlsson said that the family in question also started parallel group meetings of the sibling teams to find the leader. They also understood the fact that they would progress if they stick together as they were doing the same business, and took the leadership in turn. They believed that they would have to be active in resolving the conflicts among the siblings.

Hence, instead of being aloud, the siblings become more responsive. They learned to work as a team. The importance of consensus and one voice was recognised.  The role of the mother in the business and her share in the business were also outlined, explained Ms Karlsson.  

Ms Karlsson also presented a case study of another family business in which the business ownership was going from siblings to cousins; with some eleven cousins owing the business. She said that in this case the inheritance and succession were quite complex because of rivalry among the cousins and the company was a listed investment company, and the family also ran a research foundation. As far as the research foundation was concerned, the siblings stood together, realising that it would keep the family name for eternity.  They had separate meetings to resolve the conflicts among the cousins, like kitchen-table discussions. They didn’t want to spoil the family name.  So, each one of them decided what kind of a role he / she would want to play in the family foundation and in the business. 

The major issue highlighted in the case study was shared wealth and shared responsibility. The cousins kept a 5-year timeframe in which to achieve the goals. The cousins rallied around the idea that they have shared wealth and have shared responsibility towards society at large. 

Ms Karlsson sought the views of the participants on the session theme and questions. She asked the participants to share their own experience of succession. The audience were also asked to answer whether their stage of succession was from one to one, or from one to few, or from one to many, or from few to one, few to many, many to few, or from many to one. 

They were also asked to explain whether they were currently experiencing succession of ownership, business leadership or family leadership?

Responding to the questions, one group said they discussed two kinds of succession challenges—(i) family leadership succession and (ii) business leadership succession. For tackling family leadership succession, rotation among the members, communication between the members and formal structures were recommended. 
The group found that business leadership succession was more challenging as there were always more people in the fray. However, they considered a few options like independent advice, diversification and managing aspirations to tackle issues arising out of business leadership succession. 

Another group maintained that fair balancing, dignity and reputation were the major challenges in the succession plan. They proposed taking outsider view, well-wishers’ opinion, and taking professional on board as the likely solutions. 

A third group opined that the succession plan had to be divided into two, based on the functional role of the members in the organisation and the competition for each role.  
Yet another group discussed how to make the succession smooth. They were of the opinion that families should start preparing mentally prior to the transition toward succession. They said that an independent advisory group should be put in place for succession planning. A sub-group of the family members should be working to create consensus and unity among the family. 

SESSION: FAMILY BUSINESS INHERITANCE
Presentation: 
Mr Dileep Choski, Group Mentor, C3 Advisor Pvt Ltd

Proceedings 

India has achieved the undisputed economic leadership in the world arena because of many successful family businesses in the county. Stating this, Mr Dileep Choski said that business leaders from these very family businesses have dealt with the question of business succession and assets protection quite successfully. However, he said the moot point is how society evolves and how legislation is enabled to keep pace with the changing requirements of time. 

The world has grown small, and the Indian family businesses have gone overseas, he said adding that it has now become a two-way collaboration for businesses in the country. According to him, the business families have even realised that ownership has to be disclosed to employees to give them a sense of pride in what they do and for whom they work. 
It is not necessary that compensation should always to be in terms of monetary benefits, he said adding that it is the family name that gives the employees, even for senior employees, the satisfaction.      

Mr Choski said that apart from being socially responsible organisation, the family business in India has understood the term ‘philanthropy’ from the perspective of life, as it is part of the Indian value system to plough back money into society. 

Talking about the gender issue in succession, he said that in India women are regarded as the symbol of wealth and prosperity. However, when it comes to succession and planning they tend to be are left out.             

Discussing the family business in the context of brand, he said that many family businesses in the country are known by their reputed brands, especially many SMEs. He said that when it comes to succession, the family businesses should do it in such a way that it does not affect the brand name and businesses. The advantage of institutionalising the processes is that it ensures continuity without compromising the family name. 

Taking about the evolution of regulations in India, he said that due to the fear of unlimited liabilities that may fall on a family, there is the option of limited liability partnership (LLP) firms. Many such new laws and Acts are in the offing to help the promoter’s desire of transferring the wealth to heir without compromising on the business of the organization.    

