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ABSTRACT

The objective of this study is to assess the role that succession planning plays in

family businesses in the Sedibeng region of the Gauteng province in South Africa.

According to Netsiande (2008:1) family businesses should anticipate, recognise,
understand and work pro-actively on issues, learn from other businesses and find

their own unique solution.to ensure sustainability.

Management succession and succession planning is very important and it has a
significant impact on family members, society and the business and economic

sectors.

This research study was conducted by means of a literature and empirical study. The
aim of the literature studies was to gain insight into family businesses and the

importance of succession planning.

Topics covered in the literature study on family businesses includes a definition of
family businesses, family business success, unigueness of family businesses,
characteristics of successful family businesses, advantages and disadvantages of

family businesses, challenges facing family businesses.

Topics covered in the literature study on succession planning includes a definition of
succession, the importance of succession in family businesses, factors that influence
succession, succession planning, selecting and choosing a successor as well as

mentoring and preparation of the successor(s).

The study was concluded on the basis of the findings of the empirical study, that the
aspects that needs more attention to help with successful succession planning in
family businesses in the Sedibeng district of the Gauteng province in South Africa,
are the relationship between owner-manager and successor(s), willingness of the
successor(s) to take over the business, willingness of the successor(s) to hand over

the business and the preparation level of the successor(s).



Lastly practical recommendations were suggested to support the family and the

business to effectively manage succession planning in family businesses.

Keywords: Investigation, impact, succession planning, small and medium
sized, family businesses, Sedibeng region, Gauteng province,
South Africa



DEDICATION

| dedicate this project to my late mother Lizzy Louiza Nell, my late aunt Lena Adolph,
my uncle Norman Adolph, my aunt Leonard and Sophie who raised me and my late

father in law Shadrack Henry Louw who inspired me to greater heights.



ACKNOWLEDGEMENTS

| would like to express a word of thanks to the following people who gave me the
strength and courage to complete this dissertation and were influential during my

studies. My deepest appreciation goes to:

e My Supervisor and study leader Professor Stephan van der Merwe for his
guidance, dedication wisdom and patience.

e My wife Bernice, my daughter Alicia and my son Ronaldo who allowed me time
away from them.

e All my friends and family members who remained through this difficult time.

e My dear friend Howard Johnson who dedicated his time and advice to assist me
with the completion of this project.

e The Omnia group and management whose financial contributions and patience
made this project possible.

¢ My mentor Casper le Roux who supported and believed in my abilities.

e All the entrepreneurs (owner-managers and potential successors) of the family
businesses who responded to the questionnaires.

e Above all, | would like to give a special word of thanks to the Almighty God who
gave me the necessary strength, guidance and encouragement especially during
those times when | felt like giving up.



TABLE OF CONTENTS

CHAPTER 1: NATURE AND SCOPE OF THE STUDY

11
1.2
13
13.1
1.3.2
1.4
14.1
14.2
143
15
151
15.2

1521
1522
1523

INTRODUCTION
PROBLEM STATEMENT
OBJECTIVES OF THE STUDY
Primary objective
Secondary objective
SCOPE OF THE STUDY
The field of study
Sector and place under investigation
Geographical demarcation
RESEARCH METHODOLOGY
Literature review
Empirical study
Research instrument utilized
Study population and sampling
Data gathering

1524 Statistical analysis

1.6
1.7

LIMITATIONS OF THE STUDY
LAYOUT OF THE STUDY

CHAPTER 2: LITERATURE REVIEW ON FAMILY BUSINESSES

2.1
2.2
2.3
2.4
2.5
2.6
2.6.1
2.6.2

INTRODUCTION

DEFINITION OF FAMILY BUSINESSES

FAMILY BUSINESS SUCCESS

UNIQUENESS OF FAMILY BUSINESSES

CHARACTERISTICS OF SUCCESSFUL FAMILY BUSINESSES

ADVANTAGES AND DISADVANTAGES OF FAMILY BUSINESSES
Advantages of family businesses

Disadvantages of family businesses

© © 00 N O O O oo o1 o1 0o W Bk

I e o
AN DN R R

16
18
19
24
26
27
27
29



2.7 CHALLENGES FACING FAMILY BUSINESSES 30
2.8 SUMMARY 32
CHAPTER 3: LITERATURE REVIEW OF MANAGEMENT SUCCESSION 33
3.1 INTRODUCTION 33
3.2 DEFINITION OF SUCCESSION 34
3.3 IMPORTANCE OF SUCCESSION IN THE FAMILY BUSINESS 36
3.4 FACTORS THAT INFLUENCE SUCCESSION 37
3.5 SUCCESSION PLANNING 40
3.6 SELECTING OR CHOOSING A SUCCESSOR 43
3.7 MENTORING AND PREPARATION OF A SUCCESSOR 44
3.8 SUMMARY 45
CHAPTER 4: RESULTS AND DISCUSSION OF EMPIRICAL STUDY 46
4.1 INTRODUCTION 46
4.2 GATHERING OF DATA 46
421 Development and construction of questionnaires 46
4.2.2 Data collection 48
4.3 RESPONSES TO THE SURVEY 49
4.4 BIOGRAPHICAL INFORMATION OF THE RESPONDENTS 49
4.4.1 Gender of the respondents 49
4.4.2 Ethnicity of family members 50
4.4.3 Handing over leadership 51
4.4.4 Year in which management/leadership was passed to the next
generation 52
4.4.5 Generation of family members involved in the family business 53
4.4.6 Business share percentage controlled by the family 54
4.4.7 Expected time and age of retirement 55
4.4.8 Expected age at time of succession (owner manager) 56
4.4.9 Expected age at time of succession (potential successor) 57
4,5 STRUCTURE OF THE PARTICIPATING FAMILY BUSINESS 57
45.1 Legal status of the family business 57

