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Definitions

For the purposes of this survey, a ‘family
business’ is defined as a business where

1. The majority of votes are held by the
person who established or acquired
the firm (or their spouses, parents,
child, or child’s direct heirs);

2. At least one representative of the
family is involved in the management
or administration of the firm;

3. Inthe case of a listed company, the
person who established or acquired
the firm (or their families) possess
25% of the right to vote through their
share capital and there is at least
one family member on the board of
the company.

Survey methodology

For the global report, 2,484 semi-
structured telephone and online
interviews were conducted via Kudos
Research in London with key decision
makers in family businesses in over 40
countries worldwide between 29th April
2014 and 29th August 2014. The global
figures in this report take into account
the responses of 2,378 respondents. The
turnover of participating companies was
from $5m to $1bn. The interviews were
conducted in the local language by
native speakers and tended to average
between 20 and 35 minutes. The results
were then analysed by Jigsaw Research.
The Middle Eastern results in this report
are a subset of those results.
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Foreword and summary

4

This is the second time we have -
surveyed family firms in the Middle East
as part of the global Family Business
Survey. The worldwide survey covered
almost 2,400 companies this year, and
within that we spoke to 44 firms in our
region, from entrepreneurial start-ups to
companies that have survived for four
generations or more. The sectors were as
diverse as construction, manufacturing,
and retail, and 35% were conglomerates.
Two thirds of the respondents had a
turnover of more than $100m, and three
quarters of the respondents were owners

or CEOs. The countries covered were
Jordan, Oman, the UAE, Saudi Arabia,
Lebanon, Palestine and Kuwait.

The results tell us that Middle Eastern
family firms are still the engine of
growth and prosperity in the region.
They are successful, confident,
ambitious, and they want to grow. But
when you look more closely at the detail
it’s clear that, in this region as well as
worldwide, there are significant
changes underway in the family
business sector. There are also new
challenges to be addressed which all
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companies face, but which can raise
particular issues for the family firm.

So what are these new challenges? Even
if Middle Eastern family firms have
survived the downturn better than some
other family business sectors across the
world, the survey results prove that
competition is becoming more intense,
price pressure is growing, and the speed
of change continues to accelerate. The
family firm is often cited as an example
of ‘patient capital’, and while this
approach to business can raise some
issues, it also offers important
advantages, such as the ability to take a
long view, and strong client relationships
based on trust. But as this year’s global
survey results show, family businesses
across the world recognise that long-
term survival and success will depend on
their willingness to adapt faster,
innovate better, and become more
professional in the way they run their
operations. Depending on the industry
and the individual business, the
professionalising agenda covers
everything from IT systems and
budgeting, to risk management and
corporate governance. For the Middle
East, in particular, innovation is a
challenge, and governance remains a
concern. A recent Fitch report
highlighted the difficulties which result
from the poor levels of transparency and
disclosure in the region, and while
progress is being made, the Middle East
still lags behind other developed
markets in this crucial area.

The global survey results also reveal that
there is a powerful ‘family factor’ in play
which many firms have still not
addressed, and some are reluctant even
to acknowledge. This is most visible in
relation to succession - only 14% of
Middle Eastern family firms have a
succession plan that has been discussed
and documented, which is even lower
than the global average of 16%. The
‘passing of the baton’ has always been a
potentially perilous one for the family
firm, and a number of factors are now
coming together to make the succession
process more hazardous than it has ever
been before. As our Next Gen survey

earlier this year showed, there are often
dangerous communications gaps
between those running family firms and
the generation coming through, who
may — or may not — be asked to take over.
There are still too many examples of
family firms, both in the Middle East and
overseas, where there is no succession
planin place at all. The risk these
businesses run is conflict and tension,
which will inevitably impair business
performance and could be serious
enough to threaten the long-term future
of both family and firm. As one of our
interviewees said, “Family businesses
generally fail for family reasons”.

In short, family businesses need to
professionalise the family, and not just
the firm. This is about family
governance, as well as corporate
governance: family firms need to
address every aspect of the way the
family interacts with the business and
holds its managers to account. And the
family members need to learn to be good
owners as well as - or even instead of —
good managers.

So the conclusions from this year’s
survey are both positive and thought-
provoking. In the short term, the
prospects for Middle Eastern family
businesses are good, but continued
success in the medium to long term will
depend on their ability to address the
all-important ‘family factor’, which can
be the strength of this unique business
model, but which can also be its
downfall.

“Family businesses are both unique and
strong in many ways. These businesses
generally tend to take a much longer-
term view and consequently tend to
deliver better financial results”

UAE, 1st generation

“Family businesses foster the feeling of
team work and sharing amongst staff
and management”

Lebanon, 2nd generation

Amin Nasser

Middle East Entrepreneurial &
Private Clients Leader
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The new economy
More competitive, more volatile

Across the world, the family business
sector is in good shape. 65% report
growth in the last twelve months, and
70% expect to grow steadily over the
next five years. These numbers are
very similar to the 2012 survey. At a
global level, 15% are aiming to grow
aggressively over the next five years
compared with 12% in 2012.

Companies in the Middle East,
however, have been markedly more
successful, with 79% recording growth
in sales in the last year (this figure was
83% in 2012). They are also more
ambitious in the medium term, with
40% looking to achieve aggressive
growth in the next five years — the
second highest score in the whole
survey - and 98% of those who are
predicting growth saying they are
confident they will achieve it. This
tallies with the Middle East results in
our 17th Annual Global CEO Survey, in
which 66% of CEOs in the region told
us they were positive about their
company’s growth prospects.

However, despite this general level of
optimism in the region, the number of
respondents apprehensive about their
ability to recruit skilled staff has gone
up significantly since the 2010 survey,
and it continues to be the biggest single
internal issue for Middle Eastern
family firms over the next twelve
months: 34% cited this as a key
concern in 2010; it rose to 45% in
2012, and it’s now as high as 64%.

6  Family firm

65%

of family businesses report growth
in the last 12 months

15%

are aiming to grow aggressively
over the next five years

28%

cite price competition as a
chief concern

This is noticeably higher than the
global average of 49% this year.

At a global level, the number of family
firms citing the general economic
situation as their prime external
challenge for the forthcoming year has
risen slightly from 60% in the 2012
survey, to 63% in 2014. 70% of Middle
Eastern firms say this is a key issue,
which is significantly higher than the
48% in 2012. So while Middle Eastern
firms are clearly buoyant about their
own prospects, market conditions
remain a real anxiety, and businesses
in our region are far more concerned
about the impact of government
regulation (68% in the Middle East,
33% globally). The Middle Eastern
figure has also gone up sharply from
46% in 2012.

When the time horizon is extended
from one year to five, the key concerns
in the Middle East are attracting the
right skills (73%), political instability
(52%), succession planning (52%),
regulatory change (48%), and the need
to professionalise the firm (48%). In all
of these areas, the Middle Eastern
figures are higher than the global ones,
and in the case of succession planning,
markedly so (the global figure here is
36%). Given the continued conflict in
the region, it is not surprising that
political instability remains such a
concern here. The top five issues for
global firms, by comparison, are the
need to innovate (64%), attracting the
right skills (61%), price competition
(58%), the economy (56%), and
retaining key staff (48%).



Key challenges in five years' time

Attracting the right skills/talent

Political instability
Company succession planning
Complying with regulations

Need to professionalise

Need to continually innovate
Price competition

General economic situation
Retaining key staff

Number of businesses competing
Containing costs

Need for new technology

42%

40%

73%

52%

52%

S

Increasingly international environment

Market instability

Suppliers/supply chain

Conflict between family members

M Middie East

This year’s global survey shows that
68% of family businesses are exporting,
with overseas sales accounting for
about a quarter of turnover for all
respondents Around three quarters of
those surveyed across the world expect
to be exporting by the end of the next
five years, and predict this will account
for over a third of all sales. Those
businesses which are particularly keen
to grow internationally are those
pushing for aggressive growth, those
with a turnover of more than $100m,
and those in the manufacturing and
agriculture sectors. They also tend to
be younger businesses in their first or
second generation.

