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EFFECTIVE FAMILY GOVERNANCE AND
ASSOCIATED STRUCTURES

- for Families and Family controlled Businesses
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Source: Moosmann & Bly; Governance and Generational Transition Processes
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A CLOSER LOOK AT GENERATIONAL TRANSFER STATISTICS

Plan to Keep Ownership in the
Family for the Next Generation

U.S. Generational Transfer Statistics
75% m Never Gets Past 1st
20% ',L_\ Generation

%
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m Never Gets Past 2nd
Generation
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, Transition Plans Fail 1 Generation and Beyond
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WHY THE HIGH FAILURE RATE FOR
GENERATIONAL TRANSFERS?

OOOOOOOOOOOOOOOOOOOO



1. Uncoordinated Financial
Demands on Business Profits

FIVE PRINCIPAL CAUSES 2. Unclear Boundaries

FOR UNSUCCESSFUL . . |
GENERATIONAL 3. Lack of Non-Financial Capital

TRANSITIONS Development

4. Inadequate Operating
Business Oversight

5. The Elephant in the Room —
Internal & External Risks

Source: Moosmann & Bly; Governance and Generational Transition Processes




1. Uncoordinated

Financial Demands on . Business Growth,
. i ~. People, Systems,
Business Profits N Capital, Inventory,

Older
Generation
Reward and g

Security

Taxes and
Estate Costs

Younger Generation

Compensation,

Distributions, Lifestyles




2. Unclear Boundaries

Shading Represents Areas of
Role Confusion That Can

BOUNDARIES BLUR WHEN FAMILY MEMBERS
SERVE IN DIFFERENT ROLES

FAMILY
Concerned with:

¢ Human, Social,

Lead to Conflict

¢ Communication

°e R Intellectual & e Children
L3P Financial Capital ¢ Fairness
®e ° e Family Value & ¢ Philanthropy
. Legacy * Generational
* Relationships Transition

OWNERSHIP
Concerned with:

e Valuation Transfer
* Dividends & * Management
Liquidity Succession

BUSINESS
Concerned with:

* Governance * Policy
* Leadership & e Strategic Risks
Management ° Business

* Working Capital < Social * Growth & Continuity
* Estate Planning Responsibility Profits e Compensation
¢ Ownership ¢ Risk Mitigation ¢ Capital & Incentives

* Strategy

* Employees




SUCCESSFUL GENERATIONAL TRANSITIONS
REQUIRE A BROADER UNDERSTANDING OF CAPITAL

3. Lack of Non-Financial
Capital Development

Sustainable Wealth Preservation lies in accepting the
correlation between the growth of a family’s human,
intellectual, and social capital and its financial capital:

HUMAN CAPITAL INTELLECTUAL CAPITAL SOCIAL CAPITAL

The knowledge, talents, Alludes to the individual‘s The networks of

values, passions and learning aptitude and the relationships among

aspirations of an individual family’s capabilities to people who live and work

family member communicate, resolve in a particular society,
conflicts and make joint enabling that society to
decisions function effectively

Consequently, understanding and allocating your
family’s human and intellectual capital will allow you
to sustainably enhance the family’s financial capital:

Family Wealth = Human + Intellectual + Social Capital (+ Financial Capital)




GENERATIONAL TRANSITION OFTEN INCREASES

. Inadequate Operatin
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5. The Elephant in the
Room

Successful Generational Transition for Entrepreneurial Families requires
a Generational Transition Process that takes into account factors other
than business profits, which can negatively impact the successful
transfer of a business from one generation to the next:

Lack of
Generational
Transition
Process

Poor Trustee /
Beneficiary
Relationships

Unresolved
Intra-Family
Conflicts

Death &
Divorce

Internal & External Risks

Failure of

Talent Gap
and/or Lack
of Succession
Management

Sound Family
Governance
and Multi-
Generational
Stewardship

Unhealthy
Dependency

Geopolitical &
Macro-
Economical
Developments
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HOW DO SUCCESSFUL FAMILIES
BEAT THE ODDS?

BEST PRACTICES: Family & Business
Governance Systems

OOOOOOOOOOOOOOOOOOOO



FUNDAMENTALS OF FAMILY GOVERNANCE

PRINCIPLES

Family Vision
1 Mission
Values

POLICIES

Family Constitution / Charter

2 Rules of Communications & Decision
Making Rules for Family Business
Expectation for Family Participation

PRACTICES

Family Meetings & Committees

3 Family Office / Co-Ordinated Advisors
Family Wealth Education Programs
Charitable Giving

Source: P. Angus; Family Governance:
A Primer for Philanthropic Families, 2004

_____________________

Support and
Implementation

_____________________

Description and
Regulation
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GOVERNANCE SYSTEMS & FAMILY INVOLVEMENT CHANGE

COUSIN CONSORTIUM (different
(G3 and households)
/ beyond)

SIBLING PARTNERSHIP

(same
households)