Vi



4.5.2 Full time family employees

4.6 Reliability of the questionnaire

4.7 RESULTS OF THE CONSTRUCTS MEASURING MANAGEMENT
SUCCESSION

4.7.1 Evaluation of the constructs by the respondents

4.7.2 Constructs which were evaluated the lowest

4.7.3 Constructs which were evaluated as average

4.7.4 Constructs which were evaluated the highest

4.8 RELATIONSHIP BETWEEN THE DEMOGRAPHICAL VARIABLE
GENERATION AND CONSTRUCTS

4.9 CORRELATION BETWEEN PERCEIVED SUCCESS AND
CONSTRUCTS

4,10 SUMMARY

CHAPTER 5: CONCLUSIONS AND RECOMMENDATIONS

51 INTRODUCTION

5.2 CONCLUSIONS ON THE EMPIRICAL STUDY

5.2.1 Response to the family business survey

5.2.2 Demographic and biographic information of the respondents

5.2.3 Structure of the family business

5.24 Assessment of the construct measuring management succession

5.2.5 Comparative results between the demographical variable

generation and Constructs

5.2.6 Effect size analysis

5.2.7 Correlation between perceived succession and constructs

5.3 RECOMMENDATIONS

5.3.1 Practical recommendations of family businesses

5.3.2 General recommendations to assist and support family businesses

5.4 CRITICAL EVALUATION OF THE STUDY

5.4.1 Primary objective

5.4.2 Secondary objectives

5.5 RECOMMENDATIONS FOR FURTHER RESEARCH

5.6

SUMMARY

Vi

58
60

61
61
62
63
64

65

67
68

70

70
71
71
71
72

73
73
74
74
74
77
78
78
79
80
81



REFERENCES

APENDIX A:

QUESTIONNAIRES

viii

82

87



LIST OF TABLES

Table 4.1:  Gender of the retiring owner-manager
Table 4.2:  Gender of the potential successors
Table 4.3:  Ethnic background of family members
Table 4.4:  Passing leadership to the next generation
Table 4.5:  The year in which leadership was passed to the current generation
Table 4.6:  Generation of family members managing the family business
Table 4.7:  Business share percentage of the family business controlled by the
family
Table 4.8: Owner-manager’s expected time to retirement
Table 4.9:  Owner-manager’s expected age at time of succession
Table 4.10: Potential successor’'s age at time of succession
Table 4.11: Legal status of the family business
Table 4.12: Number of family members employed in the family business
Table 4.13: Number of family members working full time (permanently) in the
Table 4.14: Reliability of the constructs measuring management succession
Table 4.15: Arithmetic mean of the evaluation of the constructs by respondents
Table 4.16: Arithmetic mean of the four lowest constructs of the response
Table 4.17: Arithmetic mean of the nine averages constructs of the response
Table 4.18: Arithmetic mean of the three high constructs of the response
Table 4.19: Relationship between the variable generation and the
constructs measuring management succession

Table 4.20: Relationship between perceived success and constructs

LIST OF FIGURES

Figure 1.1: Gauteng province (Sedibeng region)

Figure 1.2: Layout of the study



CHAPTER 1

NATURE AND SCOPE OF THIS STUDY

1.1 INTRODUCTION

Poza (2007:3) defines a family business as an enterprise in which two or more family
members, hold 51 percent or more of the ownership, family members are employed
in the business, and the family intends to retain control of the firm in the future. Poza
(2007:3) also states that family businesses are theoretically distinct from other closely
held firms because of the relationship that exist between shareholders and

management.

Venter, Boshoff and Maas (2003:1) indicate that family businesses are primary
contributors to the economic and social well-being of all capitalist societies but their
general lack of longevity is a cause for serious concern. Obadan and Ohiorenoya
(2013:64) state that small business enterprises occupy an important role in any

economy.

According to Indermun (2013:7) family businesses are the grassroots of the global
economy and clearly the majority of all businesses in the world. Venter et al.
(2007:42) opinionated that small and medium-sized family businesses are known for
creating jobs and economic wealth globally and they are becoming the dominant

form of enterprise in developed as well as developing countries around the world.

The inability of family businesses, however, to manage the complex process of
ownership and management succession from one generation to the next is one of the
main reasons of the high failure rate among first- and second- generation family
businesses (Venter & Boshoff, 2006:17). There are different factors that can impact

on the succession process. Friedman (1991:11).