33%
27%

26%

16%
11%

Il Global

However, some aspects of the detail
behind the data are more ambivalent.
Even if exports are likely to account for
a larger proportion of sales, few
businesses expect to be exporting to a
significantly larger number of countries
than they do now, and most tend to
stick to neighbouring territories or
those with the same language and a
similar culture. This suggests that they
lack either the skills or the confidence
to break into entirely new regions -
many would probably need to hire in
outside talent to bridge that gap, and
they may well be missing out on new
sources of growth as a result. It can also
be far more expensive to export to more
distant markets.

The Middle East is clearly lagging
behind the global trend, with exports
accounting for only 11% of sales
compared with 25% globally. The
Middle Eastern figure is expected to
grow to 24% over the next five years,
but this will still lag the global
equivalent of 32%. However, there are
some structural reasons for this
difference: for example, a significant
number of Middle Eastern family
businesses operate in sectors where
exporting is either difficult or not
directly relevant, such as energy or
property development, and many
others are trading companies that
make their money out of importing
goods or technology under license.

Family Business Survey 2014



At a global level, it’s clear that price
pressures remain intense, customers
are becoming more demanding, and
margins are tight. The economic
situation looks more positive in the
Middle East, but our region is not
immune from the other global factors
which are transforming the landscape
for all companies, not just family firms.
‘Megatrends’ like demographic change,
globalisation, urbanisation, and the
digital revolution are making the
business environment more fluid and
more disruptive than ever before.

In our 17th Annual Global CEO Survey,
81% of the respondents across the
world cited technological advances as
one of the top three global trends most
likely to transform their business over
the next five years. Family businesses
likewise recognise the growing impact
of digital technologies, with 79% of
global respondents putting this in the
top three. 72% recognise that they will
have to adapt the way they operate
externally, and organise themselves
internally, to exploit the full
opportunities of digital and avoid
being overtaken by more advanced
competitors. 43% also accept that they
will need to attract the right talent to
do this, which raises a question about
whether the remainder are fully aware
of the extent of this challenge.

The family factor: Professionalising the Middle Eastern family firm

When you look specifically at the
Middle East responses, the numbers do
not appear to be very different — for
example, 73% of family firms
recognise the organisational changes
they will have to make, and 41%
expect to need new recruits to help
them — but in our experience the gap is
much wider in practice. Our region
has tended to lag other developing
markets in its take-up of digital
technology, but there are now signs
that this is changing, especially in
sectors like retail, which was one of the
first and fastest to be affected by
internet technology, and remains an
immensely important element of the
regional economy.

Exploiting the full potential of digital
includes everything from how the
business is run internally, to how it
reaches its customers externally. Doing
this properly can demand quite
significant capital investment, but
Middle Eastern family firms are more
fortunate than others elsewhere in the
world in that the banking sector is
liquid and ready to lend. In fact, for
family firms in our region, making the
business case for the investment can be
a bigger hurdle than accessing the
money to fund it. Family firms here
tend to be conservative, and founder-
owners have often built their business



“Family firms either don’t
want to reinvent themselves,
or can't. In practice they
find it hard to divest legacy
businesses, and only
expand or diversify within
a narrow range.”

around their own way of doing things,
which can make them reluctant to
change their processes. But as the
business grows and moves into its
second or third generation, it becomes
harder to keep track of performance
across the company. Going digital is an
obvious answer, and in our 17th
Annual Global CEO Survey, 60% of
Middle Eastern CEOs told us they
would be investing in technology over
the next five years. Likewise an
increasing number of family firms in
our region are actively looking for the
‘quick wins’ on digital that could help
them grow quicker, and boost
profitability.

Innovation in its widest sense remains
a key concern for family firms across
the world in 2014, as it was in 2012,
with 64% citing this as a high priority,
compared with 62% in 2012. Those
businesses which are pressing for
aggressive growth are more likely to
see innovation as a key ongoing
challenge. And yet even though

A :
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innovation is given such prominence, the
experience of our own teams around the
world suggests that many family firms are
still reluctant to change. Even though
family businesses continually claim that
one of their strengths is their ability to
reinvent themselves - 56% of global
respondents said so this year, up from
47% in 2012 - there are not very many
examples of firms that have actually done
so. As one of our global interviewees said,
“Family firms either don’t want to
reinvent themselves, or can’t. In practice
they find it hard to divest legacy
businesses, and only expand or diversify
within a narrow range.”

There is also evidence that both growth
and innovation are a lower priority for
businesses in their third or later
generations, who place more emphasis on
ensuring that the business remains in the
family. This could suggest that these
firms risk becoming complacent and
uncompetitive. Though it’s easy to see
how the psychological factors that come
into play as the business matures could
make those running them more risk-
averse and less entrepreneurial: later
generations don’t want to be the ones who
‘lose the farm’, and the number of family
members dependent on dividends can be
very large for a business that has been in
existence for 50 or 60 years.

Family Business Survey 2014 9



A new cycle of
change:
Innovation in
the Middle East

So what about innovation in the Middle
East? As we saw in the earlier chart on
page (7) , innovation is a much lower
priority, with only 41% of respondents
citing it as a key issue. So should this
concern us? Should we see it as a
worrying sign, indicating possible
complacency, or merely the consequence
of the different type of economy that
tends to prevail in our region? The answer
is that both of these are true, to some
extent.

As we have already discussed, many
Middle Eastern family firms are traders
and importers, so the pressure to
innovate is less. Put simply, firms buy and
sell the innovations other companies
create. Likewise many here enjoy de facto
monopoly positions, or operate in markets
where the barriers to entry - whether
regulatory or otherwise - are significant,
and therefore protective. But there is,
nonetheless, a very real risk of
complacency, because the new business
landscape is demanding a higher degree
of innovation in the way companies
operate, not just in what they sell. In this
new and more disruptive environment the
winners will be those companies with the
agility to adapt, and the flexibility to
change, and this will be even more crucial
in fast-moving sectors like retail, which is
so important in the Middle East. Family
firms in our region recognise this, and
know these trends must be addressed,
even if they can pose some significant
challenges to their traditional way of
doing business. The issue is doing this in
practice, not just recognising it in theory.

It’s encouraging, for example, that in our
Annual CEO Survey, 30% of Middle
Eastern CEOs said they believe innovation
in products and services will be the main
driver of growth for their companies over
the coming 12 months. This is still below
the global figure of 35%, but it’s a vast
improvement on the 9% registered in
2012. We wanted to understand why this
number was so low, and so in 2013 we
carried out a dedicated survey on
innovation with 167 companies in twelve
Middle Eastern markets.

What we found was that a ‘new cycle’ of
change is now in play, which will force
companies to become more innovative,
both in what they sell, and how they
operate. This new cycle is the result of a
number of factors coming together at the
same time, from the technological, to the
political and the demographic. Mobile
broadband and social media are
connecting the region to the rest of the
world in a way that was unimaginable
even ten years ago; the Arab Spring is
setting a new political agenda; and
companies and governments are having
to address the needs and demands of a
population in which two-thirds of people
are under 30 years of age. Add to that the
impact of the wider global megatrends
and it is clear that incremental change will
no longer be enough. Both private and
public companies will have to find the

radical and breakthrough innovations that
can transform a market, create a new
segment, or change the conventional
business model.

The most advanced innovators are
exploiting these trends to find new ways
to reach their existing customers, and
target new ones. They’re making their
own organisations leaner and nimbler,
and in industries such as oil and gas and
infrastructure they’re harnessing new
ideas to create significant business
opportunities in areas like renewables.
They also recognise that innovating the
‘how’ is as crucial as innovating the
‘what’. 94% of those questioned in the
2013 Global CEO survey acknowledged
the importance of product and service
innovation, but as many as 89%
recognised that business model
innovation is equally important.

