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Introduction

Dr. Joyce Brothers once said, “When you look at your life, the greatest happinesses are family happinesses.”

 

This book is about the happiness that comes from running a successful family business. Sure, there are a host of problems to be solved if you want to have a successful family business, but the family businesses that do succeed are sources of wealth and opportunity for generations of other family businesses.

 

In addition to a strong business plan, successful family businesses bring morals and traditions to work every day. Successful family businesses are started by entrepreneurs—the men and women who bring a sense of purpose with them to work every day. They are driven to succeed, and they want and need to bring their family members into the business with them.

 

Especially at the start, the family provides the employees and the brains for the family business. The family also often provides the finances to get the business running in the first place. And when the family business grows and succeeds, the family business gives back with jobs and income for future family members.

 

One of the biggest issues faced by every successful family business is who should take over as the new leader of the family business. Which of the children—or cousins—is the best one to run the business? Should the family look for the best possible CEO, regardless of whether that person is a family member? This book will help your family answer these important questions.

 

Sometimes family businesses, like families themselves, face some tough problems. This book will help you see the possible pitfalls of a family business and how you can avoid them—or solve them if you’re already there.

 

As the family business prospers, it can be a source of true happiness to many people. We hope this book will enable your family to share in all the riches of doing business as a family.




What You’ll Find in This Book 

Family businesses are the backbone of American society. Family businesses are started by entrepreneurs with ideas and energy. They enlist family members to help them make their business dreams come true. This book shows you all the excitement and challenges of running a family business.

 

We’ve divided the book into several parts that reflect the main elements of running a successful family business.

 

In Part 1, “Understanding the Family Business,” you’ll find that family businesses differ from other businesses in many important ways. Typically, a family business is started by an entrepreneur who sees a business opportunity and grabs it. The entrepreneur is supported by other family members who help out by taking ownership and management positions in the new company. Family businesses can provide more benefits, income, and security for family members, but family businesses might achieve lower growth because they are more risk-averse and less willing to accept outside debt. If you’re in the early years of your family business, you’ll learn the basics of running your family business here.

 

In Part 2, “Running a Family Business,” you’ll learn that as a family business grows, ownership and management decisions move out of the family living room. Many successful family businesses have a board of directors with several outside directors to give an independent perspective to the family’s business decisions. A strategic plan will help the family plot business growth into the future. Growing family businesses have to address personnel decisions and must decide how to compensate all employees fairly. The family business must decide whether it will run on nepotism and preference for family members or put the business needs above family considerations. If you have a family business that is growing, this part will help you bring more professionalism to your company.

 

In Part 3, “Unique Challenges of the Family Business,” you’ll discover that unlike other businesses, the family business brings its own set of issues. The relationship among family members who also work together can be the cause of great stress if family tensions are left unresolved. Most people in family businesses try hard to keep their work lives from invading their home lives, but it can be hard to separate the two worlds. As new generations of the family come into the business, opportunities must be made to help them learn and develop as the business expands. And don’t forget your nonfamily employees—they are critical to the success of most family businesses, but they need to know there is a place for them in the business, too. This part will give you a heads-up on the issues family business face that you might not have considered!

 

Part 4, “Outside Advice,” discusses how consultants can help a family business preserve its wealth through difficult times. Financial advisers can help founders manage succession while still keeping a financial cushion. Lawyers can help the family business handle internal and external complaints. Insurance protects the family business assets against unforeseen contingencies and can place umbrella protection around the family’s personal assets. Family business consultants give advice on difficult problems  such as succession, and mediators are helpful when an internal dispute threatens the business. Every family business will run into problems from time to time, and this part will give you the help you’ll need to solve them.

 

After a family business is established and running smoothly, the owners must think about the future. This is where Part 5, “Taking the Family Business into the Future,” comes into play. Plans for a smooth transition to the next generation of ownership and management are of utmost importance. Transferring the business to the next generation requires a well-thought-out succession plan. Selling a family business to an outsider can sometimes be the best way to secure a family financially. The future of the company requires capable leadership, and there might not be enough family members with the necessary skills. By the third and later generations, family businesses begin to resemble other successful businesses, with the best-qualified managers as leaders. If your family business is getting ready for new leadership, this part will help you understand how to put your best plan in place to keep your company successful through the transition.




Extras 

We’ve included suggestions, statistics, and definitions to make your reading experience more enjoyable and easier. Look for these special highlights for more information you can use:

Family Stats

These are facts and figures of interest about family businesses in the United States and around the world.
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Suggestion Box

These are some good ideas for what to do in various situations that will come up in your family business.
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Told You So!

Here are the don’ts for your family business—what to watch out for and guard against doing. We want you to avoid these minefields.



def•i•ni•tion

We’ve explained some terms you’ll hear used in connection with family business that you might not know. Some are business concepts we’ve specifically identified as relevant for family businesses. The glossary in the back of the book lists them all.
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Part 1

Understanding the Family Business

The majority of businesses in the United States today are family businesses. Their founders are usually entrepreneurs with a desire to create something the family can own and be proud of.