Mr Choski said that a Trust could be a better option for having an amicable succession. Like in the case of a Will, the question of confidentiality is maintained in the Trust too.
He said that if one is concerned about tax issues, or protection from legal attack, the formation of a common law trust might be one option worth considering. Another key advantage to the trust structure is the benefit achieved when planning for estate taxes or transfer of assets to heirs.  By maintaining a trust structure in an offshore tax haven, one has the opportunity to pass along trust assets free from inheritance taxes.  In addition, if there is an over-riding concerned that a child may squander away the inheritance, the trust vehicle would provide a mechanism where not only there are tax benefits, but also controls as to how the beneficiaries are to obtain funds.

A trust is normally set up with a company acting as the trustee. This is done so that the advantages of a company are available while full control is maintained with the family members who become beneficiaries of the trust. The main advantage of a trust structure is the ability to minimise taxation, while offering some flexibility in terms of privacy and limited liability.

Mr Choski pointed out that the trust structure also facilitates the entry of fresh talent either from within the family or from outside to run the business without diluting the assets and by giving a sense of ownership.     

However, he said, “You need to consider before deciding on the most appropriate business structure for amicable family succession keeping in view the culture of the family. You need to familiarise yourself with the options and choose the best mix of features that is suitable for your circumstances.”
SESSION: BUSINESS STRATEGIES FOR SUCCESS
Presentation: 
Prof. John Ward, Founder Chairman, FBCG, Clinical 

 
Professor, and The Kellogg School of Management, USA 

Proceedings

The critical challenges that meet family business shift with the generations. So, that challenges that confront those who prefer not to let go off control are necessarily different from those who see themselves as the ‘stewards of business’. Succession is a less complicated matter in the latter case as the stewards of business would want to ensure that “the business lands in good hands”.
When it comes to succession, nepotism is a concern area. Prof. Ward said that in the West, the general view is that nepotism can’t work. “Further, if you believe in genetic regression then the successor is not the right person,” he said.
He explained that even a company that conducts a global search for talent may not get the right people. “So how can the son or daughter in the family guarantee unqualified success”.
It is true that children of successful family businesses obtain certain idiosyncratic knowledge as they grow up with the family. They have the insights that can’t be learnt in a business school. As a case in point, one participant said she grew up seeing her father take business risks. Another participant said that he picked up the entrepreneurial skills while watching the senior family members. Being with the family helps the younger generation to learn the practical side of business and become self-reliant.
Prof. Ward pointed out that the younger generation would also get to experience the emotional consequences of taking risks, apart from picking up tacit knowledge at the lunch table.
The participants noted that being with the family also teaches the younger generation on taking calculated risks. They also get to interact with other business leaders and great minds, even while the older generation encourages the younger generation in the period of transition. There is also a safety net available for the younger generation that should embolden them to take higher business risks.

How ideas are to be incubated is best learned in a family environment, which few business schools can teach.
Keeping in view the unique aspects of Indian family business, Prof. Ward said that an effort is being made to connect the learnings from a study of strategies of family business over 50 years (1950-2000) with strategies of Indian family business in the period 1991-2041. 
A closer examination of strategies and outcomes of family businesses throws up interesting facts. So, while there is an assumption is that family business on an average cannot outperform the market, one analysis of family businesses in the US revealed that they operated on 25% higher profitability than non-family businesses.

Further analysis of publicly-listed family businesses in the West showed that their share value growth was superior to widely held companies year after year.

Prof. Ward pointed out that American mutual funds that invested in listed family businesses delivered superior returns. Prof. Ward himself studied 1,000 largest listed companies in the world, of which 200 were family-controlled. “Those 200 companies gave 30% higher returns than the other 800,” he said.

Family business also scores high on longetivity. Prof. Ward referred to a study by consulting firm Bain. The study covering Fortune Global 500 over a 14-year period revealed that only a third of them stayed on the list over the reporting period, while 28% of them disappeared through acquisitions, 5% went bankrupt and 34% did not grow as fast. Notably, 50% of the family businesses on the list stayed on the list, while only 30% of the non-family business lasted the course.

