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INTRODUCTION

Family businesses have existed since the time of emperors and kings. Being one of the oldest
formats of business, family businesses have also proven to be the strongest format of
business. What sets family businesses apart is the interconnected nature of family and
business, intertwining the emotions with business.

The contribution of family businesses to wealth creation, preservation and distribution in
India is commendable. Unlike others, family businesses have a unique approach as they look

for business over generations, and not years alone.

Decision-making in family business plays a key role to determine the long-term sustainability
and well-being of the family & business.
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Global statistics on Indian family businesses:
* Family businesses make up an astonishing 79% of Indian GDP.

India has the third largest number of family-run businesses after the US and
China, having 111 publicly-traded companies valued at USD 839 billion.

Only 38% of family-run businesses believe that they are digitally capable.
Only 21% of Indian family businesses have a succession plan in place.

Nearly 80% of family businesses believe that they do not have access to the
right talent and capabilities.

About 90% of family businesses find family issues impacting business growth
and family harmony.
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A family business is a business that is controlled (owned and/or managed) by a family with
the intention to sustain the family control for generations to come.

While every business has only two key elements: Business & Ownership.
A family business has three key elements: Family, Business & Ownership.

This interconnected, intertwined and interdependent nature of family business is what
separates it from other formats of business. Family businesses have an increased level of
complexity, with the family overlaying the two other elements, shown as below:

We often share with our clients:

"When business decisions are taken on the dinning table of the house, it is
called a family business."
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Every family business matures through three stages in the ownership system.

Stage 1: The single owner stage (Usually the one who has started the business)
Stage 2: The sibling partnership (Usually the brothers who own the business)
Stage 3: The cousin consortium (When the owners are cousins, not own siblings)

As a family business moves from one stage to the other, many things change. Shown as
below:

The single owner stage » Sibling partnership » Cousin Consortium

Decision making becomes more complex

>

A more structured governance is required >
Need for democracy increases >
Process-centricity is critical >

Quick case:

Walmart is one of the largest family businesses in the world. It was founded by Sam Walton
in the year 1962. Today, it has nearly 11,368 stores across the globe, employing nearly 2.3
million employees. If you reflect at the history of Walmart, it has also experienced
progression from Stage 1to Stage 3, illustrated as below:

Sam Walton
Genl S. Robson Walton
Chairman till 1992 Gen 2 Greq Penner
Chairman 1992-2015 Gen 3 (son-in-law)

Chairman 2015-today
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Based on our workings, we created a Family Business Challenge Model that shows how
family businesses are continuously impacted by internal and external challenges.

Environmental
Forces
Various Internal Forces

Technological Chcllenges
Forces ‘ Differing interests
/—/—\\ Conflicts
Successor

deily Decision-making
Enterprise

Economic

Wealth distribution

Varying Lifestyle
Ownership structure

Family identity & reputation
. o % Political
Social Forces
Forces

While the external challenges remain the same for all kinds of businesses. It is the internal
challenges that make family businesses more complex. These internal challenges, are usually
conflicts arising due to three key sources:

Emotions Power
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Along with the above three, the key sources of challenges and conflicts in a family business
arise from:

Bloodline Merit
vs. Vs.
Extended family Nepotism

Logic Current Gen
vs. vs.
Emotions Next Gen

Privat
rivate Important
vs. R
Public Family UV ’ :
rgen
identity J

Values-based

Existing
Vs. Vs.
New line of Single owner
business based decision

making

In a family business, there is usually an ongoing tension between the Family Harmony and
Business Performance.
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In our research, the below are the three key reasons for why family businesses with 150+
years of legacy have not only survived, but thrived..

¢ Resilience
* Adaptation
¢ Structure.

By resilience, adaptation and structure, we mean:

1.Long-term thinking (Not in years, but generations)

2.Financial prudence (keeping not just quantity focus, but also quality)
3.Emotional connection between owners and family members

4. A systematic way of making decisions (Constitution-led)

5.Focus on next generations' belongingness

6.Deep rooted values and loyalty

7.Entrepreneurial renewal

8.Holistic asset allocation strategy

9.World-class governance for decision making

10. Continuous collective learning

A planning for quarter in a family business is for 25 years, and
not 3 months or even 3 years.
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CHAPTER 1: INDIAN FAMILY BUSINESSES

Family businesses make up for an astonishing 79 percent of India’s GDP. In times of crisis
such as Covid-19 and other economic volatility and uncertainty, family businesses have
displayed conviction of an unparalleled kind.

In India, family businesses are deep-rooted in trust, brotherhood and respect for each other.
This also extends to their employees, as most family businesses aim to create a sense of
belonging amongst their employees.

Data suggests that 78% of family businesses have gone our of their way to help their
employees in difficult times.

Despite the above, Indian family businesses have often failed to expand beyond a certain
point. The key reason for this is the hands-on style leadership (which is beneficial at the start
of the journey) but often becomes the reason for stagnation. The lack of a decision-making
structure and excessive control often proves extremely ineffective for the company's growth.