 

The opening chapters of this book describe the strengths and weaknesses of a family business and how a family business gets started. The beginning years of a family business are often filled with struggle, but there are tremendous rewards for family businesses that survive the beginning stages.
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Chapter 1

Family Business Basics

 

In This Chapter

◆ Definition of a family business
◆ How family businesses start
◆ Challenges of family businesses
◆ Strengths and weaknesses of family businesses

Justin was working in the family business founded by Don, his father. Justin was a young man in his twenties. When Justin wanted to take a few days off work to travel with a friend, he asked his department manager, who told him it was a busy time at work and he couldn’t spare him. But Justin left anyway and had a great time. When he returned to work a few days later, he was called into Don’s office. “Justin,” said Don, “I wear two hats. I’m your father, but I’m also the owner of the company. And as the owner, I have to fire you. We needed you here at work and you left us in the lurch.”

 

Justin, in shock, went back to his department to collect his things. A few minutes later he got a phone call. “Justin?” the voice on the phone said. “It’s Dad. I heard you just got fired. Is there anything I can do?”

 

A family business is a “business,” but it also is a “family.” Sometimes, those two worlds collide. Other times, the family and the business are a cohesive team.

 

The term family business means different things to different people. The mom-and-pop dry cleaner down the street is a prime example of a family business. So is the 100-employee law firm started 75 years ago that now features the son, granddaughter, and nephew of the original founder on the letterhead. But the list of family businesses also includes such giant corporations as Ford Motor Company, Viacom, and Gap.

 

What do these companies have in common? It’s all in the family. The family owns all or part of the company, and family members are active in the ownership and/or the management. Whether large or small, every family business has to face issues based on the fact that family members are part of the business.

 

In this chapter, we describe the various combinations of family involvement that make a business a “family business.” The company may consist of husband and wife, or it could be a large, family-controlled corporation. But whatever the size, family businesses all share certain characteristics that nonfamily businesses don’t.

Family Stats

One-third of all Fortune 500 companies are family businesses. Two-thirds of all the companies traded on the New York Stock Exchange are family businesses.





What Is a Family Business? 

Generally, a family business has at least two members of the same family who participate in the business. Although the degree of ownership by the family can vary from none to 100 percent, the family has some influence on the strategic direction of the business. This very broad interpretation of the term family business encompasses as many as 90 percent of all the businesses in the United States today.




Family Businesses in the United States 

Not only are family businesses in the United States numerous, they also encompass virtually every category of industry. The industries represented include food, clothing, automobiles, retailers, construction, media, telecommunications, medical products, toys, aerospace, finance, and many more.

 

Most of the oldest family businesses in the United States that are still in existence today started out as farms. When you consider what the possibilities for business were in the early stages of the country’s development, this makes sense. Most of these centuries-old farms are still thriving agricultural enterprises today. But the oldest  family business currently headquartered in the United States—Avedis Zildjian Co.—wasn’t founded in this country. The company began as a manufacturer of cymbals in Constantinople in the early seventeenth century and moved to the United States in 1929. It’s still led by members of the founding family, who all happen to be women.

Top 10 Largest U.S. Family Businesses
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(Source: Family Business Magazine, Winter 2009)

The 10 Oldest Family Businesses Founded in the United States
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(Source: Family Business Magazine, Summer 2008)




Family Business Today 

Let’s look at the current picture of family businesses in the United States. Most have a similar trajectory: they started from humble beginnings and built into successful firms. Because the majority of family businesses don’t survive past the first generation, those that do are worth examining to figure out how they did it.

 

Almost all family businesses begin life as the effort of an entrepreneur. Sometimes a family business is started by more than one entrepreneur; for example, a husband and wife might start a business together, or sisters might decide to go into a new business as partners. Most of the time, entrepreneurs aren’t specifically thinking about building a family business—they’re just trying to start a successful company. As time goes along, however, other family members may join the business. If finances and control remain in the hands of the family, the budding company will take on the qualities of a family business.

Family Stats

Around 30 percent of all family firms survive to the second generation; 10 percent make it to the third generation.


This was certainly the path of many businesses in the United States during the country’s periods of great economic growth. Publix Super Markets was founded in 1930 by George Jenkins in Winter Haven, Florida, as a single grocery store. Over time, the company grew and George’s son Howard joined the business. He became CEO in the 1980s. In 2001, Howard’s cousin Charlie Jenkins Jr. took over as CEO and is currently chairman of the board. From a Great Depression-era food store to one of  the most successful and admired supermarket chains, Publix has retained its tradition of family values, including in its mission statement the importance of being involved citizens in the company’s market areas and its commitment to its employees.




“Familiness” 

What is it about a family business that makes it special? Many researchers in the field of family business have agreed on a term they call familiness. It’s that intangible quality that the family itself brings to the family business. It usually involves a bundle of resources held by a family business as a result of its unique systems, interaction among the family, individual members, and the business itself that helps to establish a strategic advantage for that business.