Prof. Ward ventured to ask the participants to list the probable factors that enable the family businesses to outperform the market. The participants suggested that family businesses benefit from consistency of vision management, R&D and market development, which outlast business cycles. They are also more consistent in retaining the management team. Besides, family businesses taker quicker decisions and have the ability to tighten the belt when necessary and take ownership of the decisions, unlike many professionals.
“Many decisions are taken on a hand-shake,” said one participant. The family also does due diligence. “Unity, harmony, shared vision, fairness and competence contribute to the business success,” observed another participant. 
On who is likely to be a successful successor, Prof. Ward said he does not necessarily have to be the CEO/MD. But the successor would have to be an excellent owner governor with idiosyncratic knowledge. He should have to be a champions of ideas and strategy. “He need not be an entrepreneur, but shall be a strategic champion. He need not be a visionary but should be focused on continuous improvement, every day.”

Prof. Ward asked the participants to delve on the competitive advantages that Indian family businesses hold. What will determine successful business leaders over the next 20-30 years, he asked.
To this, one group responded by stating that Indian family businesses are geared to do better than non-family businesses, so there is no need to change the family structure. As such, most conglomerates in India are family owned. And family role in governance is greater than in operations.
Another group maintained that family business owners unlike professionals have hands-on experience and are highly adaptable to new situations.
SESSION: FAMILY & BUSINESS GOVERNANCE

Presentation:


Ms Annelie Karlsson, Executive Director FBN Sweden 

Proceedings

Explaining the various paradoxes in family and business governance, Ms Annelie Karlsson said that after learning management and other related subjects from the business schools, MBA students start their professional life either from the lower-level management or middle-level management and rise to up to the level of CEO. After reaching the level of a CEO they realise that the pyramid is not the way they thought to be; ending with the CEO at the top. There is an inverted pyramid above that with many more controlling rungs with the chairman right above the CEO, a Board supervising the chairman and AGM appointing the Board. The owners of the company are entirely different.    
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According to Ms Karlsson the picture does not stop there. In the family capitalism, (diagram below) the lower pyramid or actual business becomes very small and the family pyramid that governs the business pyramid is large with the family council and its nomination committee, and the actual family on top of all these power rungs.   




[image: image2.emf]Management 

Board

CEO

Chairman

Board

Annual General Meeting

Owners

Owner Council

Family

Family Council

Nominations Committée

Nominations Committée

Family capitalism


Ms Karlsson said that the governance of the business depends upon model of ownership. It could be a single owner, a few siblings owning it, and a large number of cousins having the share in the family business. However, when it comes to family businesses the issues can be broadly divided into three categories that include family issues, ownership issues and business issues. The family issues are solved by the family council. The ownership council takes care of ownership issues and business council handles business related issues. 

She said the owners’ council assists the owners’ family with the governance of its ownership; not with running the actual businesses. The role of the owners’ council is to clarify and define the owner voice. The owners’ council should be a link between the operating companies’ supervisory boards and the owners, and not act as the supervisory board. The owners’ council is the forum for succession planning and continuity of the business. 
The owners’ council is not treated as a legal entity. However, advising, uniting, clarifying, engaging and providing helicopter perspective on shared wealth are the major roles of the owners’ council. 
The family council safeguards cohesion unity and continuity of the family. The purpose of the family council is to keep the family together, promote the business’ good name in society, contribute to the family’s social responsibility, sustain the family's culture and traditions, and help the family members with education and personal development. 
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Talking about the family council composition and eligibility, Ms Karlsson provided a case study of a 7-member family council, comprising family members. The Council was elected by a family assembly with a mandate for 3 years, may be with re-election for eternity. The family council was not compensated. However, family council members were represented in the asset management company board and in the ownership council. She said sometimes there was an overlap in the functions of family council and owners council.   
Ms Karlsson opined that the family business that survives the test of the time cultivates strategy on ownership distribution and asset by the owner’s council, and inculcates the values like code of conduct, identity, reputation of the brand. Governance principles (role of family), governance structures, governance processes (decisions, exit, nominations, perks, incentives etc) are also well defined. 

Note: A pictorial case study of Bonnier Family was presented during the discussion.    