CONTROLLING OWNER
Possible Family Business Participation

(G1)
Senior Professional Family Active
executive Employee advisor foundation owner
Manager Board Family Owner Passive
member office council owner
Business involvement Family involvement
© MOOSMANN ADVISORS LTD 13

Source: Strategic Planning for the Family Business



EXAMPLE OF GOVERNANCE SYSTEM STRUCTURES & PLANS

FAMILY

Concerned with:

The Family System
STRUCTURES

Family Assembly / Family Council
Sibling Partnership — Cousin Consortium * Human, Social, * Communication
Family Meetings/Retreats Intellectual & * Children
Group & Individual Training Financial Capital ¢ Fairness
PLANS ¢ Family Value & ¢ Philanthropy
Legacy * Generational
* Relationships Transition

Family/Individual Life Plans
Career Plans

Family Values/Constitution

Philanthropic Plan

OWNERSHIP Local &
Foreign

Concerned with:

Compliance

¢ Valuation Transfer dees
* Dividends & * Management LANS PLANS
Liquidity Succession Estate & Distribution Family
Plan Employment Policies B USI N Ess
Concerned with:

* Working Capital < Social
» Estate Planning Responsibility
* Ownership * Risk Mitigation

The Business System

STRUCTURES
Business Model

* Governance ¢ Policy
* Leadership & e Strategic Risks
Management ¢ Business

The Ownership System
STRUCTURES

Continuity Plan

Ownership Board & Committees . .
Shareholder & Beneficiary Meeting EUHEES [ A el EEEs -
Ownershio By-Laws Executive Management Team * Growth & Continuity

p 5y Strategic & Organizational Structure Profits * Compensation

Shareholder Agreement X . A

. . 2 . Investment Plan Management Meetings/Retreats * Capital & Incentives
Financial Administration : . .
Risk Plan KPIs & Innovation Metrics * Strategy
* Employees

PLANS
Leadership & Team Development
Culture & Succession Development

Strategic Planning System
Direct Investment Plan 7~ Source: Moosmann & Bly; Governance and Generational Transition Processes

xit/Transitio
Plan

PLANS
Governance Process Development
Business Modeling
Values & Standards Development

14
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MOST SUCCESSFUL MULTI-GENERATIONAL FAMILY BUSINESS ENTERPRISES

DEVELOP PARALLEL GOVERNANCE SYSTEMS

\ Govew Systems ‘

Family/Ownership Governance ‘L Business Governance

\

Today's Owners, Today's Business

\ Belgﬁjginocrieers & R E AT Board ﬁ; g>;re]cu’rive '
Shareholder
Tomorro va ’ U e

\ BeneficiO

's Business
oPa & Executive
Tea

Source: Moosmann & Bly; Governance and Generational Transition Processes
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“"BEST PRACTICES"” RELATIONSHIP BETWEEN FAMILY [ OWNERSHIP

GOVERNANCE & BUSINESS GOVERNANCE SYSTEMS

Family / Ownership Governance Business Governance

Human
Capital &
Emotional

Development

Preparation
for Good
Stewardship

Mission &
Guidance

Group Cooperation Copsen_sus
Qorning / Dlrec’rw \ /
Patient Capital Operational Confidence

Source: Moosmann & Bly; Governance and Generational Transition Processes
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SELECTYOUR BOARD MEMBERS WISELY

Search ID TKsCn3 184"

"My dear George, you failed as a salesman and got fired as
the head of marketing, you've been a lousy accountant and
a failure at human resources. Well, to make it short -
welcome to the supervisory board!"
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PRIVATE TRUST COMPANIES
EMBEDDED IN
FAMILY GOVERNANCE

OOOOOOOOOOOOOOOOOOOO



PRIVATE TRUST COMPANY ("PTC")

Guided by the desire to control the family's wealth beyond the use of individual trusts or similar
estate planning structures

Embedded in a Family Governance Structure it can play a vital role in providing for a professional
decision-making process and a sustainable wealth preservation

Legal entity whose sole purpose is to act as Trustee for one or few trusts of a family (,connected
trusts"™)

It's unusual for a PTC to act for more than one family (hence ,private"), thus it doesn't publicly
solicit trust business

Generally set up in a form of a limited liability company, although in some jurisdictions the use of a
Foundation/Anstalt is admissible (e.g. Jersey, FL)

Typically, but not necessarily, the shares of the PTC are owned by a Purpose Trust

PTCs have to be tailor-made — there is no boilerplate solution!

© MOOSMANN ADVISORS LTD 19



PTC EMBEDDED IN A FAMILY GOVERNANCE SYSTEM

Tangible& .7 .
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PRIVATE TRUST COMPANY ("PTC")

“... though private and focused on the well-being of a single family, a
PTC is a business operating within the highly complicated and
regulated world of finance. It needs to be managed as a business
with appropriate counsel and oversight if it is to achieve its desired

objectives.”

- Hartley Goldstone. “Family Trusts.” (2015)
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THANKYOU!

DR. IUR. KURT MOOSMANN, MBATEP
MOOSMANN ADVISORS
DUFOURSTRASSE 90
8008 ZURICH

+41 44 252 1919
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