 

Familiness is a distinguishing factor of any family business. But it is only a positive factor if it helps the business succeed. Familiness is a useful characteristic in day-to-day strategic business activities such as setting goals, identifying potential customers, and evaluating the competition. Because they tend to be more interested in the long-term success of the business, the family members in a family business can be better suited to perform those kinds of activities than employees in a nonfamily business. The unique familiness of a family business often leads to a strong orientation toward the needs of the customer. Such market orientation is often a road to business success.

def•i•ni•tion

Familiness is the essence of any family business that helps to make the business successful based on the unique qualities of that family. Source: Family Business Review,  March 2007


But the familiness of a family business can be harmful in considering major strategy decisions such as acquiring a new company or selling part of the business. These kinds of decisions might go against the concept of maintaining family control over the family business.




Unique Challenges of Family Businesses 

Combining business with family can be a recipe for disaster in many families. Problems with the business can spill over into family life. Family harmony can be split because of disagreements in the business, and brother can become pitted against brother, and cousin against cousin. One of the first priorities of any family business has to be setting up the business in the way that minimizes personal disputes.


Family Business Structure 

In a family business, some family members are involved in the ownership, management, or work of the company. Some do all three.

 

In the past, the corporate structure has often mirrored a stereotypical structure of the family. Patriarch Granddad, the Chairman of the Board, heads the family, with patient, wise Grandma quietly at his side. Son and daughter are busily raising their separate branches of the family. They represent the separate business units in the business. Grandkids abound, growing up, having teenage crises, and enlivening all the family gatherings. Think of them as the entrepreneurial spirit of the firm that will carry it into the future.

 

But when the family members actually fill the positions at the family business, the analogy gets too close. Everyone can be playing two roles, one in the business and one at home.

 

A healthy family operates with a very different set of rules than a healthy business. Families strive for the good of each member of the family. Businesses operate with the goal of perpetuating the business as a whole. All family members are welcomed and accepted automatically for who they are; in a business, employees remain only if they are qualified and can do the job. In general, businesses put the business first and families put family members first because they believe that’s how the family will survive.


Family Dynamics 

The relationships that exist among family members can seep into their business relationships. Can Daughter tell Dad that his new product ideas don’t take into account the latest technology? How can Younger Brother give Older Brother a performance review? Imagine the arguments that can fly across the dinner table when the family business is discussed.

 

Daughter complains, “You never liked my choice in friends. No wonder you won’t accept my new hiree.”

 

Son argues, “I need more money to buy the new house we’re bidding on. Just give me a bonus this year.”

 

This kind of family dynamic can destroy a family business. When the roles of family member and business colleague are kept separate, the family business will be in a better position to deal with conflicts when they arise.




Strengths of Family Businesses 

How can family businesses be stronger than nonfamily businesses? What makes the family business a beneficial way to organize a company?


More Independence and Flexibility 

In general, a family business can operate more independently than a nonfamily business. When the majority of shareholders are family members, the major business decisions can be made within the family. Outsiders need not be privy to decision-making, and market influences can be minimal.

 

Family businesses seem to require fewer outside networks for their survival. They collaborate less often with other firms, use fewer subcontractors, and show less reliance on outside companies.

 

Many family businesses are characterized by a lack of formal bureaucracy. At its best, this less rigid structure allows for quicker decision-making and more innovation.


Long-Term Business Goals 

Family businesses tend to have a longer business horizon than nonfamily businesses. Whereas managers of nonfamily corporations might have to satisfy shareholders every quarter, the owners of a family business can have a more comprehensive view. Because they can invest in projects that don’t have to immediately turn a profit, they can look toward the future of the company.

 

Often, one of the goals of a family business is to be able to pass the business on to future generations. Such a goal is unique to family businesses. A nonfamily business might have a long-term perspective, but it won’t be because Mom wants to leave the company to her son.


Ready Pool of Employees 

In a family business, the business supports the family. So when personnel are needed, family members can usually be found to fill the jobs. This principle holds whether the family business is a small neighborhood coffee shop or a large, multinational furniture manufacturer. Both types of businesses require people to work there and manage the operations. It’s natural to bring the kids in when they are old enough to help with  the work and to have them learn the business from the ground up. They contribute to the whole family’s well-being and usually adhere to the family’s standard of how the family business works.

 

Whether specific family members are right for the job available can be debated. But the family does offer a steady supply of employees who are likely to be predisposed to working for the business. And these employees will probably fit in with the business culture because that business culture usually coincides with the family culture.

 

Family employees have some other pluses, too. As team members, people in the same family can be very effective. Often a high level of trust exists among family members that facilitates their working together. And family members are working toward a common goal—not their individual egos or opportunities, but for the whole family. This can be a powerful motivator for maintaining and building a family business.


Higher Wages 

Studies have shown that family businesses tend to pay higher than the prevailing wage to employees, whether the employees are family members or not.

 

The reason behind this fact is unclear, but it might stem from the parent-child model of the employer-employee relationship of the family business. A concern to take care of the employee in the way a parent cares for a child might encourage family businesses to set wage rates higher than the competition requires.


Strong Organizational Culture 

Family businesses tend to develop a strong identification with the business that extends to everyone who works in the business, family members or not. Often, the business is located in one community and at one place for many years. This kind of close relationship among employees helps everyone in the business understand the core values and what is important to the business. Decisions made in the firm will likely be more readily accepted by all the employees, giving the company a greater chance for success.


Employee and Customer Satisfaction 

Family businesses have been shown to care more about employee satisfaction than nonfamily firms. The family business apparently wants to maintain a contented workplace—akin to the “happy home” goal of the family.