Bonnier Family Foundation (A Case Study)
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DAY 2
SESSION: PARADOXES FOR STRATEGIC VALUE
Opening Remarks
Mr Farhad Forbes, Chairman, CII FBN India Chapter Core Group, and Director, Forbes Marshall Private Limited

Presentation: 
Prof. John Ward, Founder Chairman, FBCG, and Clinical




Professor, The Kellogg School of Management, USA
Proceedings

The convention offers a good opportunity for the next generation family business owners to familiarise with the new and emerging challenges that meet family business. Stating this in his opening remarks, Mr Farhad Forbes said that the internship programmes conducted by the FBN enable the young participants to connect with family businesses in other countries.
Speaking on the session theme, Prof. Ward said that the paradoxes in family business create ambiguity. Yet, it might be pertinent to view ambiguity as a positive tool, he said.
Underlining the importance of Family Constitution, Prof. Ward urged the participants to share their experiences in drafting their respective family constitutions.


One family group attending the convention informed the audience that eight members in their family business have been working with 15 non-working family members to draft the family constitution. This endeavour began a year and a half back under the guidance of an external mentor. The group studied other cases, set up a family council and formed a separate team to write the family constitution. The effort is currently midway. 
The family plans to get the constitution written by a formal body and thereby make it binding on all members.
It is a participative process involving all 23 family members who are above 12 years of age.
Another family group stated that the policies with their company were laid down over a 20-year period. The team now plans to write a new set of policies. The youngest members will write the Constitution.

Prof. Ward said that in drafting the family constitution, family businesses should (i) take time to put down the processes, and (ii) make the process truly participative.

A third group explained that the family anticipated the issues (addiction, divorce, cheating, etc.) and decided to write a constitution. A family advisor therefore worked with the team in creating a code of conduct. The team now revisits the document every two years. The family meets once every month where a conscious effort is made to discuss sensitive and emotional issues so as to find suitable solutions.

Yet another group said that while their family has not drafted a constitution, they have initiated a process of documenting elements linked with areas like compensation. Further, decision making within the family is arrived at “by consensus on some issues, and by majority on others”.
One participant asked whether a family constitution would infringe on the personal rights of individual members such as with respect to religious beliefs.
Providing a broad perspective on the subject of family constitution, Mr Arun Bharat Ram said that a family constitution is not limited to business but has to do with family values and culture. 
Prof. Ward said there is need for a good understanding of what is personal and what is collective. How flexible can the constitution be?

Mr Subbiah said that in his family business reputation takes precedence over every other aspect including money. If there is a deviant member, the family should help to rehabilitate that person. “For one who has faith, no explanation is necessary. For one who has no faith, no explanation will help,” he said.
More specifically,  one participant asked: who would assess the compensation packages of family members. It was suggested that a fixed set of criteria may be laid down for everybody in the business. The entry policy too may be codified based on education and work experience.

One participant observed that while working family members ordinarily take the initiative to draft constitution, is there any instance of a non-working family member taking part in writing the constitution. It was cited that in one instance 15 non-working members of a 23-member family are involved in making the constitution.
Prof. Ward said that a taskforce comprising working and non-working members can serve as the leadership team. But then how is the family business portfolio planned? Mr Bharat Ram said that in India families often duck the issue of evaluation of family members in business. “We base our decisions largely on the feedback received from independent directors,” he added.
Prof. Ward said that an HR taskforce including 2-3 persons outside the family could conduct the evaluation.
In the case of families that are 40-60 years old, when drafting a constitution it is best to forget the past, said one participant who is involved in mentoring family businesses in drafting the constitution.

Prof. Ward explained that the main constitution constitutes a (i) family agreement that takes care of family concerns and insecurities, and a (ii) business agreement that brings in meritocracy. This will lay the ground for best practices.
In the instance of two friends who formed a company and worked like a family, how will the succession he handled? Ms Annelie Karlsson said that the children of the partners would be more like cousins, hearing the same stories around the dinner table.
Prof. Ward asked if more family members over time get less involved in business, what would be the state of ownership of that business. 
He pointed out that in the West parents leave shares to all children equally, independent of gender. Two questions stem from this: (i) other than collecting dividends, do they have a role, and (ii) do all family members play important roles in terms of values, vision and goals of business. To achieve this there needs to be an educative process. “To want to own the shares and not sell means a lot”.
In the US, 60% of families have members not working on the Board of companies. How do they become responsible Board members, he asked. This will become a big question in India in due course.
Prof. Ward said there is an assumption that if you are not involved in business, you cannot be on the Board. It is important to have independent members on the Board, he added.
Mr Bharat Ram asked if the male members do not wish to be in business, are they to be compensated at all? These issues will come up in India in a big way, he observed.

