
Perpetuating a family business when the founder retires or dies calls for careful 
planning by the founder, the family, and the firm’s key professionals. 
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ccording to recent estimates, approximate- 
ly 14.4 million of the 15 million businesses 
in the United States are family-controlled. 
Moreover, family-owned enterprises account 
for a majority of the jobs and about 40 per- 
cent of the gross national product of this 
country. Despite the prominence of family 
firms, leaders of family businesses have had 
difficulty managing them successfully over 
time; many go out of existence after ten 
years, and only three out of ten survive 
into the second generation. Their average 
life expectancy is 24 years-which is, co- 

incidentally, also the average tenure of the 
founders of these businesses. 

In this article we will look at the 
critical issues and dil”emmas that face 
founders and second-generation “founders” 
and provide a perspective for thinking about 
a family-owned business as a complex sys- 
tem that includes the subsystems of family 
and firm and the interactions between them. 
We will also look at the problems and dilem- 
mas facing various family members, includ- 
ing the founder, spouse, and their children, 
and we will examine the choice points and 
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critical variables to be addressed if one is to 
manage the continuity process effectively. 
Finally, we will examine a few of the possible 
interventions that can increase the likelihood 
of effective transitions and continuity of a 
family business. 

THE FAMILY FIRM SYSTEM 

We can think of the subsystems in the family 
6 firm system as including (1) the business as 

an entity, (2) the family as an entity, (3) the 
founder as an entity, and (4) such linking 
organizations as the board of directors. Each 
of these “subsystems” has an identity and cul- 
ture of its own, and they often have com- 
peting needs and values. Because leaders of 
family firms are forced to deal with this com- 
plex set of relationships, managing continui- 
ty is a difficult task. 

Decisions must be made at various 
stages in the family firm’s life -for example, 
deciding whether the business should be 
maintained or sold, handling family rivalries 
or frictions or interests, appointing a succes- 
sor to the top executive, training family 
members, preparing for the founder’s retire- 
ment, developing management for the fu- 
ture, or dealing with new and retired chief 
executives. All of these questions are influ- 
enced and guided by a series of forces: 

l The general business environment. 
e The firm’s stage of development. 
* The organization’s culture - its norms 

and traditions. 
* The family’s culture. 
Q The family’s influence on the founder. 
0 The founder’s or owner’s personal moti- 

vations and values. 

DESTABILIZING THE FAMILY FIRM 

So long as the founder/owner is in place and 
in role, the total system is relatively stable. 
Everyone knows his or her place, whether he 
or she likes it or not. All of the family 
members and employees have a fairly clear 
idea of their relationship with other parts of 
the total system. 

But when there is a major “trigger 
event,” such as a decision by the founder to 
sell the business, or a decision by the founder 
to move some particular family or nonfami- 
ly member into the firm’s leadership, and/ 
or, most significantly, an impending depar- 



ture of the founder - either voluntarily or in- 
voluntarily-the situation becomes ambigu- 
ous and can easily become chaotic. All too 
frequently there is no “natural” leadership of 
the total system ready to replace the found- 
er. What’s more, it’s almost impossible to find 
one person who can take over all the roles 
the founder has played. 

Given the fact that it is normal in 
conditions of ambiguity and confusion to try 
to attain some order and security, all the 
members of the family and firm try, at this 
point, to get as much control and power over 
their own positions and destinies as possible. 

PROBLEMS TRIGGERED BY MAJOR CHANGE 

In the aftermath of a major trigger event, 
three categories of interested parties-the 
founder him- or herself, key professionals in 
the firm, and family members -encounter 
their own special problems. 

The Founder’s Problems 

As the result of a major trigger event, the 
founder faces these problems: 

l How to let go of the power, leadership, 
and centrality of the founder. 

* How to deal with his or her own life. 
l How to keep the family functioning as a 

unit. 
l How to define family members’ future 

roles in the business. 
0 How to define the firm’s and family’s 

role(s) in the community or larger society. 
l How to assure the competent future 

leadership of the firm. 
* How to educate the family for responsi- 

ble ownership. 
l How to educate the firm’s key members 

about the family’s future role. 
l How to keep the key nonfamily re- 

sources in the firm. 
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Issues to Be Faced by the Firm’s 
Key Professionals 

For the firm’s senior executives and man- 
agers the issues that must be confronted are: 

l Will the next Ileaders carry on the val- 
ues, relationships, policies, and practices of 
the founder? 

l Do I-can I -give similar loyalty/ 
respect to the successor? 

l If the successor is a son or daughter, do 
I want to be guided by this person -who, I 
know, is not as qualified as the founder? 