 

Family businesses also tend to be more concerned with customer satisfaction and maintaining a customer-focused market orientation. And customers often have good feelings about a family enterprise, especially in industries in which trust is an important factor.


Lessons of a 1,400-Year-Old Family Business 

The world’s oldest family business—until its closing in 2006—was Kongo Gumi, a Japanese company founded in 578 as a builder of Buddhist temples. The incredible longevity of the firm was due to some of the unique strengths it had as a family business. Although the family business was absorbed as a subsidiary of another larger construction company, family members continued to work there as carpenters.

 

In choosing successors to lead the company, the company looked to the family member who was best suited to run it. At different times, the leader was a son, a son-in-law, or a daughter. Even sons-in-law were required to change their names to the Kongo family name, which kept the company under the same family name despite the successor.

 

This insistence on maintaining the family business, combined with the flexibility to select the best leader in the family, served to keep Kongo Gumi in business for more than 14 centuries.




Weaknesses of Family Businesses 

The flip side of the family business coin is that the very characteristics that help make family businesses successful can also weaken them. The family bonds and relationships that keep the organization independent, flexible, and caring can have some negative consequences for the business as well.


Economic Needs of the Family Compete with the Business 

In a family business, there can be competing family needs for capital. When this occurs, the business can suffer in favor of taking care of the family. Although this could be an admirable family trait, it is not usually good business practice.
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Told You So!

Often the second or third generations of a successful family business start to milk the cash cow. The business is generating lots of money, owners and managers get complacent, and they take their profits without reinvesting in the business. Before you know it, the business is dying while the family is living it up.




More Risk-Averse 

Family businesses are often led by an owner who is an organizer and a generalist. This type of person might feel that innovation is too risky and therefore shy away from new ventures that require accepting risk.

 

In studies of family businesses where the management is interviewed, creativity and innovation are seen as less important to the family business than to the nonfamily business. When risk is taken on, it can seem to counteract the family-centered idea of holding the business for the long run to pass it down to future generations. Because a risky move could wipe out the business if it doesn’t succeed, many family businesses are reluctant to try something new.


Slower Growth Rate 

Risk-aversion leads to less growth in family businesses compared to nonfamily businesses. For a family business, the value of the business is more than its stock price. The value of the company also includes its traditions, creating jobs for family members, and maintaining familial power in the business for many years. This leads to a family business’s financial considerations being somewhat different from those of a nonfamily business.

 

Family businesses are less likely to take on additional debt or other financing. They show preference for self-funding their growth. Again, these decisions can be explained by considering the family focus of the business and the desire to maintain business control at all costs. Family businesses often have difficulty making decisions to acquire or divest business units because those decisions can compete with an overarching need for complete familial control.


Employees Don’t Participate in Decisions 

Though concerned about the general well-being of their employees, family businesses tend to be far less progressive in their personnel policies than nonfamily firms. Fewer opportunities are given to employees in the areas of decision-making, working conditions, and ownership possibilities. Less attention is paid to employees’ desire for self-fulfillment and education. Employees also have fewer opportunities to participate in profit-sharing and policy-making.
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Told You So!

Be wary of the family ceiling in the family business. The top positions in family businesses are usually reserved for family members. So if the firm is small, the family business might not offer outsiders the advancement they seek.


Talented outsiders might feel trapped in a family business. They know that family members have the inside track for management positions and also will reap most of the financial benefits if the business does well.


The Least You Need to Know 

◆ Adding the family into a business sets it apart from nonfamily businesses.
◆ Family businesses come in all sizes, ages, and industries.
◆ The corporate structure of a family business can often mirror the hierarchy of the stereotypical family.
◆ Family businesses usually have higher wages and higher employee and customer satisfaction than nonfamily businesses.
◆ Family relationships can cause financial and managerial problems in a family business if the problems are overlooked.





Chapter 2

Founding the Family Business

 

In This Chapter

◆ Founder sets the direction and culture
◆ When a couple starts a business together
◆ Starting a family businesses at any stage of life
◆ Determining the right legal structure

Bernabe Cabrera is the founder of a family business. At 75, he owns a successful supermarket in the Bronx and has developed and sold several other markets throughout his career. Cabrera lives a very comfortable life in a suburb outside New York City. He has earned everything he has through hard work, knowledge, and persistence. But his path to success was not easy.

 

Born and raised in Cuba, as a young man Cabrera opposed Castro’s government and spent two years in prison, marked as a dissident. Finally released, he was forced to live five years in Spain before he could make his way to the United States. He saved his money and bought a small bodega in a Latino neighborhood. Over time, he bought a supermarket and then  built another and another. His family joined him in the business, with his son and daughter helping to run the new supermarkets. A modest man, Cabrera doesn’t think his experience is remarkable.

 

His is the story of founders of family businesses everywhere, who start with an idea against what often seem like insurmountable odds. With work, determination, and help from the family, the founder builds a lasting enterprise that other family members join.

 

What does the founder bring to the fledgling business to make it succeed or fail? In this chapter, we discuss the steps the founder of a family business takes when he establishes the new company. We also examine how a family business starts and the important role that is played by the founder to make the business successful for the next generation of the family.