Prof. Ward asked how those involved in the business 24x7 feel about those not actively involved in business. Also, when the family reaches the siblings stage, is there a risk of the siblings creating individual fiefdoms. The axiom suggested is: are we one family, one company or four families, four companies?

It need not be axiomatic to join one’s parent business but work in all the businesses so that the experience gained is that much more enriched, said Prof. Ward.
When moving from siblings to cousins, the likely shift is from consensus to democracy. Plan for a decision making system that is less than consensus, noted Prof. Ward.
He said that the family will be called upon to take crucial decisions with regard to dividend payouts, especially in cases where the children upon becoming owners only see it as an income source without having to contribute to the business growth. “How to manage the family wealth would depends on our values and parenting,” he said.
Prof Ward said that to avoid fiefdoms, it would help if members graduate from individual verticals to corporate governance. What is important is to have one family, one business.
Coming to the grand debate of family first or business first, Prof. Ward said that in Northern Europe family business views “Business first on family issues; Business first on business issues, whereas in North America family business views “Family first on family issues; Business first on business issues.” 

Talking about paradoxes, he said that he has run into companies that look at both paradoxes – growth vs profit; centralise vs decentralise; short term vs long term, etc.
Problems can be solved, but not paradoxes, he said and pointed to the polarity map as a tool for planning
Polarity Map
	Actions to Max
	+
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	+
	Actions to Max
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	-
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	Too Much Conformity
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	Warnings too Far


The objective is to work out the benefits of individual and team, and maximise the benefits and watch out for early warning signals. Too much consensus would lead to average decision making, for instance.
Prof. Ward asked if it would be possible to simultaneously act on innovation and tradition? To this one participant responded that “innovation is our tradition”.
However, when innovation gets too far, the early warning can be seen in high spend and lack of focus. When tradition gets too far, there could be product obsolescence, rigidity, attrition, etc.

Win-win is indeed the way forward, which translates into business first and family first.
If business is successful, the family will have more pride and reputation.
SESSION: UNCONVENTIONAL STRATEGY
Chair:
Mr Arun Bharat Ram, Member, CII FBN India Chapter Core Group, and Past President, CII, Chairman, SRF Ltd
Panel:
Mr Sunil Kant Munjal, Chairman, Hero Corporate Service Limited 

Mrs Pheroza J Godrej, Godrej & Boyce Manufacturing Co. Ltd
Dr Naushad Forbes, Director, Forbes Marshall Pvt. Ltd
Proceedings

While introducing the panel members, Mr Arun Bharat Ram, Member–CII FBN India Chapter Core Group, Past President–CII, Chairman–SRF Limited, asked the speakers to share the unconventional strategies that they follow in the business to make it unique.    

Taking about the genesis of their family business, Mr Sunil Kant Munjal, Chairman, Hero Corporate Service Limited, said that the company was set up to provide the basic needs of the family and friends. The first generation of Hero Group had to leave everything behind at the time of Partition. They had to start from a scratch; it was the sheer compulsion that prompted the first generation to start the business.     

Mr Munjal said there was no question of payment defaults right from the beginning. The payments were guaranteed, as the family was governed by its religious system. These systems have been documented, and at the time of induction it is explained taught to all. As a result, many of the vendors and distributors have become partners in business. The dealers, distributors and suppliers brought value to the organisation.

Mr Munjal said that now there are more than 200 members in the family; everyone has an individual perspective on how things have to be done in terms of business. “However, we are conservative in terms of strategy, although we are very aggressive in our business. Nevertheless there are issues and challenges in the family business over which we maintain a fair degree of independence,” he said.             
Talking about the retention and attraction of talent, he said the company has near zero attrition rates. However, the company is conservative in terms of hiring as it would always want people who stay and grow with the family business. As part of the retention strategy, the family persuades members of the family who are part of the business to function like professionals and encourages professionals in the business to behave like family members.  

Mr Munjal said that his family encourages the elders experiment, as the younger generation does it naturally. They also allow seniors to partner with outside firms so as to build different perspectives. We always accept the difference, he said. 