Friedman (1991:11) indicates that if the chosen successor is interpreted as parental
favouritism, dysfunctional rivalries could be unleashed among brothers and sisters
which may complicate and delay the succession transition. Families that are mutually
supportive and work well together are more likely to effectively transfer the business
to the next generation (Venter & Boshoff, 2006:17).

According to Venter and Boshoff (2006:17) other factors that could directly influence

succession are:

e the mutual acceptance of roles in the business by family members;

e the agreement by family members to continue the business;

e family harmony and the relationship between the owner-manager and the
successor;

e agreement to continue the business, and

e mutual acceptance of roles.

Van der Merwe, Venter and Ellis (2009:5) reiterate that the potential for conflict when
choosing a successor can be reduced by having generic criteria, especially where
there are several candidates to consider for a single position. According to Van der
Merwe et al. (2009:5) these criteria will establish a sense of fairness and increases
stakeholder confidence in management and it could include aspects such as the
minimum amount of education required, relevant experience within the industry,
relevant prior work experience outside the family business, and whether the
successor has worked inside the business in positions of increasing responsibility.

Farrington et al. (2010:8) indicate another important aspect that may help ensure a
smooth transition and succession of the family business, as trust amongst family
members and specifically trust in the ability of the successor to take the family
business forward and to ensure continuous success. Farrington et al. (2010:8) state
that trust in the successor’s ability and intention to manage the family business
effectively in the future, is an important determinant of effective succession.
Farrington et al. (2010:8) also believe that trust may build good relations and as a
result it may also lead to cohesion among family members. “In families, cohesion

refers to the degree of connectedness and emotional bonding that family members



experience within the family. Highly cohesive families tend to stick together during
times of distress, and are capable of recognising and maintaining clear boundaries
between family subsystems, as well as between the family and the business.”
(Lansberg & Astrachan, 1994:41).

Bracci and Vagnoni (2011:9) mention that succession is a process and it takes time
to develop and it needs to be planned and managed in order to be successful.
Several subjects are involved in this process, namely the incumbent, the successor,
the family and the stakeholders. Sharma (2004:3) states that the transfer of tacit
knowledge embedded in the owner-manager’'s mind to the successor, is a major

concern in the business succession process.

This chapter will focus on defining the problem statement with regards to family
businesses and specifically succession planning in family businesses. The primary
as well as secondary objectives of the study will be identified in order to provide more
inside on the problem statement. The scope of the study will indicate the specific field
or subject discipline the study falls under as well as the area or sector that would be
covered for information gathering purposes. The research methodology indicates the
process that would be followed as well as the contents that will be covered in order to
provide possible solutions to the research problem. The limitations of the study will
indicate possible short comings with regards to the study as well as the researcher.
The layout of the study will give a schematic representation of the study.

1.2 PROBLEM STATEMENT

Only one in four family businesses survive into the second generation, while only one
in ten makes it to the third generation in South Africa (Venter et al, 2003:17). The
high failure rate has a negative impact on economic growth. According to Venter et
al. (2003:14) one of the main reasons of the high failure rate among first- and
second-generation family businesses is their inability to manage the complex and
highly emotive process of ownership and management succession from one

generation to another.



Bracci and Vagnoni (2011:9) consider the centrality of the owner-manager as one of
the main causes of failure, since it makes it difficult for the successor to take over

effectively.

According to Bracci and Vagnoni (2011:8) the owner-manager is normally seen as
the main source of competencies and capabilities in the organization and his/her

leave may cause a void with regards to knowledge.

Bracci and Vagnoni (2011:8) also indicate that the owner-manager also plays a
central role in the development of familiness as owner-managers normally last three
times longer than non-family executives. Knowledge management and the ability to
transfer this knowledge from the owner-manager to his successor(s) is also an

aspect that may have an influence on succession planning.

Van der Merwe (2010:120) argues that “successful succession is critical to the
sustainability of the family business. A variety of maladies can lead to their downfall,
but none is more lethal than the problem of succession.” According to Van der Merwe
(2010:121) many family businesses lack a qualified successor who’s willing to
continue the business while large numbers fail to continue mainly because of the
inability of the successor to successfully manage the family business after

succession.

This study aims to determine the role and impact that successful succession planning
will have on the longevity of family businesses. The aim is also to assess only some
of the important aspects of succession, i.e. the identification of a successor, the
criteria that the successor needs to adhere to, preparation of other family members
and employees with regards to announcing the successor, mentoring and
preparation of the successor and the realisation of the potential of the younger

generation in the family business.



1.3 OBJECTIVES OF THE STUDY

1.3.1 Primary objective

The primary objective of this study is to assess succession planning in family
businesses from the perspective of the positive relationship that the owner-manager
should have with all the role players which includes the successor as well as the
family and other stakeholders such as executive employees who are non-family

members.

The relationship between the different parties should be open and honest as to whom

the successor will be in order to allow for a smooth transition.