Owner-Entrepreneur 

Most family businesses start with one person—the founder. This person has an idea for a business that she thinks will be successful. Maybe it’s a new product the founder created or discovered. Maybe it’s a favorite hobby or activity the founder wants to turn into a business. Or maybe the founder has earned a professional skill and is ready to set up shop. In any case, this owner-entrepreneur wants to establish a new business.

def•i•ni•tion

An owner-entrepreneur is the original founder of a family business who purchases or establishes the business and controls every facet of the business in the first generation of ownership.


The owner-entrepreneur has a vision of how the product or service can be brought to the marketplace and starts a business in accordance with this vision. For someone starting what she hopes will be a family business, more considerations come into play: “Will the business sustain my family in the future?” “Will other members of the family join me in this business?” “Can this business last long enough to attract my children and perhaps their children?”




Starting a Business 

When someone starts a business, there are many factors to consider. First and foremost is the selection of the type of business. In most cases, this idea comes from the founder based on interests, opportunities, or prior experience. For many founders,  what the business will be is the easiest of all the decisions to be made. The who, where,  when, and how come next and can be much more complex.


Funding the New Business 

The start of a business requires seed money, or capitalization. No matter the type of business you choose to be in, money is needed at start-up for the many costs associated with setting up a business.

 

Funding for a new business can come from any number of sources, but the founder of a family business has an additional resource: the family. Often family businesses are capitalized by other family members who are willing to invest with a trusted relative in a new venture.

 

Many new businesspeople don’t have the track record to show a bank or venture capitalists to prove that they are creditworthy. So they turn to Grandpa, or Aunt Sue, or Mom’s retirement account as their funding source.

def•i•ni•tion

Capitalization is the money required to start a business, which might be used for outfitting a store, purchasing inventory, paying initial salaries, purchasing goods and equipment, and paying for other expenses associated with start-up.

Venture capitalists are investors, often in a group, who fund start-up businesses usually by taking an ownership share in the business.


Family businesses from the smallest to the largest have been started with family money. For many founders, the family is the first and often only source of start-up funding.


Location 

Where a business is located can have a strong impact on its success, if the business is location-based. A family business is usually founded in the town or area where the founder lives, and near where other members of the family live if they are going to be part of the business. This might be the right decision for lifestyle, but not necessarily for business success.

[image: 010]

Suggestion Box

If your family business is tied to a specific location (such as a car wash or dry cleaner), choose your location wisely. Customers will need to have ready access to your location. Choosing a location in your hometown may not be the best strategy if customers can’t find your business easily. But if your family business sells its products or services to customers across the country, either through the Internet or a distribution system, your company’s physical location will be less important.


Henry Ford chose to locate his company headquarters in Dearborn, Michigan, near his family’s summer home compound. The decision helped to make Detroit the capital of the automotive world for the next century.

 

More than ever, people are starting family businesses based in their own homes. The many reasons for this trend include the following:◆ Desire to remain accessible to the family
◆ Availability of Internet-based opportunities and communication
◆ Start up expenses are less—no rent for office space, and a portion of home costs can be written off taxes as office expenses
◆ Desire to lessen the environmental impact of working—that is, no commuting is necessary
◆ Desire to live and work where you choose




Can Other Family Members Help? 

Members of the family can have a strong influence on the founder’s business. Besides providing financial support to a new business, family members can also be influential in the direction of a new business, its location, and its organization.

 

For example, Gordon’s Youth Shop, a clothing store started in the early 1950s in New Jersey, was started by Milton Gordon and his wife Shirley. But Shirley’s father, Herman Dichter, had a great deal of influence on the new business. He was the one who recommended they start a children’s clothing store, figuring correctly that following World War II a baby boom would occur. He cautioned them against renting a storefront, telling them that if they bought the entire store building, they would have an additional asset for the future. His business advice was valuable to the fledgling entrepreneurs, as were his banking contacts that helped them secure financing to open their business.

 

Often, when a family business starts, employees are needed who can pitch in for any job that is required. Here’s one place where family members are especially useful. Because no real hierarchy is established, a founder can ask various family members for help with anything, and usually, the family will help.


Family Experience in Business 

It’s not unusual for the son or daughter of an entrepreneur to have the same inclination. But the offspring might not want to operate the same business as the parent. Instead, they might decide to set up their own shop and use the parent as a resource to help them develop their new business.

 

Marc Forgione, son of acclaimed New York chef Larry Forgione, decided to start his own restaurant in New York, Forge. Sofia Coppola has become a respected film-maker, no longer walking in the footsteps of her famous father, director Francis Ford Coppola. And Ben Taylor, son of legendary folk-rock musicians James Taylor and Carly Simon, founded his own music label, Iris Records, learning from his parents how little musicians typically make from each CD sold.

 

The business experience of other family members can be helpful to the new founder. The smart entrepreneur will ask for information and advice from family members with the know-how.




First Stage of Family Business 

When the owner-entrepreneur founds and operates the business, it is considered to be in its first stage. As time goes on and the business management shifts to other generations and other family members, the business moves into stages two, three, and beyond.