In our 2014 Global CEO Survey, Middle
Eastern respondents identified four
issues, in particular, that will determine
their companies’ survival and success in
the future: developing tomorrow’s
workforce, creating value in a technology-
driven world, understanding the new
demands of today’s consumers, and
dealing with climate change and resource
scarcity, which are a more pressing
business risk in the Middle East than they
are in many other regions of the world.

So while there is an acceptance of the
need to take action, fewer companies in
the region have made the headway they
will need to achieve. In the 2013
innovation survey only about a quarter of
respondents were happy with their
innovation efforts, 64% felt they had
been, at best, ‘somewhat successful’, and
a small but significant minority (8%) were
honest enough to admit that their
attempts at innovation had not been
successful at all. 41% cited the risk-
averse culture that prevails in the region
as one significant barrier, and others felt
that innovation was confined too narrowly
to the senior team (which in a family
business, usually extends only to family
members). Only 34% of the participants
included a wide variety of people from
across the organisation in their innovation
activities, even though there is growing
evidence that the most successful
innovators are those companies that
recognise that good ideas can come from
anywhere, not just throughout their own
business, but from partners, customers
and even the crowd.

So to summarise, if they are to make real
progress on innovation, Middle Eastern
family firms will need to address it as they
do any other business issue, with a robust
strategy, clear KPIs, and a working culture
which fosters and rewards new ideas,
understanding that in this area of
business, occasional failure is the price of
long-term success.
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Balancing commercial and
personal priorities:
‘Head’ and ‘heart’

Our 2014 Global Family Business
Survey suggests that the new economic
pressures are forcing many family
firms around the world to re-think
their strategies and take some tough
decisions. In many markets, this is
sharpening the tension already
inherent in the family business model
between family concerns on the one
hand, and business objectives on the
other: what you might call ‘heart’ and
‘head’.

On a global basis, family businesses
have become much more hard-headed
since our last survey in 2012. The most
important priorities are to remain in
business and improve profitability, and
the ‘heart’ issues of family and
community come out very much lower.
In the 2012 global survey, 70% of those
questioned said they felt a strong sense
of responsibility to support community
initiatives, but that number is down to
59% this year.

However, the picture in the Middle
East is very different. As we saw in the
first chart on page 7, there is a much
more even spread of priorities among
family firms in our region, and family
and community concerns continue to
rank much more highly. In fact the
number of Middle Eastern firms who
feel a responsibility to the community
has gone up to 86% this year, from
78% in 2012. This derives in part from
cultural and social factors, but it also
reflects the greater prominence of
family firms in Middle Eastern
economies. In many cases, these
businesses are the leading players in
their industries, as well as major
employers, and it’s natural, therefore,
that they should feel their community
responsibilities more acutely.

% agreeing with statements about how family
businesses differ to other businesses

Agreement with statements about family businesses
and society

Strong sense of responsibility
to support community
initiatives

Strong sense of responsibility
to support employment

Do all they can to retain staff,
even in the bad times

The culture/values tends to
be stronger

M Middle East

Strong sense of responsibility
to support employment

The culture/values tends to
be stronger

Do all they can to retain staff,
even in the bad times

Strong sense of responsibility
to support community
initiatives

[l Global
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Professionalising the business

Moving to the next level

As we have already seen, the need to
professionalise the business is gaining
ground as a key concern for family
firms around the world, driven by an
almost perfect storm of competitive
pressure, rising costs, and global
megatrends. As a theme, it scarcely
registered in 2012, but emerged very
strongly in PwC’s Next Gen survey !
earlier this year, when a number of the
upcoming generation told us they want
to formalise and modernise the
business when they take over. In our
2014 Global Family Business Survey,
40% of respondents agreed that this is
a key challenge over the next five years,
and a fascinating picture emerges
when that figure is broken down.

It’s the younger and more ambitious
businesses who are more likely to cite
professionalising the business as a goal,
and are more aware of the risks and
opportunities of the move to digital
technology. They’re more likely to be
looking at a possible Private Equity exit
strategy, and will know that these
investors will look for a well-managed
and disciplined operation. This applies
equally to those looking to undertake
an IPO.

Looking geographically, it’s businesses
in emerging markets who are keenest
to professionalise, with over 50%
scores in China, Taiwan, Peru, Turkey,
Russia and Eastern Europe. Only two
Western European markets scored over
50% (Belgium and Italy), with lower
than average scores for mature markets

1 Bridging the Gap: Handing over the Family
Business to the Next Generation, PwC, April 2014

12 Up close and professional: the family factor

40%

agreed that formalising and
modernising the business is a key
challenge over the next five years

younger

and more ambitious businesses are
more likely to cite professionalising
as a business goal

“When our children come back with
their Western education they have a
bigger vision and want to do things
‘the modern way’. Sometimes we are
not prepared for this. However, we
definitely notice changes because their
horizons have broadened and we have
to understand that”

Lebanon, 2nd generation

like the UK (30%), Germany (28%),
Spain (27%), and the US and Canada
scoring lowest at 20% and 19%. Firms
in the Middle East in the mid range
here, at 48%

Professionalising a family firm is not
about process for its own sake, or about
weighing down the entrepreneurial
flair that launched the family firm in
the first place. It’s about giving
structure and discipline to that vision
and energy, so that family firms will be
able to innovate better, diversify more

effectively, export more, and grow
faster. In short, achieve their twin goals
of ensuring the company’s long-term
future and improving profitability.

So how does this issue play in the
Middle East? Is it a key issue here, as it
is in other emerging markets? The
short answer is yes. As we saw in the
first chart on page 7 , Middle Eastern
respondents were more concerned
about this issue than the global average
(48% as against 40%), and we know
from our own experience that this issue
is very much top of mind. Family
businesses in the Middle East know
that they have to streamline and
sharpen their operations as their firms
grow and the external environment
becomes more complex. They see more
private sector companies competing in
the region, and they want to learn from
best practice in other parts of the
world. There is particular pressure to
do this from the younger generation,
many of whom have had Western
educations and are returning to their
family firms with a desire to rely less on
charismatic leadership, and more on
rigorous process.
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Professionalism in practice
Processes, governance, skills

There are three distinct
areas where family
firms across the world
are feeling the need to
professionalise their
operations. Some of this is
fairly basic work around
systems and processes,
but progress is also
being made on corporate
governance, and on
people management.

Processes

Though there are some family firms
that manage without formal business
processes — especially first-generation
entrepreneurial start-ups - most larger
firms now have documented procedures
and policies, if only to comply with
external regulation in areas like Health
& Safety and employment law.
Likewise many are automating their
operations and increasing their use of
IT as a way to improve productivity and
efficiency, and to counter the cost
pressures we have already discussed.
They are also being more systematic
and structured in their approach to
sourcing, again as a result of rising
costs.

In the Middle East, there is particular
emphasis on improving business
processes in relation to finance and
strategy. This can be particularly
important when firms are operating a
conglomerate model — as so many in our
region do — to ensure a proper flow of
information between the divisions and
the centre, and a consistent approach
across the group. In fact, the
professionalising agenda is particularly
prominent in Middle Eastern
conglomerates: we have worked with a
number of family firms who are setting
up proper corporate centre functions in
areas like treasury, strategy, risk
management, and HR (the latter, in
particular, is now moving beyond
payroll and administration to a more

strategic role, especially in relation to
talent). These functions are providing
expertise and guidance to the different
divisions, and ensuring that the
business owners have a full picture of
performance and issues across the
group.

“Incorporating long—term strategic
objectives into the family business is a key
tool in transitioning these firms through
economic and cultural challenges”

Lebanon, 2nd generation

“Family-run-organisations, which
dominate the Middle East economy,
should adopt modern management
techniques and corporate best practices
to keep up with the demands of the

financial markets” Jordan, 2nd

generation
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Governance

Across the world, the corporate
governance of the family firm has
improved since 2012 - more family
businesses are seeing the value of
appointing experienced non-executive
directors, though it can be hard to find
and recruit people with the right
expertise, as family boards are often
perceived to be more problematic than
those of conventional companies.