1.3.2 Secondary objectives

In order to address the primary objective, the following secondary objectives were

formulated:

e To define family businesses.

e To gain insight into the dynamics and smooth transitional succession in family
businesses by means of a literature review.

e To determine the role that family harmony, openness and honesty plays with
regards to successful succession in family businesses.

e To analyse and assess the role of successful succession planning with regards to
longevity of family businesses in the Sedibeng, Midvaal and Fezile Dabi regions.

e To offer recommendations with regards to succession planning and handing over
of the family business to the successor.

e To examine the relationships between the demographical variable generation and
the constructs measuring management succession.

e To determine the correlations between the dependent and independent variables.



1.4 SCOPE OF THE STUDY

1.4.1 The field of study

The field of this study falls within the subject discipline of Entrepreneurship with
special reference to family businesses. It will also include aspects of change
management as organisational behaviour will be influenced with regards to business
culture, family values and togetherness, organisational behaviour as well as the

relationships amongst family members and staff.

1.4.2 Sector and place under investigation

The study is carried out in the small business sector and more specifically in the

Gauteng province with more specific focus on the Sedibeng district. Venter and

Boshoff (2007:42) state that small and medium-sized family businesses are known

for creating jobs and economic wealth globally. This form of enterprise is also

becoming the dominant form of enterprise in developed and developing countries

around the world (Venter & boshoff, 2007:42). According to Nieman (2006:4) a

business is considered to be small if it:

e is independently owned, operated and financed, i.e. one or very few people
manage it without a formalised management structure,

e has a relatively small share of the marketplace or relatively little impact on its
industry,

e is independent and does not form part of a large enterprise.

Nieman (2006:4) also state that a parameter will be set in respect of the number of

employees, e.g. 250 employees.

1.4.3 Geographical demarcation

The Sedibeng District Municipality comprises Emfuleni, Lesedi and Midvaal Local

Municipalities (see figure 1.1). It is situated on the southern tip of the Gauteng



province and strategically located on the border of three other provinces, namely
Free State, North West and Mpumalanga.

Figure 1.1: Gauteng province (Sedibeng region)
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Source: www.localgovernment.co.za/districts/view/14/sedibeng-district-municipality

1.5 RESEARCH METHODOLOGY

Different authors identify different research processes or research steps but this
process normally follows the same basic steps which includes aspects such as
identifying which topic to research, defining the problem, determining how the study

should be conducted, collecting research data, analysing this data and report writing.

The purpose of the research process is to assist the researcher to proceed from an
identified problem to proposing meaningful solutions or providing recommendations

for improvement.

According to Welman et al. (2005:13) there are six steps that need to be followed

during the research process. These steps include:


http://www.localgovernment.co.za/districts/view/14/sedibeng-district-municipality

¢ |dentifying a research topic.

e Defining the research problem.

e Determining how to conduct the study.

e Collecting the research data.

e Analysing and interpreting the research data.

e Writing the report.

The research, pertaining to the specific objectives, consists of two phases, namely a

literature review and an empirical study.

1.5.1 Literature review

The literature review provides background and important facts about the study in
general and it helps with gaining insight into the topic and assists in gaining ideas to

formulate an opinion.

Different studies with regards to family businesses has been conducted previously
and findings indicate that there is a need for further research with regards to the
factors that influence succession planning in family businesses (Netsianda, 2008:81;
Tanzwani, 2010:76). Successful succession planning still remains a challenge in
family businesses. Business continuation plays a very important role in economic
growth in South Africa and family businesses makes out a big portion of the South
African business environment. It is important that the successful handover of the

family business takes place in order to ensure continuation of the business.

The literature review will give background on succession planning as well as the

importance for future growth and survival of the business.

The literature review is divided into two aspects namely:

» Literature review on family businesses which consist of
e an introduction
e definition of family businesses

o family business success



e uniqueness of family businesses

e characteristics of successful family businesses
e advantages of family businesses

e disadvantages of family businesses

e challenges of family businesses.

» Literature review on management succession which consist of
e an introduction
e definition of succession
e importance of succession in the family businesses
e factors that influence succession
e succession planning
e selection or choosing of a successor

e mentoring and preparation of a successor

The literature studies were done to gain further insight into family businesses as well
as the importance of the factors that contribute to management succession in family
businesses. The contributions of previous research studies were recognized with the
compilation of the literature studies. A wide span of resources were consulted from
various publications which include text books, web pages, journals, newspaper
articles, magazines, previous studies on the topic as well as insights from various

family business owners and representatives.
Information was gathered with the use of questionnaires which focused on gathering

information from owner managers as well as possible successors who might take

over the family business when the owner manager retires from the family business.

1.5.2 Empirical study

1521 Research instrument utilized

Two questionnaires were utilised to conduct the research. These questionnaires

were developed by prof. van der Merwe (NWU) and prof. Venter (NMMU). One



guestionnaire focused on the senior generation owner-manager (active in the family
business). This questionnaire was handed to the owner manager of the family
business. The other questionnaire focused on the potential or designated successor
(active in the family business). This questionnaire was handed to potential
successors of the family business and in some cases more than one successor was
identified as a result of which more than one questionnaire was handed out for

completion.

The following constructs were identified in the questionnaires:

SECTION A: FACTORS INFLUENCING SUCCESSION.