Narrating the family history, Mrs Pheroza J Godrej said that the Godrej Group of business is now into its fourth generation. The siblings started the Trust by taking the share of father’s asset and now the fourth generation is part of it. A lot of land had been acquired by the second generation; now it has got huge notional value. However, the family is not going to sell it as it is the treasure of the nation. 

Mrs Godrej said the family started giving back to society by establishing hospitals and schools. The family supports outdoor activities like swimming and sailing. The family was actively involved in the establishment of the National Institute of Performing Arts. Now, the family is involved in environmental protection activities. 

Mr Arun Bharat Ram commented that providing financial assistance for building schools and hospitals is the general nature of philanthropy. However, promoting swimming, sailing, performing arts and creating environmental awareness and support for saving tigers are quite a different form of philanthropic support. 

Mrs Godrej said that forests are the health of the nation and tigers are the symbol of it. Water, forest, tigers are all interconnected. The family supports CII–Sohrabji Godrej Green Business Centre. The center is a division of Confederation of Indian Industry (CII), and is India’s premier developmental institution, offering advisory services to the industry on environmental aspects and works in the areas of green buildings, energy efficiency, water management, renewable energy, green business incubation and climate change activities. 
The family also introduced ‘Ganga’ soap as a symbolic gesture in support of cleaning of the Ganga River. “We are not a family of activists, but we do support the social activities by giving time and money,” she added. 

To a question asked by Mr Bharat Ram whether philanthropy should be done with one’s own wealth, she the family is particular about that. The Godrej family has three listed companies and the rest is privately held, from which the family generates money for philanthropic activities. 
Mrs Godrej revealed that there is a huge debate among the third and fourth generations, as everyone has different ways of doing things. “The lifestyles may be different, but the common values keep us together,” she said.   

Mr Bharat Ram observed that unlike other business families where philanthropy is done by the older generation, Godrej family encourages even youngsters to do philanthropy.   

Mrs Godrej said that it was started three-and-half-years ago by the third generation to encourage even youngsters to get involved in the philanthropic activities. The family engages outside facilitators for this. She added that family has a buddy system in place for keeping the members together.

Talking about archiving the history of the Godrej family, she said it was suggested by an eldest uncle in the family when the family was celebrating 100 years in business in 1997. The Trust then decided to document the history. Archiving is a huge business in the international arena, and the family gets a lot of visitors seeking advice in the field. 

Mrs Godrej said now the family celebrates the founders day and other important family members’ birth anniversaries by organising blood donation camps. It is another way of giving back to society.  

Dr Naushad Forbes, Director, Forbes Marshall Pvt. Ltd, said when he joined the family business in mid-1980s the young generation wanted to move fast but the managers were not in favour of that. However, the family provided freedom to the younger generation to take risk and move faster. That younger generation is now heading the family business. “Failures taught us how to develop products,” he said.  

Retention is a big problem, he said adding that more space and freedom are to be given to the people in his business. 

Explaining the difference in the philanthropic activities of family business organisations and non-family business organisations, he said that long-term orientation is required for any project to succeed. Family businesses capture it naturally when it comes to long-term projects that contribute to society. Even the members who are not part of the family business contribute to society by being part of the philanthropic activities of the family, he said.        

SESSION: MANAGING AMBIGUITY
Presentation: 

Ms Annelie Karlsson, Executive Director FBN Sweden 

Proceedings

Family members in business provide a helicopter perspective. But, the moot question is, who are family? Ms Annelie Karlsson says the definition is wide-ranging and includes members who are connected:

· By blood
· By law
· By marriage
· By love
· By household
· By ownership
· By long term service
· By adhering to rituals and traditions.
It is important that the roles and responsibilities of family members are defined in terms of their participation in:

· Family Council: which works to ensure, develop and protect cohesion, unity and continuity.

· Owners Council: which serves, earns and deserves ownership.

· Supervisory Board: for strategic governance of the business.