 

The founder’s attitude toward the company strongly influences its organization and ultimate destiny. Is the business there to serve the family’s interests? Is it to be built strictly for shareholder value? Or is the business to be sustained for future generations? These different points of view produce very different results for a business.


For the Family’s Interest 

In some companies, the founder views the family business as an entity that he is in total control of and that exists for the benefit of the family. The family comes first—before the business—and the business is maintained to support the family financially. Such a founder is extremely controlling of all facets of the business.

 

When a family member needs a job, the business finds a spot for her. If someone in the family needs money, the business makes it available. No one but the founder needs to be consulted on the decision to help the family, and no one else has the authority to do so. This type of founder is likely to limit growth and keep the company’s focus more narrow so as to not risk losing the firm, and, by extension, the family’s means of support.


For the Shareholders’ Interests 

A founder who is concerned with maximizing shareholder value makes decisions that increase investors’ holdings in the firm. For such a founder, family interests are secondary to shareholders’ interests.

 

Business strategy for this type of founder is markedly different from the family-oriented founder. This founder takes on more risk, looking for ways to grow the company. If it means selling the business to another firm to make the share value increase, the founder with an eye to shareholder value will usually sell.


For the Interest of Longevity of the Business 

A founder who sees herself as a steward of the business does not identify herself as one and the same with the family business. Here the goal is to keep the business going for future generations of the family to run.

 

The business keeps the family together in this approach to a family business. Growth is slower and more controlled than when a business-first point of view prevails. Such a firm takes on less risk than a business that has growth as a significant goal.

Family Stats

Approximately 86 percent of family-controlled companies believe the family business will be controlled by the same family in five years.


This type of family business founder sees the business as something separate from herself, even if she maintains total control over the business. The founder views the business as its own entity that is worth building and maintaining over time. The business is  not the family, and vice versa. The founder’s business goal is to put the business in its best position to succeed over the long haul, which naturally means long after the founder is dead and gone.

 

Time and again, family businesses fail when the original founder dies because the founder was too strongly identified as the company itself. Founders of family businesses who see themselves as stewards of the business create systems of management that keep the business growing and improving, thereby creating family businesses that can last over generations.




Founder Sets Organization’s Culture 

The business founder has the greatest influence on the family business’s organizational culture.

 

The entrepreneurial founder of a family business generally knows how she wants the organization to run. Usually, the founder has strong opinions about how to manage the business, how to make decisions, how to innovate, the importance of hierarchy, and other business functions that are critical to success. The founder communicates her opinions directly and indirectly to the others in the business. Decisions are made, problems are solved, and the organizational culture is developed over time.

def•i•ni•tion

Organizational culture describes the patterns of behavior used by people in a business to solve problems and deal with issues. These behaviors are strongly influenced by assumptions founders bring when the business begins.


Sometimes the founder’s personality impacts the organizational culture in a negative way. Often a founder states that she wants to delegate authority, but in actual practice, she is involved in every detail of the organization, down to the buying of the pencils. In a family business, this culture can be doubly difficult if Mom or Dad is the founder and refuses to cede authority. Adult children who have been given responsibility by the founder (parent) recognize that such authority is really a sham. They might act like children and set up elaborate ways to get around dealing with the founder, or simply stop working effectively because their own authority seems to be recognized.




Copreneurs 

Family businesses can also be founded by couples. These founders are being referred to as copreneurs.

def•i•ni•tion

Copreneurs are couples, usually married, who start a business together.


Couples have been founding businesses together for many years, but in recent years the trend has been increasing. More often, the business is professional rather than retail, and it often has a global component. More women are likely to have started the business and have their husbands join them.


Copreneurism Is Catching On 

Some of the reasons couples want to work as copreneurs include …

◆ Professional couples each can get tired of working for someone else and want the challenge of building a new business with a partner they trust.
◆ More people can work out of their homes with the proliferation of the Internet and computer technology.
◆ The increase in franchise opportunities allows couples with relatively little business experience to set up a business together.
◆ Changes in gender roles have leveled the field between men and women with respect to business opportunities.
◆ Women are increasingly more college-educated than men and are moving into previously male-dominated fields such as computer science and engineering.
◆ Both men and women are seeking a work-family balance.
◆ Favorable tax implications exist for female-owned companies, which has encouraged couples to found businesses with the wife owning 51 percent.

Family Stats

Copreneur CEOs (husband-and-wife teams) of family businesses increased from 8 percent of family business in 1997 to 14 percent in 2002. Current estimates are that more than three million U.S. small businesses are couple-owned.



When It Works 

Couples who are business partners often say the business brings them closer together. When they are both fully invested in making the same business succeed, they have double the interest when their partner discusses the job.

 

They experience family business pride when they establish a business together. Copreneur couples talk about the satisfaction of building on their dreams together. Robert LePera, co-founder with his wife Deborah of Acorn Food Services, says, “I love sharing our firsts—clients, contracts.”

 

Many couples who found new businesses together talk about the level of trust each one has in the other. A wine importing company founded by a couple who later married works because each one has the highest respect for the other’s business abilities. The combination of her e-commerce marketing knowledge and his knowledge of the wine market make for a business that hit $16 million in sales within six years of its founding.