This sections covered aspects such as the relationship between the owner-manager
and the successor(s), the owner-managers interest outside the family business,
estate planning of the owner manager, financial soundness of the family business,
the owner-managers willingness to hand over the family business, willingness of the
potential successor(s) to take over the family business, trust in the successor’s
abilites and intentions, family harmony, mutual acceptance of roles and
responsibilities, preparing the successor to take over the family business, buy in from
the relevant stake holders with regards to preparing and supporting the designated
successor(s), involvement of external stakeholders in the succession process,
rewards from the family business, strategic planning, perceived success of the

succession process and perceived future financial soundness of the family business.

SECTION B: BIOGRAPHICAL INFORMATION

This section covers aspects such as the successful anticipated passing or transfer of
leadership or ownership of the family business, the anticipated time that such
leadership will be transferred to the potential successor(s), the number of employees
in the family business, the industry the family business finds itself in, the percentage
business share the family owns within the family business, demographic aspects of
the owner-manager as well as the potential designated successor(s), the form of
ownership of the business and anticipated age of the owner-manager at the time of

10



retirement as well as the age of the potential successor(s) when they will potentially
take over the family business.

1.5.2.2 Study population and sampling.

The targeted population of this study consist of small and medium-sized family
businesses in the Sedibeng district of the Gauteng province. This district consist

three municipalities namely Emfuleni, Lesedi and Midvaal Local Municipalities.

A convenience sampling method was used for this research by means of the
snowball technique. According to Welman, Kruger and Mitchell (2005:68)
convenience sampling is done by approaching a few individuals from the relevant
population. These individuals will then identify other members from the same
population for inclusion in the sample. A further set of relevant individuals will be
identified and that way the sample will grow in size till saturated (snow balling).

Family businesses that could participate in the study were identified through the use
of this convenience sampling method. A few family businesses were identified in the
Sedibeng district and through these contacts a few referrals were given and this lead

to a bigger sample group being identified.

A total of 138 packs of questionnaires were handed out and 34 completed packs

were collected.

1.5.2.3 Data gathering.

According to Neuman (1997:251-263) questionnaires must be delivered personally to

be completed followed by telephone calls and structured interviews.
Questionnaires were neatly constructed and each questionnaire was accompanied

by a cover letter explaining the purpose of the research. The cover letter also

featured the emblem of the North West University to legitimize the document and put

11



respondents at ease. Respondents were assured that the information would be
treated with confidentiality.

A major challenge encountered was the fact that respondents did not adhere to the
time frames communicated when the questionnaires were handed to them. This
challenge was overcome by engaging the owner-manager and explaining the
importance of the research and the deadlines accompanied by successful data
gathering. Owner-managers started taking ownership and ensured that all

guestionnaires were completed by themselves as well as the potential successor.

Questionnaires were grouped in packs consisting of one questionnaire to be
completed by the owner-manager and up to four questionnaires to be completed by
potential successors (depending on the number of potential successors identified).
Questionnaires were clearly marked and also collected and kept together in these

packs.

1.5.24 Statistical analysis

Welman et al. (2005:13) state that data analysis and interpretation form the major
part of a research project. Data collected were statistically analysed by Statistica
(Stasoft, 2013). The reliability of the questionnaire was assessed by calculating
Cronbach alpha coefficients. Thereafter, the constructs measuring succession

planning were assessed by means of descriptive statistics.

1.6 LIMITATIONS OF THE STUDY

The aim of the study is to contribute to the body of knowledge on management
succession and the importance of selecting and preparing a successor for the family

business in the Sedibeng region.

The findings in this study cannot be generalised to the entire South African family

business industry due to the use of a convenience sampling technique as well as the

12



size of the sample. The sample was restricted to the Sedibeng region only and is

thus not representative of the entire South African population.
The results should therefore, given the above-mentioned limitations, be interpreted

with care and cannot be generalised to all small and medium-sized family businesses
in South Africa.

13



1.7 LAYOUT OF THE STUDY

The layout of the study is presented in Figure 1.2.

Figure 1.2: Layout of the study

med  Chapter 1

eIntroduction and background
eProblem statement
*Objectives

eScope of the study
eResearch methodology
eLimitations

med  Chapter 2

eLiterature study on family businesses

med  Chapter 3

eLiterature study on succession planning in family businesses

e Chapter 4

eEmpirical research
eQuestionnaire
eData gathering
eAnalysis of data
eResearch findings

seed  Chapter 5

eConclusions
eRecommendations
esuggestions for future research

Source: own compilation

The study will be divided into the following chapters:

Chapter 1 will cover the nature and scope of this study which includes an introduction

and background on family businesses and succession planning, the problem

14



statement, objectives of the study, scope of the study, research methodology as well
as the limitations of the study.

Chapter 2 will cover a literature study on family businesses which includes the
definition of family businesses, the importance of small and medium-sized family-
owned businesses on the economy, characteristics discussion and unique attributes
of family businesses, advantages and disadvantages of family businesses as well as

the challenges faced by family businesses with regards to continuity.

Chapter 3 will cover a literature study on the impetus of succession planning of family
businesses which includes defining succession planning, factors contributing to
successful succession planning in family businesses, steps of the succession
process which includes but are not limited to selection of the successor,
communication to all relevant stakeholders, mentoring and preparing the successor,

and the transfer of management to the younger generation family members.