· Management: for management of the businesses operations.
The challenge lies in dividing responsibilities between the Owners Council and the Board over areas such as operations, real estate, asset management private equity, philanthropy and family heirloom.
The other big challenge is: ‘How to decide on how to decide’. Ms Karlsson said the likely options are:
· Me, myself and I
· Majority
· Qualified majority
· Consensus
· Golden share
· Outside help.
In tackling the above issues, she said the key questions to be addressed are:
· Who gets to vote?
· Who gets to prepare the decisions?
· Would it be on the principle of one man one vote or vote according to shares?
In addressing these imponderables, Ms Karlsson referred to the Ward & Carlock ‘Fair Process’ model that recommends a balancing between ‘Engagement’, ‘Explanation’ and ‘Expectation’. “Give everyone a voice and bring in all family members into the discussions,” said Ms Karlsson.
In the absence of these efforts, the decision making process would be end up as ‘A body of wealth with a soul of a lost purpose’.
In times of uncertainty, she said that renewed efforts may be made to ”create meaning, create a shared vision, create a structure, and create processes”.
The challenges are: multiple perceptions, multiple perspectives, and multiple interpretations. The process should be towards building “one shared perception, perspective, interpretation, meaning and purpose”.
It is important to create a sense of coherence that is comprehensible, manageable and meaningful, said Ms Karlsson and referred to The Hartwell Family experience. This family under its ‘The 6th Generation Initiative 2005-07’ came to the following conclusions:

· The family voted out becoming merely an institutional investor, rather the ambition was to become an entrepreneurial family.

· The family decided that its business involvement needed to have a greater reason and meaning than only money.
· This would be accomplished trough active governance and development of the family’s spiritual and financial capital.
· The company would be handed over from generation to generation(s). The business was to be viewed as a loan from future generations.
SESSION: ENDURING VALUES
Enduring Values
Prof. John Ward, Founder Chairman, FBCG, and Clinical Professor, The Kellogg School of Management, USA

Proceedings

The session began with Prof. Ward posing a set of questions: (i) if you ask a group of MBA students what is the purpose of a company, what will be their answer, or (ii) if you ask a group of financial analysts what is the purpose of a company what will be their possible answer, or (ii) if you ask a group of members of family business the same question what will be their possible answer. 

He was of the view that the MBA students will say that profit is the purpose or motive of the company, whereas the financial analysts will reply that protecting and upholding the interest of shareholders is the uppermost purpose. However, the members of the family business will likely say the purpose of a company is enterprise. That is the fundamental difference between the family business and non-family business.     

Family business stands for the values for long-term business continuity and family commitments. In that adaptability and purpose makes the difference. How you manage and whom you attract in this adaptability becomes important, he said.

Talking about strong culture in family business, he said the concept is very difficult to understand. He said the family culture is determined by the stability, long tenure of management team, leadership in control and history. However, in non-family business history is ignored and culture is counterproductive.

Prof. Ward displayed the table given below that has sixteen pair of words and asked the participants to indicate the words to reflect the culture of their respective organisations. 
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Values

Innovation

Empowerment

Performance

Teamwork

Change

Leadership

Efficiency

Profitability

Quality

Communication

Creativity

Learning

Continuous Improvement

Entrepreneurship

Excellence

Customer Service

Courage

Dignity

Reputation

Fairness

Open-mindedness

Authenticity

Hard Work

Stewardship

Dependability

Empathy

Curiosity

Humility

Discipline

Prudence

Sincerity

Do the Right Thing
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The results of the task indicated that business family members supported 70% of the words indicated in the right column and remaining 30% of words in the left column. And the non-family business members supported 70% of the words indicated in the left column and remaining 30% of words in right column. 

Elaborating on the task result, Prof. Ward said that the words in the left column indicates the functional aspect of business and the words in the right column indicates the emotional aspect of life or business. He said that the words in the left column are taught in the business school and the words in the right column represent the business values. The words in the left column are good for business and the words in the right column are good for family. 

Moving on to the other task, Prof. Ward asked the participants to discuss and share their experiences on a few points such as (i) is hiring talent a challenge in India and (ii) is there any competitive advantage for family business while hiring talent. 

To this, one group opined that money was not the ‘only factor’ that matters while talents are attracted to the company. Under commitment and over delivery tends to make the difference in retaining the talent in the organisation.

A second group observed that involving and empowering employees were the two strategies to be adopted by family business in retaining talent. Participating in the celebrations of employees and addressing them by their respective names would make them feel at home. For attracting talent, the group said, word-of-mouth is the best form.     