 

Clients of copreneurs see the partnership as a plus, too. “It’s like getting two consultants for the price of one,” according to a client of Moxley Carmichael, a public relations firm owned jointly by husband and wife Alan Carmichael and Cynthia Moxley.


When It Doesn’t Work 

The stress of being business partners can put stress on being married partners. Entwining personal and business lives is fraught with difficult situations.

 

If one member of the partnership is not happy with the business and wants to leave, that can be difficult when the partners are married. Rejection of the business does not need to be interpreted as rejection of the spouse, but most people have trouble separating the two.

 

Sometimes the couple might feel as though there is no relationship outside the business, especially when work threatens to overtake all their time together. So copreneurs might want to establish rules about how much shop talk they can share outside the office.

 

It can be scary to put all your eggs in the same basket, financially speaking. Money is cited as the most common source of marital stress, and when all your income comes from a joint business, many couples cannot stand the strain. Gail and Barny Foland, who own a training center for self-defense and yoga, say that the bills cause plenty of arguments in their business.
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Told You So!

When a business is owned equally by both members of a married couple, it can get complicated if the couple divorces. One partner will probably want to buy out the other partner, especially if that partner is also leaving the business.
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Suggestion Box

If you and your spouse are planning to start a new business together, it might be prudent for one of you to keep your current job for a few months while you get the new business underway. Having one partner bringing in a consistent income for a while can help with cash flow for the new business and probably make applying for credit easier. Plus, you can keep the health insurance from the spouse’s job during this time to save on an additional business expense.


Ron and Denise Provenzano started their day spa business together in 1985, and today have built it into a $9 million business with four locations. But their lack of experience handling finances almost destroyed the business and their marriage, as well. In their first expansion to a second location, they were undercapitalized and some unexpected expenses took all their cash. They had to resort to borrowing from Ron’s profit-sharing account from a previous job to make payroll.


Three Couples Are Better Than One 

How about co-co-copreneurs—three married couples founding a business together? Florence and Keith Chamberlin and Kate and Martin Bertolini founded Elements, a restaurant in Vermont, in 2003. The Chamberlins were already partners in a graphic design firm. Kate ran a women’s clothing store, and Martin owned a construction business. So the four were excited to start a new restaurant together. To add to the mix, they found another married couple to join them as chefs, Ryan and Allyson O’Malley.

 

How does such a complicated copreneurship work? Over time, each couple has shared the work and found their separate niches. Every other day, each couple takes turns being on duty at the restaurant. Florence and Kate have taken the lion’s share of the management responsibilities, allowing the husbands to maintain their other businesses (Kate no longer has the clothing store, and Florence has greatly reduced her duties at the graphic design firm). The chefs have free rein to run the kitchen and set the changing menu, with everyone’s understanding that chefs are the experts in that arena.

 

“It can be done,” says Keith. “But it takes a lot of trust in each other and confidence that everyone will do their job. We’re really glad we didn’t take this on ourselves, though. The collaboration with our partners is what makes it work.”


Two CEOs in the House 

Sometimes the husband and wife are both in charge of a company, but it’s not the same company. Two family businesses under the same roof sounds like double trouble. But it can be easier to manage two separate businesses than one joint one—at least for some couples.

 

Each entrepreneur can have her own success and share the good and bad times without the other being directly involved. Being married to another business owner can be helpful when one spouse needs to bounce ideas off the other. And each one certainly can understand the need for cooperation when it comes to household and child-rearing duties.
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Told You So!

Married CEOs who run separate businesses in the same industry need to establish clear business boundaries. A highly competitive situation could be fatal for the marriage.





Changing Face of the Founder 

The founder of a family is no longer the archetypical dad who starts a business to provide for the wife and kids. Today, founders come in all shapes, sizes, genders, and ages.


Second Careers 

With the baby boom generation nearing traditional retirement age, the number of people who want to start a second career is increasing. The AARP might contact you at 50, but many professionals are just reaching their stride at that age.

 

After amassing 25 to 30 years of experience, more people are striking out on their own to start companies as a second career. These people are looking for the autonomy, flexibility, and satisfaction that owning a business provides. Sometimes the new career grows from a hobby, as in the case of Al Rapp, who started a boat-moving business at age 65. His first career was in medical sales, but when he was ready to retire from that, he wasn’t ready to quit working altogether. His new business allows him to do what he loves—spend time on the water—and provides additional income, too.

Family Stats

According to a survey of 3,500 Americans aged 44 to 70 by Washington, D.C.-based D. Hart Research Associates, up to 8.4 million baby boomers are embarking on so-called “encore” careers. Those are careers that start after people have retired. Often an encore career is in a completely different field from the previous career.


Other second-time-around entrepreneurs lose interest in working for someone else and have the nest egg to start a new business based on the skills they have developed throughout their career. Don Gallegos, CEO of King Soopers Supermarkets in the Denver area for more than 30 years, has segued into a successful speaking career after retiring from King Soopers. His customer service knowledge built throughout his tenure in the supermarket industry, combined with his love of people and a natural speaking style, has provided him with a new business. Don is thrilled to be able to donate the proceeds from his new career as a speaker to a philanthropic organization he and his family have established.