Chapter 4 will focus on a discussion of the construction of the questionnaire used to
gather data, the study population and a discussion of the findings of the study.

Chapter 5 will aim to conclude the study by making recommendations on the findings

and also a discussion on the achievement of objectives as well as making

suggestions for future research.
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CHAPTER 2

LITERATURE REVIEW ON FAMILY BUSINESSES

2.1 INTRODUCTION

According to Poza (2007:1) family businesses account for 64 percent of the gross
domestic product or approximately $6 trillion, 85 percent of private-sector
employment and about 86 percent of all jobs created in the past decade. According
to the Family Firm Institute, 80 to 90 percent of all business enterprises in North

America are family firms (Katz, 2005:14).

Literature review indicate that 70 percent of family owned businesses fail or are sold
before the second generation takes over and only 10% remain active until the next
generation takes the lead (Stalk & Foley, 2012:25).

Schulze et al. (2001:99) state that the no-economic motive of parents may cause
owner-managers to lose self-control through favouritism and by spoiling their
employed children. This might be by setting up separate departments or plants for
each child, rewarding employed children equally with no regards to effort and
performance and by lavishing them with excessive privileges. This kind of behaviour

might lead to conflict amongst family members and it can greatly harm the business.

Amann et al. (2012:203) is of the opinion that family businesses should normally
recover better or more easily than other forms of private economic organisations,

from an economic downturn and persist in their stronger performance.

Amann et al. (2012:203) also refer to the concept of organizational resilience which
suggests that a resilient firm can take situation-specific, robust and transformative
actions when confronted with unexpected and powerful events, such as economic

recessions.

16



Goffee et al. (1996:36) believe that there are differences between family and non-
family businesses. Family businesses will take a more cautious attitude toward debt
and therefore the main challenge is to promote growth without challenging the

permanence of family control.

Family businesses in general are developed and managed for the benefit of current
and future generations according to Gomez-Mejia et al. (2010:225) and as a result

their strategic decisions are not limited to purely economic considerations.

Amann et al. (2012:203) define organizational resilience as a fundamental quality in
people, groups, organizations or systems to respond to a significant change that
disrupts the expected pattern of events without engaging in an extended period of
regressive behaviour. Resilience is therefore seen as “the firm’s ability to take
situation-specific, robust and transformative actions when it confronts unexpected
and powerful events that have the potential to jeopardize its long-term survival’
(Amann et al., 2012:207).

According to Coutu (2002:46) resilient organizations have three important

characteristics, namely:

e Facing down reality. These organizations are pragmatic, even optimistic, as long
as their optimism does not distort their sense of reality.
e The search for meaning, or a propensity to make meaning of terrible times.

¢ Ritualized ingenuity, which is the ability to suffice using whatever, is at hand.

Amann et al. (2012:207) also state that:

e family businesses resist the economic downturn better than non-family
businesses,

o family businesses mobilize their resources better than non-family businesses in
economic downturns,

e in economic downturns, family businesses have stronger financial structures than

non-family businesses.
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Giarmarco (2012:59) mentions a chief concern faced by family businesses is how to
affect an orderly and affordable transfer of the business to the next generation and/

or key employees.

2.2 DEFINITION OF FAMILY BUSINESSES

Poza (2007:4) identifies family businesses in the form of sole proprietorships,
partnerships, limited liability companies, corporations, holding companies and even

publicly traded, albeit family-controlled companies.

Miller and Le Breton-Miller (2003:127) define the family business as a business in
which a family has enough ownership to determine the composition of the board,
where the CEO and at least one other executive is a family member, and where the

intent is to pass the firm on to the next generation.

Van der Merwe, Venter and Farrington (2012:17) allude that a single family should

have a significant influence on the business.

According to Bammens et al. (2011:134) family businesses are seen as a
predominant form of business organization around the world, and contribute

extensively to global wealth creation.

Adendorff and Boshoff (2011:1) identified the overwhelming majority of family
businesses in South Africa as small or medium-sized and these businesses are seen

as the majority of all businesses.

Adendorff and Boshoff (2011:1) also indicate that the key difference between a family
business and other forms of private economic organisations is determined by the fact
that the affairs of a family business are closely and intricately intertwined with the
personal financial affairs of the family and also with the power relationships, blood

ties, emotional bonds and inheritance issues within that family.
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Four main sources of moral hazard can be identified within the setting of family
businesses, namely:

e the owning-family’s pursuit of its own economic interests;

e the owning-family’s pursuit of its own non-economic interests;

e the parental tendency to act upon altruistic motives; and

e the different family units’ pursuit of their own interests.

According to Indermun (2013:7) family businesses are the grassroots of the global

economy and clearly the majority of all businesses in the world.

Venter et al. (2007:42) state that small and medium-sized family businesses are
known for creating jobs and economic wealth globally and they are becoming the
dominant form of enterprise in developed as well as developing countries around the

world.