Recruiting good non-executives is an
issue in the Middle East too, and
governance in general remains an area
of concern. A recent report by the
ratings agency Fitch identified poor
governance and a lack of adequate
transparency and disclosure as factors
which are constraining the ratings of
many private firms in our region. This
in turn is hampering their ability to
attract international investors or enter
the capital markets and access the most
competitive sources of funding. We
have, nonetheless seen a progress on
some aspects of corporate governance.
Far more family business boards are
real boards now, with real input to give,
rather than ‘box-ticking exercises’ to
satisfy regulatory requirements. We
believe that the UAFE’s launch of a new
market for trading the shares of around
135 private joint-stock companies from
across the Gulf could make a significant
impact here. One of the aims in
establishing the market is to help
improve corporate governance and
transparency in this sector, and the
listing rules are designed to do this.

“Family businesses should push forward
with more comprehensive governance
measures. They are often reluctant
because they feel it might threaten their
control of the firm. Family businesses also
need to professionalise their boards.
Families have reached a stage where it is
necessary to have a more structured
governance process”

UAE, 2nd generation

“One of the factors contributing to the
financing difficulties faced by SMEs in the
region is the fact that these businesses are
finding it difficult to implement good
governance principles and practices”

Oman, 2nd generation

“There is a positive correlation between
competiveness in the new global economy,
and the degree of corporate governance in
the business. The more governed the
business is the more competitive it
becomes in the global economy”

Kingdom of Saudi Arabia, 2nd
generation

We are also seeing more family firms in
the region managing their business as a
separate entity from the family — we
will examine this in more detail in a
later section, but first we look at the way
one particular Middle Eastern family
business is making progress in this area.

Skills

Attracting and retaining skills and
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Formalising the family
firm
Al Majdouie Group

Name Abdullah Al Majdouie,

President
Sector Conglomerate
Market Saudi Arabia

Founded 1965

doesn’t always mean that the eldest is the

best candidate. A conventional company can
advertise and hire the best, but when it comes
to family businesses, a lot of emotional issues
come into play. That is why the transition
should be planned well, and that takes at least
three, four, five years, if you do it the right way.
| have already told my brother Yousef that he
should prepare himself to take over in the next
couple of years, and | am now involving him in

industry, and our training and education

Al Majdouie is one of the biggest transport
and logistics firms in the Middle East, with
7,000 employees working not just in Saudi
Arabia but all across the Gulf. The company
was founded in 1965 by Shaikh Ali Ibrahim Al
Majdouie, and all his five sons now work in the
business, and sit on its board. And as the
family has grown, so has the firm, expanding
into automotive, manufacturing, food, steel,
real estate, and training and education.

Such ‘horizontal’ expansion is a typical
business pattern in the region, with many
private companies growing by diversification
into successful conglomerates. Family firms
often find it particularly useful as a model, as it
opens up more opportunities for individual
family members to run their own divisions.
Though the conglomerate approach can have
challenges as well as advantages: as Abdullah
Al Majdouie, the group’s president, says, “it's
good in that it spreads your risk when times
are tough, but it brings its own risk in that you
can lose focus if you try to be equally
proficient across a whole range of different
sectors.” But so far, the strategy has been
very successful: “We are looking at the energy

business is opening up a whole new sector for
us.” Abdullah believes that the only way to
survive is to grow, and that includes exploiting
the full potential of digital: “That’s not an
option any more, it’s necessary to keep the
business alive. We have a dedicated
communications unit for social media,
interacting with customers and managing

our online reputation.”

Focus on good governance

In the last ten years the company has been
through a significant restructuring, and
adopted a far more rigorous approach to
both corporate and family governance. For
example, the third generation, who are now
taking up their own roles in the firm, have to
work outside the business for at least three
years first. As Abdullah Al Majdouie says, “In
the early days, we needed everybody in the
family to be part of the company. But now we
think they have to earn it. They have to go
through the stages of career development.”

The company also has two independent
external directors on the board, and very
much not as ‘window-dressing’: “They are
there to support and advise us but not
necessarily to agree with us,” says Abdullah.
“We have agreed with the family that we have
to have a mix of family members and
non-family members throughout the business,
because this will ensure we benefit from new
ideas and don’t fall into one way of thinking.
One thing we’ve learned is that, whatever the
cost, you have to bring in talent to grow. It’s
our number one challenge - getting the right
people.”

Succession planning is a key part of that. As
Abdullah acknowledges, it is usual practice in
the region for the eldest son to take over (and
he is also the eldest in his family), “But that

elements of my role that are not part of his
current job, just as my father gave me the
chance to learn and make mistakes, but under
his supervision and guidance. It’s all about
cycles - the business has to go through
cycles, and the family has to go through
cycles. We're all realistic about that.”

Al Majdouie is a successful Middle
Eastern conglomerate which has
recently strengthened its corporate
governance processes. It has two
independent directors on the Board.

Abdullah is also realistic about the potential
for conflict, especially as the family grows:
“When you’re a family business it's not an
employer and employee relationship. It is
partner to partner, regardless of the age
differences - regardless of whether you have
been in the business for 30 years and your
younger brother just came in yesterday.” But
he is confident that a combination of robust
governance, strong values and open dialogue
is the best way to prevent conflict before it
arises, and ensure the long-term survival of
the business: “In some ways the soft part is
even more important than the hard part. The
hard part is governance, and the soft part is
the values - the values that are embedded in
the family members right from their childhood,
and which they all share.” Abdullah believes
this has been the foundation for Al Majdouie’s
success, and if you ask him what he is most
proud of, the answer is immediate: “Our family
cohesiveness.”
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talent continues to be both a concern
and a challenge for family firms
around the world. As we saw in the
earlier chart on page 7, skills ranks
second in family firms’ list of priorities
overall, and 61% list it as a key issue
over the next five years (up from 58%
in 2012). The latter figure is
substantially higher for the Middle
East at 73%, up from 55% in 2012. Part
of this, no doubt, is being fuelled by the
continued economic growth in our
region: according to our 2014 Global
CEO Survey, 77% of businesses in our
region plan to increase their headcount
over the next year, and family firms
will have to compete hard to secure the
best.

The issue of skills is also fundamental
to other key areas of concern: if family
firms are to expand internationally,
diversify into new markets, manage
risk better, or innovate more
effectively, many of them will need to
buy in the people to do it, and that
applies as much in our region as it does
in the rest of the world. And there’s no
point in hiring new people unless you
have professionalised the systems and
processes that will make it possible for
them to do their job.

2 Growth patterns and internationalisation
of German family-owned businesses and family
business owners. PwC Deutschland, February 2014

When it comes to skills, ‘professionalising
the business’ frequently translates to
‘bringing in external talent to run it’. This
is often the right decision, especially when
the business reaches a certain critical
scale, but it can still be a challenging
moment for the family firm. When you
bring in outside managers - especially at
executive level - the dynamics of the
family firm inevitably change. A different
set of stakeholder interests comes into play
and the business becomes less like a
private entrepreneurial venture, and more
like a public company. The challenge for
the family is managing that transition, and
recognising that they themselves have to
change if it is to be a success. They have to
accept a loss of control and an increase of
discipline, both of which can be difficult,
especially when there are strong
personalities involved, as is so often the
case.

The global survey results show that
non-family respondents are much more
likely to be pushing for aggressive growth.
Innovation, international expansion,

diversification, and professionalising the
business are likewise higher priorities for
them than for family members, who tend
to be more focused on family and
community, and more concerned about a
personal legacy (see the chart below).
There are important questions here for
family firms, because one interpretation
of these figures is that family businesses
can either under-perform or lack
ambition if they are run by family
members, and that this wouldn’t be the
case with an outsider in charge. A recent
PwC study on family businesses in
Germany found that more of them are
now hiring outsiders at a senior level, and
— crucially — those who have done so are
growing faster than those who have not. 2

But recruiting a top-quality CEO is no easy
task; as one of our global survey
interviewees put it: “if you bring in senior
talent you have to be able to keep it.”