A preliminary research suggests that the below & reasons are the key reasons for why Indian
family businesses fail:

* Lack of financial education in heirs (next generation)

A culture of favouritism (nepotism)

Lack of a good governance system

* No succession plan in place

Lack of leadership education

Lack of open and honest communication.
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The future of family businesses in India

While most family businesses have observed a good growth curve over the past decade, the
future does offer a growth landscape with certain challenges that family businesses need to
work upon.

A research of nearly 100 family businesses on the anticipated challenges in the next 5 years,
revealed:
1.Family businesses are now finding themselves outdated. They feel the need to
continuously innovate to serve the changing consumer needs.
2.Family businesses are unable to attract and retain right skills and talent in their
organisation
3.Family businesses are finding it imperative to focus on brand & family identity
4.Family businesses have started recognising the need to professionalise
5.Family businesses are recognising the importance of having a well-drafted succession
plan in place
6.Family businesses are now looking for ways to manage and deal with family conflicts in
a more methodical manner
7.Family businesses are looking to have a more structured way of making decisions and
involving next generations in business
8.Family businesses are now focusing on building a Family Enterprise Ecosystem, and not

just a business.

Family Enterprise Ecosystem:

A family enterprise ecosystem is a dynamic and evolving system that includes all aspects

related to the family, business and the other assets that the family owns. The way in which
you govern the family, ownership, businesses and wealth, as well as your role in society.
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CHAPTER 2: OUR RESEARCH AND FINDINGS

In 2022, we conducted a primary survey of Indian family businesses.
Around 120 participants responded to the survey through various means - emails, telephonic
calls, interviews, online forms, video calls and similar.

As we head towards the quarter, we wanted to share this research findings with you to bring
to light the various facets of family businesses and how you must look to shape your family
business in near future.

Respondent's profile
(The profile of family businesses who participated in this survey)

Industry: Nationality:

100%
Services - Indians

0 20 40 60

Place of residing: Revenue:

0-50 cr.

100-250 cr.

85%
of family businesses who

More than 1000 cr.

responded stay in India
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Respondent's profile
(The profile of family businesses who participated in this survey)

Working generations: Shareholding pattern:

3 generations 1 generation
13% 12%

Independent directors .

Board of governance .
0 25 50 75

2 generations
75%
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Survey Responses
(The responses of family businesses)

Only 32% of family businesses have a long-term written strategic plan

Nearly 75% family businesses either have a family constitution or are
planning to have it in the next 1-2 years

Only 65% say that there is some formal organisation structure with
protocols on communication and reporting

Nearly 80% of the family businesses find lack of transparency on
matters of business performance and wealth

65% family businesses confirm that there is no formal decision-making
process
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Survey Responses
(The responses of family businesses)

95% of family businesses have not identified the learning and
development needs of present and next generation

Only 46% confirm that the next generation is comfortable working
together

About 70% of family businesses are not clear on transfer of ownership
in next generation

Only 10% of the family businesses feel that the communication is

10% healthy in family business
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CHAPTER 3: CONCLUSION

The research findings suggest that Indian family businesses have already begun their journey
of shifting from unstructured to a semi-structured or structured way of decision-making. This
shift, however, big or small, requires family businesses to fully acknowledge and understand
that the current ways of doing business and running the family isn't working, especially if the
intent is to make your family business thrive for generations.

If you are a family business and wondering how to take this forward, here is our 4-step
approach to work on your family business.

You can speak to
our consultants
for more details
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The need of this hour for Indian family businesses is to focus on 3 critical aspects:

FOCUS ON 'FAMILY AWARENESS' ON FAMILY BUSINESS

Before you make any decision, it is important that you consciously invest time to learn
more about family business as a subject. What a family business is, why is it important to
work on your family business, what does it demand, and so forth.

This will increase your understanding and importance on the subject.

BUILD FAMILY CONSTITUTION & GOVERNANCE SYSTEMS

The foundation to any family transformation journey is the constitution. And more than
the constitution, it is the process that engages all stakeholders of the family in varying
proportions. This process & the constitution ensures that all future decisions of the
family business are based on certain pre-defined and agreed system of decision-
making. This increases cohesion, binding and effectiveness of the family decisions.

PLAN FOR SUCCESSION BEFORE ITS TOO LATE

Is your next generation the weakest link to the future of your family business?
Succession is a complex, dynamic and time-consuming process that is typically once-in-
a-lifetime event for an individual and is highly unique to every family.

It is vital for every family business to have a clearly defined succession plan in place. for
a large size family business, an effective succession plan may take 3-5 years in full to
make and implement the same, if you want long-term peace and progress.
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CLOSING

The nature of time is relative. What seems very distant to some, may appear very close to the
others.

Wise family businesses understand the above and begin working on their family businesses
proactively. They do not wait for a bad incident or family conflict, but rather create a system
of constitution while the family is open to make changes.

Don't think in years. Think in small steps.

You can always choose to speak to our representative who can guide you as to how you can
deal with your family business.

Write to us at connect@soch.ooo (or) contact us via call/whatsapp on +91 9727161729.
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