The inability of family businesses to manage the complex process of ownership and
management succession from one generation to the next is one of the main reasons
of the high failure rate among first- and second- generation family businesses. There

are different factors that can impact on the succession process.
Friedman (1991:11) states that if the chosen successor is interpreted as parental
favouritism, dysfunctional rivalries could be unleashed among brothers and sisters

which may complicate and delay the succession transition.

Families that are mutually supportive and work well together are more likely to

effectively transfer the business to the next generation (Venter & Boshoff, 2006:17).

2.3 FAMILY BUSINESS SUCCESS

According to Van der Merwe et al. (2012:17) the value of family interactions will

determine the success of family enterprises.
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Van der Merwe et al. (2012:17) is also of the opinion that relationships are built on
values such as fairness, trust, respect, honesty, integrity, commitment, openness,

peace and harmony amongst family members.

Wallace (2010:11) indicates that although financial criteria had generally been
accepted as an appropriate measure of business success, finances may not
necessarily be the only indicator of business success. Wallace (2010:11) believes
that business owners have other goals that are not monetary in nature such as
lifestyle, personal achievement and pride in the business. The results of the study
concluded that a flexible lifestyle, pride in the job, and personal achievement were
better indicators of business success than wealth creation or financial prosperity
(Wallace, 2010:11).

According to Leach, Ball and Duncan (2003:6) family businesses are made good by

the following factors:

e Commitment

e Knowledge

e Flexibility

e Long-range thinking

e A stable culture

e Timely decision-making

e Reliability and pride.

Commitment

Leach et al. (2003:6) is of the opinion that family members feel that they have a
family responsibility toward each other to pull together and everyone is happy to put
time and effort into the business towards working for the company’s success than
they would dream of devoting to a normal job. According to Leach et al. (2003:6)
family enthusiasm develops added commitment and loyalty as people care more and

feel they are part of a team where everyone contributes to the common purpose.
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According to Indermun (2013:9) family members are usually willing to work harder
and reinvest part of their profits into the business to allow it to grow in the long term.

Knowledge

According to Leach et al. (2003:6) children grow up learning about the business
because they are infected by the founder’s enthusiasm and when the time is right for
them to join the business, they may already have a very deep understanding of what

the business is all about.

Ward (2002:50) states that many family members get immersed into their family
business from a very young age and this increases their commitment levels and

provide them with the necessary tools to run their family business.

Flexibility

Leach et al. (2003:7) state that flexibility in time, work and money leads to a
competitive advantage for family businesses because they can adapt quickly and

easily to changing circumstances.
According to Leach et al. (2003:7) family members will put in the time and do the
work if need be. No negotiating of overtime rates or special bonuses need to be

entered into for a rushed job.

Long-range thinking

According to Leach et al. (2003:7) family businesses tend to be better than other
enterprises with regards to long term thinking. Leach et al. (2003:7) also state that
the fact that families have a clear view of their commercial objectives, it can therefore

represent a considerable advantage.
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A stable culture

Family businesses tend to be stable structures because the CEO and key
management personnel has usually been around for many years and they are all

committed to the success of the business (Leach et al., 2003:8).

Timely decision-making

According to Leach et al. (2003:9) responsibilities in a family-controlled business are
usually very clearly defined and the decision-making process is deliberately restricted
to one or two key individuals. This simply mean that you will have to ask the boss

directly if you want the company to do something and he will either say “yes” or “no.

Reliability and pride

Customers prefer doing business with companies that has been established for a
long time and they tend to build relationships with a management and staff that are
not constantly changing jobs within the company or being replaced by outsiders
(Leach et al. 2003:9). Leach et al. (2003:10) also state that people who are involve

with family businesses are extremely proud to be associated with the business.

Ward (2002:50) states that family businesses strive to increase the quality of their
output and to maintain a good relationship with their customers, suppliers, employees
and community because they have their name and reputation associated with their

products and /or services.

Katz (2005: 14) identifies compensation and succession as important challenges that
have potential to determine the success of a family business. The author alludes that
the pertinent questions to ask are: “who’s going to run the business?" "Who is going

to make sure the family business asset continues to grow?"

Van der Merwe et al. (2012:19) linked a balanced compensation system between

family members with fairness. Van der Merwe et al. (2012:16) suggest that family
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businesses should establish and maintain family forum meetings and family re-treats

in order to foster family harmony and to enforce trust amongst family members.

2.4 UNIQUENESS OF FAMILY BUSINESSES

Approximately 90 percent of all incorporated businesses in the United States,
according to Poza (2007:1) are family-owned and family-controlled. Poza (2007:1)
believes that firms in the United States with founding-family ownership perform

better, on average, than non-family-owned firms.

Kenyon-Rouvinez and Ward (2005:1) is of the opinion that 50 to 90 percent of the
Gross Domestic Product in all free market economies is representative of family-

owned businesses.

Leach et al. (2003:10) state that family businesses are made unique by the people
who are involved in them. These people are normally family members who are
related to each other and not just a random cross-section of employees, managers,

directors, advisers and investors (Leach et al. 2003:33).