Key differences between family and non-family leaders; indexed to the

overall average

To ensure the long term
future of the business

To improve our profitability
To grow as quickly as possible
To attrract high quality

skills into the business
To ensure staff are rewarded

fairly and share in the success -9

To run the business on a
more professional basis

To be more innovative

To enjoy work and stay interested ;5 __ v

To diversify into different business
sectors/products/services

To move into different
export markets

To move into new regional
markets in home country
To make a contribution /

leave a legacy

To ensure the business

6
stays in the family -10 __

Creating employment for
other family members

|| Non-family member
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As we have seen in previous Family
Business Surveys, attracting top
executives is a particular challenge in
the Middle East. Outside CEOs are
rarely given the freedom they need to
execute their strategy, and families are
often reluctant to delegate real power.
It all comes down to trust, and
developing trust takes time. In our
experience, a strong framework of
accountabilities and checks and
balances can help give families the
reassurance they need in the early
stages of the relationship, while
ensuring that the executive has enough
autonomy to do their job effectively and
prove their worth.

Alack of share options can be another
barrier to attracting top talent. Middle
Eastern family firms are reluctant to
offer shares as part of their
remuneration packages, and this can
make them uncompetitive with the
major multinationals. However, the
more forward-looking firms are
starting to look at creative ways round
this, by developing new forms of LTIPs,
and ‘phantom shares’ which pay out
cash and bonuses in line with the
capital growth of the business, without
ceding ownership or voting rights to
outsiders.

“Family businesses need to recruit talent
and accommodate their development,
empower them and relinquish control
where necessary. Also create the right
incentive structure”

Kuwait, 2nd generation

Deterring the best talent is only one
example - albeit an obvious and critical
one — of how family issues can hinder
business success. As this year’s results
make clear, professionalising the
business is necessary, but not sufficient
alone, for long-term survival. The most
pressing priority is the need to
professionalise not just the firm, but the
family.

Family Business Survey 2014
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Working with your relations can generate much higher
levels of trust and commitment, but it can also lead to
tensions, festering resentments, and open conflict.

The heart of the matter
Professionalising the family

The strength and weakness of the
family business model is right there in
the name: the family. Working with
your relations can generate much
higher levels of trust and commitment,
but it can also lead to tensions, festering
resentments, and open conflict, as the
individuals concerned struggle to keep
‘head’ and ‘heart’ separate, and make a
success of both their work and family
life

Because it involves ‘heart’ as well as
‘head’, professionalising the family is
much harder than professionalising the
business, and often gets postponed
simply because it raises too many
intractable issues. But it cannot be put
off forever, and the risks of not facing up
to this challenge will increase with
time. As we hear from Ghassan Nuqul,
in the case study on page (25),

“It’s only a matter of time - it may not
happen in the second generation, or the
third generation, but conflict will
eventually arise at some point.”

“Conflict always exists in families and
will exist in family businesses. Managing
conflict is key not just to the survival of
business but to the survival of the family
itself”

UAE, 1st generation

“Family feuds can stem from numerous
issues. Family conflicts arise when family
members perceive that their needs are not
met, or when situations are unclear or
not properly understood”

Kingdom of Saudi Arabia, 1st
generation

“The two greatest threats to the
continuity of family businesses are
conflict and succession. Conflicts in
family businesses are rarely cases of poor
business performance, mostly they arise
because owners feel that their needs are
not met”

Kuwait, 1st generation
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The family
factor:
Leaving a
legacy

The case studies in this report
illustrate, in different ways, how
important it is for those running family
businesses to leave something
worthwhile behind, or as several
interviewees put it, “to be
remembered.”

This is borne out in the survey results:
family firms may be putting business
issues first this year, but the pull of
the personal legacy remains very
strong. Many talk about ‘longevity’,
‘integrity’, and ‘making a difference’,
and say they want to pass on a
business that is stable, sustainable,
and profitable.

They also talk about creating
employment, sustaining the family’s
values, and supporting the
community — all issues that have
slipped down their overall list of
priorities but come sharply into focus
when the emphasis shifts from the
professional to the personal. This is
clearly a highly emotive issue and is
no doubt related to the fact that most
family businesses bear the family
name.




Only 16% have something
that would qualify as a
robust succession process,
and that number is still

as low as 25% even for
respondents aged 65 or over.

This potential for conflict is one of the
main reasons why so few family firms
survive beyond two or three
generations: as Dr Eric Clinton of
Dublin City University puts it, “in a
family business the hard issues are the
soft issues.”

In our recent Next Gen survey we
identified three ‘gaps’ which can
undermine a successful transition
between generations: the generation
gap, the credibility gap, and the
communications gap. The
communications gap is particularly
relevant here, as the Smorgon

Consolidated Industries panel below
proves. That story also shows that even
in a large and successful business, there
is a very real risk that family issues will
eventually precipitate a crisis for the
firm as well as the family, and both may
fail as a result. As with so much else,
these issues need to be addressed in the
good times, because kneejerk decisions
made during a crisis rarely result in the

ideal outcome.

“Family
businesses
generally fail for
family reasons™:
Learning from
Smorgon
Consolidated
Industries

David Smorgon is a former director and
Senior Executive of one of Australia’s
largest family businesses, Smorgon
Consolidated Industries. The family
business survived for 65 years and was
into the fourth generation when it
surprised the market in 1995 by
announcing a staged divestment and sold
off every single asset over the next couple
of years.

David became the inaugural Chairman of
Family Business Australia and is now
Senior Advisor - Family, Business and
Wealth as part of PwC's Private Clients
team in Australia. We asked him what
others can learn from his experience.

“We were a complex family with seven
different shareholder groups and we had
three generations working in the business
at the same time, numbering around 20
people aged from 20 to 80 years old.

We were excellent communicators on
business issues. However, we did not
spend enough time discussing family
issues. We should have allowed time for
family to air their grievances through
regular family meetings, which were
specifically focused on family, not

business issues. Similarly, we continued
to defer discussions on succession
because it’s such a secretive, difficult and
confronting issue. We didn't understand
that succession is a process not just an
event.”

So what advice would he give other family
firms? “You need to assess the health of
the family with same depth and rigour as
you assess the health of the business —
look at what’s working and what isn’t.
Some of it is about family governance, but
it’s also about softer issues like the way
people behave with each other, and the
respect — or lack of it — between family
members. You do also need the
processes in place
to head problems
off before they get
engrained. But if
you can fix the
family issues the
business issues
are much easier to
solve. That’s the
good news.”

Family Business Survey 2014
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Professionalising the family means
putting processes in place to govern
how the family interacts with the
business. This includes establishing an
infrastructure for decision-making, and
formal channels for communications
that can supplement the informal ones,
and will come into their own during
times of tension or difficulty. It’s about
protecting the family’s interests, and
safeguarding the firm’s survival. In
other words, it’s the vital family
governance piece which must sit
alongside the equally important
corporate governance structure.

“It is not the size but the dynamics of the
family that matters when it comes to
adopting a proper governance structure.
Businesses formerly controlled by siblings
with the same mother are now controlled
by cousins who may have weaker ties”

Jordan, 2nd generation

“The success of a family business depends
on the family members remaining closely
knit and having a common vision”

Oman, 2nd generation

This year’s global survey shows that an
increasing number of family businesses
have mechanisms in place to deal with
potential conflict, and the survey results
show that there has been further
progress in this area since 2012. 83%
have at least one procedure in place, up
from 79% two years ago, and larger
firms with sales of over $100m are more
likely to have done this (85%). The
procedures in question include
shareholder agreements, family
councils, provision for third-party
mediation, and family constitutions. All
of these scores have risen since 2012,
and across the world only 17% now
have nothing at all.

Looking specifically at the Middle East,
71% have some sort of mechanism in
place, compared with 83% globally. The
most common are shareholders’
agreements (57%), conflict resolution
mechanisms (33%), entry and exit
provisions (31%), and family councils
(29%).