* Do I want my career in his or her 
hands? 



0 If executive management will “forever” 
be in family hands, do I want to limit my 
own opportunities to being in second-level 
positions? 

l Can I trust the new leadership to grow 
the business, or will they milk it or dump it 
for family profit? 

l How do I relate to the new leaders? Will 
it be worthwhile to continue? 

If a professional is promoted to the 
top from within the firm, other problems are 
created for others in the senior echelon. Such 
problems include these: 

l Do I want to work under him or her? 
* Will he or she be able to operate inde- 

pendently, or fall under total control of the 
family? 

* What‘s my relationship with him or 
her? 

FOR FAMILY MEMBERS 

During transitions, key questions for the 
family are the following: 

l Are we gaining or losing control of our 
family assets? 

l If a family member is father’s successor 
(for example, the first son), will he now have 
more power than other family members? 

* How do I protect my interests when 
ownership is dispersed among family 
members? 

l How can I have some control over deci- 
sions made by the business leadership? 

l How can I get my money out if I want 
it? 

l How can I be sure the business will pro- 
vide jobs and/or income for the grand- 
children? 

As we can see from these questions, 
founders/leaders, nonfamily professionals, 
and family members often face difficult di- 
lemmas and decisions when a “trigger event” 
takes place. We often find that unhealthy 

8 conflict is the all-too-frequent result, and 

such conflict may severely damage both firm 
and family. 

THE ADAPTATION PROCESS 

The process of adapting to the new condi- 
tions precipitated by the trigger event is fre- 
quently managed very badly in family busi- 
ness situations, particularly if the founder 
suddenly disappears from the scene. In the 
rest of this article, we want to discuss the na- 
ture of this adaptation process and provide 
some illustrations and suggestions for man- 
aging it. 

The mode of adaptation in a family- 
owned firm tends to be a function of three 
conditions: (1) the founder’s priorities, (2) 
conditions in the firm, and (3) family “‘dy- 
namics.” Let us look further at the latter two. 

Conditions in the Firm 

The basic conditions in the firm that affect 
the way in which the family and firm adapt 
to any trigger event are (1) the firm’s state of 
maturity (its stability, for example), (2) the 
current leader’s management style, (3) the 
firm’s basic economic health, and (4) the eco- 
nomic prognosis for the firm. 

Family Dynamics 

The factors that affect the way in which the 
family adapts- that is, its adaptation mode 
-are: 

a Its general cultural pattern-for exam- 
ple, a close family as opposed to very indi- 
vidualistic family members. 

0 The degree to which the members are 
independent, interdependent among them- 
selves, or dependent on the founder or both 
parents. 

* The current financial condition of fam- 
ily members. 

0 The other primary relationships among 



family members - that is, marital status, ex- 
istence of the founder’s grandchildren, and 
so forth. 

* The patterns of sibling cooperation or 
competition. 

* The status of family members’ spouses’ 
interest in and/or involvement with the 
firm. 

CHOOSING A CONTINUITY 
MANAGEMENT STRATEGY 

Following are five scenarios that can be and 
have been used to manage the continuity in 
family-controlled enterprises: 

1. The founder controls the pro- 
cess entirely. In this scenario, the founder 
(usually with financial and legal advice) sets 
up the ownership continuity through wills, 
trusts, holding companies, and so forth. In 
this model, he or she assigns shares (either 
before or after death) to family members, 
with assurance of family voting control. It is 
quite common, for instance, to leave the 
spouse 50 percent of the assets and divide the 
remaining 50 percent equally among all the 
children. 

The founder may set up an asset 
management mechanism or family board of 
advisors. The decision on the succession of 
the firm’s top management is also made by 
the founder and is binding on the family 
owners. 