Forbes.com, in a recent article on careers following retirement, noted two of the best options for the second career as “self-employment” and “franchise and business owner.” Qualifications for both careers include varied experience gained through previous employment, with no specific requirement for education.


Young People 

Another trend in new business founding is seen on the opposite end of the age spectrum. Young people directly out of college—or still in college—are starting their own companies with little to no business experience.

 

A prime example of this phenomenon is Bill Gates, founder of Microsoft. With his friend Paul Allen, he started the business to create software for home computers, leaving Harvard in his junior year. The rest, as they say, is history. In his biography,  The Road Ahead, Gates notes the support given to him by his parents when starting the new company.

 

Sergey Brin and Larry Page, founders of Google, have a similar story. Both Stanford graduate students when they started the search engine company, they had a mix of initial investors to help them start their business, including family members.

 

Michael Dell, founder of Dell Computers, started his first company—PC’s Limited—with the help of a loan from his grandparents. Like Bill Gates, he dropped out of college to run what would become an incredibly successful company.

 

These young entrepreneurs are among the most successful of the many young people who see entrepreneurship as their first road to business success. With little experience, but big ideas, they are building the family businesses of the future.


Explosion of Women-Owned Businesses 

Today, the face of the business founder is as likely to be female as male.

 

Women are a major force in entrepreneurship. As mentioned earlier, tax incentives are often given to female-owned businesses, which is a strong incentive to a woman contemplating starting her own company.

 

Some female entrepreneurs say the reason they started their own companies was to be able to spend more time with their families. And women who run family businesses tend to hire more family members than male-run family businesses do.

Family Stats

Between 1997 and 2002, the number of women-owned businesses grew twice as fast as all businesses. In 2008, 40 percent of all firms were women-owned businesses, according to the Center for Women’s Business Research.





Legal Organization Options for Founding 

When a business is founded, there are several options for setting up the business structure.


Sole Proprietorship 

A sole proprietorship is the simplest and least expensive way to set up a company. It works when only one person is the founder of the business. The drawback is that the person and the business are the same entity, and the owner is personally liable for everything that might go wrong in the business.


Partnership 

The partnership form of organization is similar to sole proprietorship, except that two or more people are involved. Partnerships are typically formed by professionals: attorneys, doctors, accountants, and so on.
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Told You So!

Experts caution business founders to choose their business partners wisely because their fortunes are literally tied together.


In a general partnership, all the owners have equal management rights, no matter how many ownership shares they might have in the company. All the partners are liable for all the debts of the business.

 

A limited liability partnership (LLP) has one or more general partners who actively manage the business, along with limited partners who do not. The general partners are liable for the debts of the partnership, however, unless they are protected with a limited liability limited partnership agreement.


Corporation and LLC 

Corporations and limited liability companies (LLCs) offer personal protection from the debts incurred by the business. In C corporations, shares can be publicly traded, so this structure is appropriate for larger, public companies. S companies are more often used for smaller businesses.

 

An LLC is less restrictive than a corporation, not requiring a board of directors and officers. An LLC can be started with only one person—the founder. An operating agreement is needed when the business is created, which sets up provisions for who can make decisions, how owners will contribute money to the company, and how company income will be shared.

 

Taxation is handled differently for corporations and LLCs. With a corporation, the income of the company is taxed. Under the LLC organization, the company does not pay tax on its profits, but rather, the profits flow through to the owners who pay the taxes.

 

More discussion of the legal considerations for a family business is in Chapter 14.
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Suggestion Box

Filing as an LLC is usually the best choice for the new family business, unless the owners plan to take the business public in the near future. Naturally, the decision of which business structure to use should be made with the advice of an attorney.





Keeping the Family First 

In the founder-owner stage of a family business, the business often takes over all aspects of family life. The founder might spend most of her time working at the business. The children might be required to work summers and weekends to pitch in, and the discussion at the dinner table might be all about the business. The family usually  excuses the business intrusion, even if it isn’t welcomed, because everyone knows that a new business takes a lot of effort to be successful and the founder is doing the lion’s share of the work.

 

But this focus on the business as all-important creates the feeling that you can’t be close to your family unless you are involved in the business. That can cause family stress as the business develops in the future, when some family members might not want to be part of the business.




Knowing When to Let Go 

The biggest issue facing founding entrepreneurs of a family business is knowing when to exit the business. Most founders of businesses are self-confident, charismatic people who truly enjoy running the businesses they have created. They aren’t usually thinking about leaving the business—since they are completely involved in the day-to-day management and feel they are essential to the business success. But for the health of the family business, it is critical for the business founder to consider how and when to leave during his tenure as the founder-owner.

 

If the founder deals with this issue while at the helm of the business, it signals to everyone else in the company that he expects the firm to live on past the founding stage. This offers future opportunities to others in management and helps to set the business apart from the family and the founder, as its own entity.

 

We return to the succession question in greater detail in Chapter 17.


The Least You Need to Know 

◆ The founder of a family business influences almost everything about the company, driving the culture of the firm well into the future.
◆ Couples founding businesses together have twice the brainpower, but sometimes twice the stress.
◆ Family members and family considerations are brought in at the start of many businesses.
◆ The founder of a family business has to think about when and how to leave the business, for the sake of the business’s success.
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