“The family charter is meant to be a
living document. Given the effort it takes
to create, the charter should not simply
be put on the shelf or in a drawer to be
forgotten”

Jordan, 2nd generation

However, it is significant — and worrying
—that as many as 29% of family firms in
our region have nothing at all. We’re
also concerned that the headline figures
in the survey may over-state the true
position in our region. For example,
40% of respondents say they have a
family constitution (significantly higher
than the global average of 22%), but in
our experience few companies have
fully-fledged constitutions of this
nature. Likewise we are aware of a
number of firms who have gone through
the process of drawing up various forms
of governance documentation, but have
not got round to putting it into practice.
Usually this is because day-to-day
concerns are more pressing, and — as so
often in business — it has taken a crisis of
some kind to force many family firms to
implement these procedures. It’s far
better, in our view to ensure these
measures are acted upon as soon as they
are agreed, and not on the midst of a
business or family emergency.

“If the business needs a board to run the
business, then the family needs to a board
to run the family. So families create
Family Councils or a Shareholders’
Assembly for family owners, which is
separate from the board of directors and
management”

Jordan, 2nd generation

“Family business are increasingly
creating formal conflict resolution
mechanisms which provide a forum
where the family members in dispute can
air their differences, and hopefully
resolve the issues in an amicable way”

Kingdom of Saudi Arabia, 3rd
generation
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“Regional conglomerates are ahead of
their Western counterparts when it comes
to succession planning. Regional
businesses are already taking measures
to streamline their operations, recruiting
non family-member chief executives and
standardising governance and
constitutions”

UAE, 2nd generation

But even where there are procedures in
place, the all-important issue of
succession has still not been fully
grasped or effectively addressed by far
too many family businesses. 53% of
global firms say they have a succession
plan in place for some if not all senior
roles, but when questioned further, only
30% of those ‘plans’ are properly
documented. Only 16% have something
that would qualify as a robust
succession process, and that number is
still as low as 25% even for respondents
aged 65 or over. In this respect the
Middle East figures are similar to the
global average, with 14% of firms
having no formal succession plan.

A plan that is not written down is not a
plan, it’s just an idea, and this is an issue
family firms must address with the
same commitment and energy as they
are devoting to professionalising other
aspects of the business. Because without
it, the entire enterprise is at stake.

“The evolution of family businesses is
natural and is to be expected, however,
many family businesses do not survive
the process”

Kingdom of Saudi Arabia, 2nd
generation



Bridging the gap
Making a success of succession

In many cases the word
‘succession’ itself can
provoke an extreme
emotional reaction,
especially in the founder
or current CEQ.

The passing of the baton has always
been a hazardous moment for the family
firm, and never more so than now. The
world has changed out of all recognition
since the current generation first went
into business 30 or 40 years ago. The
‘generation gap’ is widening literally as
well, as people have children later. This
means that the periods between each
transition are lengthening, which puts
even more strain on a rite of passage
which is already fraught with potential
problems. In the Middle East, the large
size of families can make the process
even more challenging - the average
family is twice as big as in the US or UK,
which inevitably increases the potential
for conflict and disagreement.
Moreover, this issue becomes more
acute with the passing of time — by the
third generation, those running the firm
will often be cousins rather than
siblings, which means the emotional ties
between them are likely to be weaker.

“It’s very difficult to motivate the third
generation because they have lived a
better life than we did”

Kuwait, 2nd generation

“We have to accept the fact that when you
build a business you live your life around

it, but I believe there is a time to empower
the next generation, and to hand the firm
over to them”

Oman, 2nd generation

“The transition to a 3rd generation will
increase the pressure on family
cohesiveness”

UAE, 3rd generation

Every family firm has to deal with the
fact that more potential successors come
into play as the business matures. And
as the numbers in the wider family grow
the potential for conflict also rises. As
one of our global interviewees pointed
out, “The transition from the first to the
second generation is the easiest. After
that it gets progressively harder. The
bigger the family gets, the more likely it
is that there will be people who have
never worked in the business and don’t
understand the family or its issues, but
are still expecting to receive their
dividends. That’s bound to cause
tension, especially when people react
emotionally rather than rationally.”

In many cases the word ‘succession’
itself can provoke an extreme emotional
reaction, especially in the founder or
current CEO. It’s an unwelcome
reminder of age and mortality, and
threatens loss of influence and
redundancy, in the widest sense of the
word.
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No surprise, then, that so many family
firms exhibit ‘sticky baton’ syndrome,
where the older generation hands over
management of the firm in theory, but
in practice retains complete control over
everything that really matters. No
surprise, either, that so many
incumbent CEOs either evade or block
any discussion about succession with
those who expect to take over. This
creates uncertainty, which is unhelpful
for the individuals and the firm, and in
extreme cases can lead to a complete
disconnect between what the
incumbent is privately planning, and
what the next generation is expecting.

“It might be difficult for the family
members from different generations to
agree on a common vision. Achieving a
common vision in a family business
comprising different generations could be
challenging; the older generation are
usually more conservative while the
younger generation are willing to take
more risks”

Kingdom of Saudi Arabia, 3rd
generation

“There should be transparency within the
family, so that family members do not
think that others within the family are
benefiting at their expense”

UAE, 3rd generation

In our Next Gen survey, 73% said they
were looking forward to running the
business one day, but only 35% thought
that was definite, and as many as 29%
thought it, at best, only fairly likely.
And in the main 2014 survey, 41% of
those currently in charge agreed that it
will be difficult to let go, but that
number rose sharply to 64% when we
questioned those who will be
succeeding them. This is another
example of the communications gap
that can bedevil the family firm — as Roy
Williams and Vic Preisser say in their
2010 book, Preparing Heirs, 70% of
intergenerational wealth transitions
fail, and many of those failures are due
to a lack of openness and transparency.

Succession will always be an emotive
issue, which is all the more reason why
it needs to be managed on a professional
rather than a personal basis. Too many
family firms are still approaching it as a
one-off event rather than a long-term

Succession plan in place for key senior roles

All senior roles |15

Most senior roles [k
Small number of senior roles | 247
None E¥Lz
process. As the Al Majdouie case study
on page (15) shows , a well-managed

succession process can, and should, take
several years.

“Identifying a successor to the family
business can never be done too early, as it
is crucial to involve them in learning the
business operations from the ground as
early as possible. This will this provide
them with the necessary experience, and
develop a sense of ownership and
commitment to the family business”

Oman, 2nd generation

The Al Majdouie case study also
illustrates another growing trend: an
increasing number of family firms
ensure — or even insist — that younger
family members go through a proper
development programme before
entering the firm, and in many cases
this includes a spell working outside the
business.

This ‘professionalising’ of the next
generation is helping to close the third
of the three gaps — the credibility gap.
59% of participants in our Next Gen
survey said that winning the respect of
their co-workers was one of their
biggest challenges, and many of the
other issues they cited are closely
related to this, including understanding
the complexity of the business (44%),
being asked to take on a job they feel
unable to do (18%), or taking on
responsibility too early (9%). In the
same survey 88% of the next generation
said they have to work even harder than
others in the firm to ‘prove themselves’,
not only with their colleagues and
employees, but also with customers.

Of our Next Gen interviewees, only 7%
had gone into the family business
straight from school, as their parents
and grandparents typically did. 55%

22 The family factor: Professionalising the Middle Eastern family firm

i 53% have a succession
: plan in place for at least
: some senior roles

Only 30% with a succession
i plan in place say it is robust
: and documented (16% of all FBs)

had gone through a professional
development programme, 14% had
taken business degrees, 34% had been
on management and training courses,
and 46% had worked for another
company before joining the family
business. The latter, in particular, can
provide an invaluable insight into the
crucial difference between owning and
managing a business.