2. The founder consults with se- 

lected family members. The founder, with 
technical advice and in consultation with 
some family members (brothers, children, 
spouses, for example), sets up a mechanism 
or process for continuity management, in- 
cluding liaison between family legatees and 
business heads, perhaps through a board of 
directors. If the successor chief executive is a 
family member, he or she becomes this liai- 
son. Family owners have defined and 
bounded reserve powers, such as approving 
certain types of capital investment, vetoing 
the hiring and firing of the chief executive of- 
ficers, or veto power over decisions affecting 
family image in society. 

3. The founder works with profes- 
sional advisors. The founder, with selected 
business colleagues and advisors, sets up 
mechanisms for the continuity of the firm’s 
executive management. He also sets up firm 
boundaries between business decisions and 
family shareholders. Mechanisms are set up 
for assuring continuity in stock control, 
while decision control of the business is al- 
located to the business heads. 

4. The founder works with family 
involvement. The founder creates a mecha- 
nism for the core family (blood family and 
their spouses) to actively participate in and 
influence decisions about the continuity and 
management of both the business and assets 
after his or her departure. In this model the 
founder manages the process, but the whole 
family is involved at an early phase. A num- 
ber of founders do involve the family to 
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some degree, but it is rare that a formal or 
explicit plan is worked out to educate the 
family about such roles and responsibilities 
of ownership as the difference between own- 
ership and management, the values to main- 
tain, the way in which to deal with equity in 
terms of various subfamilies within the fam- 
ily, and so forth. 

A Case Study 

One thing we’ve concluded from our studies 
of family-owned businesses is that they 
would benefit considerably from some ex- 
plicit planning process worked out by the 
founder with the family. We‘d like to discuss 
very briefly a case in which a founder did 
just that. 

The founder of a very large conglomerate was pre- 
paring to move out of the business in four or five 
years. His one son in the business was a candidate 
for top leadership. However, a key person in the or- 
ganization would be interim chief executive because 
the son’s readiness for the leadership job and the 
founder’s timetable for moving out of the business 
were not totally congruent. 

The founder decided that his family (a very close 
family that was highly involved in, and interdepen- 
dent with, the firm’s leadership and its place in the 

community) needed to learn, as a family, more 
about the business and family issues involved in any 
kind of collaborative effort for managing the busi- 
ness or its assets. So he created a group that included 
his wife, their children, and their children’s spouses 
-for the following purposes: 

l To teach the family the functions of ownership 
-helping them to understand what a responsible 

owner would need to know about all of the business 
lines (there were 50). 

* To help family members understand the social 
and economic context in which the enterprise was 
operating, both at the time and in the future. 

l To help family members understand the found- 
er’s values, priorities, and methods of governing the 
enterprise. 

With these as purposes, the following issues became 
the agenda: 

1. Distribution of ownership after the founder 
leaves. 

2. Determination of the degree to which the family 

can, should, or wants to be involved in key ieader- 
ship positions in the companies. 

3. Determination of the degree to which the owner 
family should be involved in managing the business 

in general. 
4. Determination of the way in which chief execu- 

tives will be selected, monitored, and fired, if 
necessary. 

5. Determination of the choices that the survivors 
should have about whether to keep, merge, sell, di- 
vest, or acquire other assets. 

Related issues were: 
1. Who is “the family”- that is, how extended 

should it be? 
2. How many future assets should be distributed 

to various individual second-generation members, as 
opposed to keeping them in one central source? 

3. What responsibility and/or commitment should 
second-generation siblings have to each other and to 
their children, including any responsibility beyond 
the normal family loyalty to help each other out? 

4. What commitment should be required or open 
to family members to assure family continuity7 

In the case that we are reporting-and we 
found this is a generally desirable process-it 
is important, first, to work out the issues of 
the firm: the tasks to be done and the firm’s 
role, future, and options. In this case, the 
founder presented detailed information 
about the general management of each of the 
subunits. 

Council of Advisors 

The founder selected several key members of 
his enterprises and organized them into a 
council of advisors, which had two tasks. 
The first was to function as a group advising 
the owner-CEO on business or contextual 
implications for the future (he had previous- 
ly been dealing with each of these people on 
a more or less individual basis). 

The second and main function of 
the group was to serve as a “faculty” for the 
family. The mission was to help the spouse 
and second-generation brothers and sisters 
understand the nature of executive and pol- 
icy issues that they, the professionals, had to 
grapple with, both in day-to-day business 



management and in planning for the future. 
Regular meetings were set up between the 
family and the council of advisors. 