Another group said that talent in the family business can be retained by giving them challenging roles, challenge jobs and a good career path. It was rather difficult for the business family to retain talent by giving out just pay cheques. However, the group said that rewarding exceptional performance can be a handy tool. 

A fourth group said that a referral system works well to attract talent. They said that employees in the organisation are the ambassadors of the company. 
Another group said that the best retention tool lies in spending time with the employees. “Spend time with the manager who reports to you and ask the manager to spend time with his subordinates who report to him,” they said. The group opined that people leave organisations when they feel marginalised.

A sixth group felt that “you can attract with values given on the left side of the table and retain with values given on the right side of the table”. 

And a seventh group said that family businesses are the symbol of purpose and enterprise. Talent can be attracted and retained by bringing transparency into the business and making them feel part of it. 

Prof. Ward ran a short animation movie on ‘Drive: The Surprising Truth About What Motivates Us’, made by Daniel H. Pink, author of several provocative, bestselling books about the changing world of work. His latest, ‘Drive: The Surprising Truth About What Motivates Us’, uses 50 years of behavioural science to overturn the conventional wisdom about human motivation and offer a more effective path to high performance. 
The animation clip can be viewed by accessing the link below: 

http://www.youtube.com/watch?v=u6XAPnuFjJc
SESSION: SHARING EXPERIENCE
Panel:
Prof. John Ward, Founder Chairman – FBCG, Clinical Professor – The Kellogg School of Management, USA

Ms Annelie Karlsson, Executive Director FBN Sweden

Proceedings

In this session, Prof. John Ward and Ms Annelie Karlsson fielded questions posed by the participants which are as follows:
What is your experience in working with family business in India?

Prof. Ward: Recent trends in family businesses in India show that the family leaders are moving into the governing role, and there is the emergence of many family owners who are not operational heads. Indian business families are very generous when it comes to philanthropy but not strategic. The philanthropic funds should be provided to specific projects and the impact of the funding should be measured.  

How effective are share options given to professionals by family business?

Prof. Ward: According to a study in the US, only 7% of the family businesses in the US provide share options to the working professionals. So for share option, whether fictional or real share option, has been proved not be very effective within the family business. 

Why do family businesses in the country think that hiring and retaining talent is an easy task, especially when the Indian economy is growing at an enormous pace and when there is a huge shortage of talent?   

Ms Karlsson: Family businesses in India do not project themselves as family business. That puts the family businesses at a disadvantage. Most often the family name is used as a qualifier. Many believe that in the family business “you can delegate but that is not possible”. Only by delegating the power and responsibility you can retain and attract talent. 
CONCLUDING SESSION
Presenter:
Mr Farhad Forbes, Chairman, CII FBN India Chapter Core Group, and Director, Forbes Marshall Private Limited

Proceedings

Family business owners need to make time for family issues. Stating this in his concluding remarks, Mr Farhad Forbes said that his company has profited from taking steps such as forming a supervisory board.

Reflecting on the paradoxes in family business, he said that it is important to identify the strategic priorities and present the same to the Board for further consideration.

He said that CII-FBN India Chapter has initiated regional and local events across the country to broadbase the participation of family business in enhancing the management science of family business.

He expressed hope that the younger generation will actively participate in structuring the future family business conferences and local events.

Ms Meher Pudumjee has been elected as the new Chairperson of CII-FBN India Chapter.
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Family Foundation and its committees

Education Committee
Owner philosophy
Scholarships

Family Mansion Committee
Portrait Gallery
Rules & regulations

Financial Committee
Investment strategies

Next Generation

Gutkind & Co. / Board practice

Family Archives

	Photos, diaries, letters, films

Family office

	Individual financial advice

24 family members take active part

10 family members compose the board (election 2nd  year)

5 meetings per year

Contribution committee

Family in society/Social responsibility
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Values

		Innovation
Empowerment
Performance
Teamwork
Change
Leadership
Efficiency
Profitability
Quality
Communication
Creativity
Learning
Continuous Improvement
Entrepreneurship
Excellence
Customer Service		Courage
Dignity
Reputation
Fairness
Open-mindedness
Authenticity
Hard Work
Stewardship
Dependability
Empathy
Curiosity
Humility
Discipline
Prudence
Sincerity
Do the Right Thing
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