The family
factor:
Balancing
influence
and control

Our experience
suggests that one critical factor in a
successful succession is whether the
firm can find a way for the older
generation to retain a positive
influence, even after they have ceded
control. As one of our Next Gen
interviewees put it, “What we want is
the right balance between influence
and control, so that my parents still
have a say about what type of
company we are, without getting into
the day-to-day detail on every issue,
especially as they get older and aren’t
so close to what’s happening on the
ground. It’s a hard mix, in a family
business, but it’s worth working at it
to get that balance right.”

This is a good example of the last of
the ‘four Ls’ identified by Mary
Barrett and Ken Moores, who was
founding director of the Australian
Centre for Family Business. They
believe you need to learn four key
skills to run a family firm: learn
business, learn your own business,
learn to lead, and learn to let go.® The
last of these is definitely not the least,
and can often be the hardest of all.

3 Learning Family Business: Paradoxes and
Pathways, Ken Moores and Mary Barrett (2002)




Family
education and
professionalisa-
tion: Insights
from an expert

Peter May is a specialist in family
businesses, and the founder of INTES, the
first training and consultancy company in
Germany focused on family firms and
collaborates regularly with PwC. He’s
written many books and articles on the
issues these firms face, and has been
instrumental in creating the German
Family Entrepreneur of the Year Award.

We talked to him about the results of this
year’s global survey, and what insights he
can share on the challenge of

professionalising the firm, and the family.

What do you believe professionalisation
means for the family business, and what
are the risks and opportunities for
families?

What distinguishes family businesses is
their ownership structure, and a corporate
culture which crosses generations. They
require different strategies, different
financing concepts, and different
governance regulations from other types
of companies. These special qualities give
rise not only to certain benefits but also to
disadvantages and challenges. When the
family can exploit the advantages and
meet the challenges, the family business
can look forward to long-term success

— economically successful, socially
responsible and locally anchored.

But those who can’t meet the challenges
which running a family business entail are
destined to fail, | cannot put it more
plainly than that.

In your experience, how are family firms
rising to the challenge of professionalising
their operations?

There’s been a huge increase in the
professionalisation of family businesses in
the last 20 years. Those who have done
this successfully have understood that
managing a family business well requires
not just one but two different governance

systems. It isn’t enough to solely
concentrate on the business — the family
needs managing as well. In the last few
years we’ve come to appreciate the
hugely important role which ownership
plays in a family business, and that a
family doesn’t necessarily have to run its
business itself; its principal duty is to
ensure professional leadership for the
business.

As more families look to pass on
ownership but not management of the
family business to the next generation,
how do they best equip themselves to be
responsible and effective owners?

The more we understand about the
important role played by the owners in
their family businesses, the more we also
understand how important it is to prepare
and train the family for this task: an
informed shareholder is an effective
shareholder.

Well-managed family businesses offer
their shareholders special training
programmes which enhance their
ownership capabilities, and provide
insights into the issues relating to
company management as well as an
understanding of family dynamics. They
explore the theory and the practice, not
just in general terms but also with a
specific focus on the family business
itself. Hands-on work experience is a
fantastic way of getting to know your own
company and for developing pride in it.
And the opportunity to network with the
members of other owner families and
exchange experiences with them provides
benefits which can be incorporated into
the ‘family education’ programme.

The first place to look for the best people
for the job is within the family, so it really
does pay to invest in the future of your
owners

How can families keep the spirit of
entrepreneurship alive as the business
passes from one generation to the next?

Possibly the greatest challenge facing
family companies and their owners is
keeping the entrepreneurial spirit alive.
This applies today more than ever.
Globalisation has greatly accelerated the

rate of which things change and life
cycles are getting shorter. The old saying,
‘It takes three generations to build a
business’ might soon be outdated,
replaced by ‘One generation can build
three businesses’.

In this digital age it’s less important to
hand down trademarks and machines
than entrepreneurial spirit. That’s not as
easy as it sounds, since a family’s
increasing prosperity leads inevitably to a
degree of complacency and inertia
among its members. They prefer to enjoy
the wealth they have rather than strive for
more. That’s why it's so important that we
drill into our children to ‘stay hungry’!
There is another old saying that ‘the first
generation builds the business, the
second makes it a success and the third
wrecks it’. Now more than ever, we have
to remember the truth of that.

Family businesses tell us that two of their
biggest challenges are innovation and
Skills - how do you see family businesses
'staying ahead of the curve' and what
issues does this raise?

Innovation, diversification, entrepreneurial
spirit and the skills connected with them
are becoming increasingly important in
the new and dynamic business
environment. They have to be instilled in
the family, and anchored in the corporate
culture of the business.

No family can perform every role within
the family business, so in order to attract
the best people, family businesses have
to work harder than ever before to make
themselves attractive places to work. In
particular, they have to create space for
innovators, both from within and outside
the family. This means they have to make
changes, becoming more open and
inclusive, rather than exclusive and
inwardly-focused. They need to offer
exciting compensation and participation
models, and play to their greatest
strengths: owner families can provide a
human touch and a sense of belonging
—an invaluable advantage in a world
where it’s getting harder and harder to
make a personal connection.

Six ways to address the ‘family factor’
So to sum up, here is Peter’s advice to
family firms:

1. It’s not enough to manage the
business - you need to manage the
family too.

As a family, your role is to ensure the
best professional leadership of the
firm, and a family CEO might not
always be the right choice.

Prepare and train the family for the
task of ownership — in other words,
invest in your future shareholders.

4. Network with other family businesses
and share your learning and
experience with them.

Keep the entrepreneurial spirit alive.
One way to do this is by creating
space for innovators, both inside and
outside the family.

Play to your strengths in attracting
talent: a family business can be a
special place to work, offering a
human touch and a sense of
belonging which is becoming
increasingly rare in other types of
company.

Family Business Survey 2014
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There are some forward-thinking family firm CEOs
who are open-minded about the next generation’s
involvement, because they see the family business
as meritocratic, not dynastic.

From managers to owners
The new model for the family firm?

Understanding the difference between
ownership and management is
becoming more important, because
owning-only is a trend that appears to be
gaining momentum: the number of
global family firms looking to pass on
ownership, but not management, to the
next generation is up to 32% this year,
from 25% in 2012. And as the moment of
succession approaches, more companies
are actively looking at this as an option.
As the chart below shows , these are live
issues in the Middle East as well:

Across the world, PwC has worked with
anumber of forward-thinking family
firm CEOs who are open-minded about
the next generation’s involvement,
because they see the family business as

Future plans for management and ownership of family businesses

Pass on management

Pass on ownership

but
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meritocratic, not dynastic. They would
be happy to see the next generation take
over, but they accept that management
may skip one or even two generations,
and that the firm may not revert to
family management at all. However,
there are other family firm members
who believe they are entitled to manage
the business if they choose to do so. But
if there is a birthright in the family
business, it’s the right to ownership
alone. Ownership is not an easy option,
however: it has to be undertaken as an
active choice, in the knowledge that it
will require new skills and may even
entail specific training. There is much to
be learned from the approach taken by
the Nuqul Group:



The Nuqul Group is the largest privately
owned company in Jordan, with 5,500
employees and a portfolio of 31 businesses
ranging from paper products to processed
meat, packaging to plastic pipes. The group
was founded by Elia Costandi Nuqul in
1952, and the fact that he named his
company ‘Nuqul Brothers’ was clear proof
that he always intended it to be a family
concern. Today, Elia remains Chairman of
the company, and now works alongside his
son Ghassan, as Vice-Chairman. Nuqul has
always been committed to the highest
standards of corporate governance, and ten
years ago took the further step of separating
ownership from management, by appointing
two external CEOs.

Managing investments, not managing
the business

Ghassan Nuqul has worked in the business
since 1985 and shared his father’s vision,
helping Nuqul grow from four companies to
26 in 1996. He and his father were then
joined by his brother Marwan. Now, if the
coming generations want to join the firm
they have to demonstrate that they can be
good managers, as well as good owners:
“They have to bring a feeling of ownership,
strong discipline, and the right attitude and
qualifications. And the business must be
able to give them a clear mandate, clear
responsibilities, and a clear career path that
starts with at least two years’ experience
outside the firm — our family constitution
requires that.”