Effects on Family 

This is not necessarily an easy process. La- 
tent family issues surface again; old sibling 
rivalries recur; in-laws find themselves in cu- 
rious roles, and so forth. Listing a few of 
these: If he’s not the immediate successor to 
the father, the situation produces all sorts of 
problems for the oldest son. Conversely, if 
the son gets that role, and the father stays 
active for a while, style differences may 
create tensions. Such situations, of course, 
produce other sets of problems. 

For other children, there are always 
problems, during these critical times, of 
whether they want to go into the business, 
are expected to and should go into the busi- 
ness, or should care about the business at all. 
For married children there are additional 
strains, particularly if they have children. 
They face divided loyalties between their 
blood family and their new family. If, say, a 
son-in-law is in the business or is in some 
way related to the business, or serves as a fi- 
nancial advisor to the daughter about pres- 
ent and future assets, all sorts of issues can 
emerge. 

Any number of strains can afflict 
spouses or family members, particularly if 
they have any interest in the business, and 

these strains may develop into cross-genera- 
tional imbalances. For example, the wife/ 
mother may not approve of an in-law, or 
may want her son or daughter to succeed 
her husband, even though an in-law would 
perhaps be more competent. 

All of these issues require the 
founder to maintain a considerable amount 
of perspective and to exercise considerable 
leadership. The results, however, if the ef- 
fort is undertaken, tend to be well worth the 
investment. 

The model that we’ve described is 
one alternative. It would be nice to say that 
it is the best alternative, but unfortunately 
that is not always the case. In a number of 
other situations, having a participative fami- 
ly group work out the issues before the 
change would result in nothing short of 
disaster. 

So we’re left with the question of 
how one does manage the process. Some 
generalizations are possible. 

1. If founders and their key part- 
ners, particularly their spouses and key busi- 
ness partners, recognize that management of 
this process is essential, then it tends to get 
managed and one can be more optimistic. 

2. A specific mechanism of tran- 
sition management is essential. Whether it 
is the founder acting as the “transition man- 
ager,” or the father and son, or a council of 
senior professionals with one or two family 
members, or the successor chief executive of- 
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ficer (CEO) is a matter of choice, but some 
conscious direction of the changeover is 
required. 

3. The role of the surviving spouse 
should be explicit and thought through in 
advance. Frequently there is a conflict be- 
tween the mechanics of an estate (for exam- 
ple, when the wife holds 62 percent of the 
stock) and the expectations about who will 
make the business decisions after the founder 
has gone. It helps significantly to make this 
clear early in the game to the key family 
members: parents and second- or third-gen- 
eration family members. 

4. We suggest that founders must 
think carefully about the kind of advice they 
want in planning both formal estate distribu- 
tion and the way in which the organization 
will be directed and governed. The problem 
is much greater than just economic: it in- 
cludes social issues, values, family peculiari- 
ties, and so forth. Therefore, a council of ad- 
visors may often be better than a single 
advisor. We suggest that in addition to law- 
yers and accountants to deal with the eco- 
nomic issues, the founder consult with some 
other specialists who can evaluate the sys- 
tems’ issues and the impact of the subsys- 
tems- the family and the firm’s leadership 
-on each other. 

5. We suggest that a 
of the family firm system can 
thinking through strategies 
continuity. 

6. We suggest that 

systems view 
be helpful in 
for assuring 

the founder 
specifically think through the types of in- 
volvement that would be appropriate for 
both key family members and key profes- 
sionals in the organization, and that a specif- 
ic, explicit communications plan be devel- 
oped along with a pIanning process to pre- 
pare for continuity. 

We are well aware that for prac- 
tically all entrepreneur founders and, to a 
lesser degree, for second-generation family 

CEOs, facing these issues is painful and hurt- 
ful. It’s like facing death and mortality and, 
quite naturally, most active executives will 
either ignore the inevitable or deny its signif- 
icance. We believe it is crucial, if one wishes 
a family business to survive beyond the sta- 
tistics mentioned at the beginning of this ar- 
ticle, that the founder or second-generation 
founder pay careful attention to this and de- 
sign a plan for managing continuity. 
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