Ghassan is a realist about the challenges of
reconciling the expectations of his relations
and the needs of the business: “There is a

The Nuqul Group made the
decision to become owners, not
managers, relatively early in the life
of the business. As a result they
have extensive experience of the
issues involved, both for the family
and for the firm.

particular challenge when the family
members are not business people or
actively involved - they don't understand
the issues or the pressures that running a
company brings. | try to encourage our
family members to attend seminars on
business and investments, but you can only
suggest, you can’t compel. It can make
decision-making harder than it should be,
especially when that
involves bringing in
new ideas. We do
have

a family constitution,
with a section on
conflict resolution
which includes
bringing in a
third-party mediator,
but | think the best
way to solve conflict
is to prevent it. And
the best way to
prevent it is to have
family members sit
on the board only —
running their
investments, not

Separating ownership
and management
The Nuqul Group

Name Ghassan Nuqul, Vice

Chairman
Sector Conglomerate
Market Jordan

Founded 1952

running the business. Because it’s only a
matter of time - it may not happen in the
second generation, or the third generation,
but conflict will eventually arise at some
point.”

This is one reason why Ghassan has
reservations about encouraging younger
family members to join the firm — for him, it’s
crucial to avoid any dispute that might result
in a damaging rift: “I think the family is more
important than the business. In a recent
seminar, alongside two other prominent
family businesses, | was asked which was
more important, the family or the business.
The other two said the business, | said the
family.”

With such strong views, it’s no surprise that
Ghassan takes his role as steward of the
family’s interests extremely seriously: “I feel
| am the protector of the reputation and
image of the business, the upholder of its
values and ethics, and the guardian of the
family’s wealth. There are 5,500 families that
depend on us for their livelihoods - that
matters to me. So if | am to leave a lasting
legacy | want that to be that | made a
difference in my family, my business, and
my country.”
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When family members are owners not
managers it’s even more vital to
formalise and professionalise the
relationship between the family and the
firm. This is about accountabilities and
responsibilities, but families must
understand that these work both ways.
On the one hand the family must hold
management to account for the
performance of the business; but they
must also be accountable and
responsible as shareholders, and clear
about their expectations. Holding
management properly to account
requires robust and objective assessment
criteria such as KPIs; being a good
shareholder demands a full
understanding of the firm’s strategy,
operations, and objectives, and —
crucially — an appreciation of the
difference between involvement, which
is helpful, and interference, which isn’t.

“Families that decouple or separate the
ownership issues from management
issues, and keep a balance between their
relationships as family members and as
business owners, have more viable family
businesses”

Jordan, 2nd generation

Being an effective owner also means
being an effective custodian of the
family’s values — the principles and
priorities that give the firm its character
and its continuity. The family office can
often play a useful role here (see below
panel).

But in some family firms continuity
derives not just from consistent values
but a consistent approach to business,
regardless of the specific nature of that
business. These firms do not care where
they operate or what they sell, as long as
they are profitable. They have freed
themselves from the emotional ties that
can leave family firms shackled to
outdated ways of working or under-
performing divisions which were either
set up by previous generations, or are
run by a family member and therefore
‘unsellable’.

This can be a particular problem in our
region, especially given the

conglomerate approach many firms have

taken, which has allowed individual
family members to have their own
clearly delineated areas of managerial

responsibility. In the past, few Middle
Eastern firms analysed the relative
profitability of each of their businesses
and their contribution to value-creation,
but we are now seeing more firms
undertaking this task. A number, for
example, are now looking at their
businesses as a ‘portfolio’, in the same
way a financial investor would, assessing
individual returns, profitability and
potential, and allocating capital
accordingly. However, few are yet
prepared to take the next logical step,
which would be to sell assets which are
not performing. Much of this is down to
a fear of losing face, or sending a
‘message of failure’ to the market and
their peers.

Head and heart:
The changing
role of the
family office

Family offices come in many different
shapes and sizes: anything from a finance
director or legal counsel who spends
some of their time dealing with the
family's personal affairs, right through to
teams of advisors managing all the
family's investment and personal affairs,
as well as concierge services For many
families, the use of an office will be driven
by a lack of time, for others it will be about
actively managing their affairs, and
dealing with investments in new ventures
outside their core business.

In recent years there has been a lot more
awareness of the value of family offices
and as family businesses have become
more complex, the traditional family office
is evolving to meet their needs. In many
cases this means operating not just in
traditional ‘head’ areas like tax planning
and asset protection, but in softer ‘heart’
areas too, including advising parents and
children on the psychological aspects of
bequeathing and receiving wealth, and

supporting younger members of the
family to gain the professional and
personal development they will need to
be effective owners or managers. And
many family offices are also now taking
an active role in helping the family to
define and codify its values and ethos, to
ensure these principles continue to inform
the way the business operates, whether
or not a family member is CEO.

The changing role of the family office
reflects the increasingly global footprint of
many families and also the drive for
greater professionalisation. For large
multi-generational families transparency
and communication are key, and family
offices continue to look for effective and
safe ways to communicate with multiple
stakeholders. We see digital technology
and social media becoming a key part of
these programmes
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Professionalising the business will
allow family firms to innovate better,
diversify more effectively, export more,
grow faster, and be more profitable. It
will open up new commercial
opportunities, and new options for a
possible sale in the long term, by
making them more attractive prospects
for both PE buyers and multinational
buyers.

But these benefits will only be realised
if family businesses have the courage to
professionalise the family, as well as
the firm. Doing one and not the other
will only create tension and possible
conflict, especially if outside managers
are brought in at executive level.
Professionalising the family is much
harder, and will take longer, and it’s
understandable that many family firms
are shying away from tackling an issue
so fraught with potential conflict. But it
cannot be postponed indefinitely. The
rewards will be significant for those
who do seize this challenge, while the

risks of not doing so will increase with
time, especially as it’s likely that the
failure rate of the family business
sector will rise as the pace of change in
the wider economy accelerates.

Professionalising the family will ensure
that family members become effective
owners, whether or not they are
actively involved in managing the firm.
It will make it possible to reinvent the
business, by taking the objective
perspective of the informed investor,
rather than falling prey to decisions
dictated by emotion or history. The
Middle East has special advantages, in
its strong family culture and long
tradition of entrepreneurial success,
but firms in our region will only make
the most of these strengths if they can
rise to the challenge of
professionalising the family. If they
can, the sector as a whole could
reinvent itself, and evolve from a model
based on a ‘family business’ to one
driven by a new and powerful vision of
the ‘business family’.
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Succession plan in place for key senior roles
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Key differences between family and non-family leaders; indexed to the

overall average

To ensure the long term
future of the business

To improve our profitability

To grow as quickly as possible
To attrract high quality

skills into the business

To ensure staff are rewarded
fairly and share in the success -9

To run the business on a
more professional basis

To be more innovative

To enjoy work and stay interested ;5 __ v

To diversify into different business
sectors/products/services

To move into different
export markets

To move into new regional
markets in home country
To make a contribution /

leave a legacy

To ensure the business

6
stays in the family -10 __

Creating employment for
other family members

|| Non-family member

| | Family member
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% agreeing with statements about how family

businesses differ to other businesses

and society

Strong sense of responsibility
to support community
initiatives

Strong sense of responsibility
to support employment

Do all they can to retain staff,
even in the bad times

The culture/values tends to
be stronger

M Middle East M Global

Agreement with statements about family businesses

Strong sense of responsibility
to support employment

The culture/values tends to
be stronger

Do all they can to retain staff,
even in the bad times

Strong sense of responsibility
to support community
initiatives
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Key challenges in five years' time

Attracting the right skills/talent

Political instability
Company succession planning
Complying with regulations

Need to professionalise

Need to continually innovate

Price competition

General economic situation

Retaining key staff

Number of businesses competing
Containing costs

Need for new technology

Increasingly international environment

Market instability

Suppliers/supply chain

Conflict between family members
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