Between 1992 and 1999 family businesses were responsible for creating an
additional 10 percent in market value as compared with the 65 percent of the S&P

firms that are management controlled (Poza 2010:2)

Poza (2010:2) identifies family businesses as arguably the primary engine of
economic growth and vitality not only in the United States but in free economies all
over the world. Poza (2010:2) is also of the opinion that families and families in
business seem also to be a significant factor in the creation of new ventures, besides
financial outperformance. Family businesses play an equal important role in the

South African economy as it does across the rest of the world (Venter et al 2003:1)

According to Rix (2013) the characteristics that set family businesses apart are:
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e Family businesses are a living paradox

Rix (2013) indicate that balancing family interests and business interests often
requires compromise between family and business perspectives. In the best of
situations, dynamic tensions create new “win-win” solutions that compromise neither

the business nor the family.

e Differences in perspective are rampant

Rix (2013) also state that some members of the family business system think more
as family members, others as managers and owners. The source of most conflicts is
differences in perspective and not personality,

e Continuity planning is multidimensional

The company’s business plans must be integrated with leadership and ownership
succession plans, and both must be integrated with the owning family’s estate and
personal financial plans, all of which work best in the context of the family’s shared
and articulated goals and values (Rix, 2013) .

e Family systems are powerful with tremendous inertia

Rix (2013) indicate that it is tremendously difficult to lead change in either the
business or the family because many family members depend on the status quo for
psychological comfort — even if the status quo is unhealthy.

e The support of inactive owner is critical to continuity

In family firms, gaining the long-term, voluntary commitment to the business of non-

employee family shareholders is essential for stability and security (Rix, 2013).
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¢ What non-employee family owners want?

Rix (2013) state that non-employee family owners want need and deserve a role in
the business strategy, culture and governance system. They have a large financial

and emotional stake in the business.

e Inherited wealth and privilege can be psychologically overwhelming

The energy and effort required to lead and govern a successful family business make
the process tremendously demanding. At the same time, the next generation may
enjoy significant wealth. Gaining the motivation to become a successful successor
can be difficult, particularly given the ambivalence that heirs often feel. While wealth

appears to bring great freedom to family members, it can be paralyzing (Rix, 2013).

e The business has a social purpose

According to Rix (2013) family businesses rarely justify their existence by profit-
maximizing alone. The owners expect and need a higher purpose to retain their
ownership, and to justify the sacrifice of personal freedom and economic

diversification.

e Thetime horizon is indefinite

Owners and managers of family firms often think beyond the ‘present value of cash
flow’ time frame. Preserving the institution can appear more important than economic
rationality. Family business leaders don’t put much stock in short term forecasts; they
often adopt a generational perspective. High ‘residual values’ often shape decisions
more than near-term results (Rix, 2013).
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e Conflicts of interest are prevalent

Owners readily see ‘doing favors’ or ‘pay back’ as the quid pro quo of loyalty and
past sacrifices they have made. They’re often comfortable that folks will easily accord
them the benefit of the doubt in such affairs (Rix, 2013).

e Family business leaders are more modest than their public demeanor

suggest.

Confidence and bravado have been developed to persuade others, who have limited
real information, to believe things are better than they are. Underneath, business

owners are more afraid of their own inadequacies than it appears (Rix, 2013).

e The culture is most often paternalistic

Rix (2013) state that paternalism is promoted due to long terms of leadership and the
need to gain people’s allegiance without sharing much power or information. These
characteristics are, of course, generalizations that in the aggregate, are not fair to
any family business. Being conscious of such tendencies can often provide insight
into why things are the way they are and why family firms may behave differently
than non-family firms. They also offer clues about both family businesses special
strengths and challenges.

2.5 CHARACTERISTICS OF SUCCESSFUL FAMILY BUSINESSES

Swart (2005:28) describes the characteristics of family businesses as follows:

e Shared values about people, work and money.

e Shared power across generations, between spouses, among siblings.

e Shared activities for maintaining relationships where families maintain their sense
of humor, demonstrate the ability to have fun and play together. These factors are

seen as a reserve that the family draws upon during times of disagreement.
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¢ Traditions that make the family special and set it apart from all other families.

e A willingness to learn and grow where a family that is open to new ideas and
approaches is one that can solve any problem together.

e Mutual respect is evident in the trust between and among family members that is
built on a history of keeping one’s word.

e Assist and support one another especially at times of grief, loss, pain and shame.

e Privacy where respect is given for one another’s individual space and for the
private space required in each family unit within the extended family.

e Well-defined interpersonal boundaries which keeps individuals from being caught

in the middle of the family and the business.

2.6 ADVANTAGES AND DISADVANTAGES OF FAMILY

BUSINESSES

Van Heerden (2009:28) states that family members have to earn their position in the
business by means of qualifications or dedication and exceptional performance.

Netsianda (2008:16) indicates that every attribute or characteristic of the family
business can be a source of both advantages as well as disadvantages to the same
business owner, family members and non-family members who are working in the

business.

2.6.1 Advantages of family businesses

Some of the advantages of family businesses are seen by Van Heerden (2009:31),
Swart (2005:24), Netsianda (2008:16) and Tanzwani (2010:18), as follows:

e Loyalty, trust and family spirit

Swart (2005:24) is of the opinion that the bond that connects family members is an

ingredient in the success of the family business. According to Ibrahim and Ellis
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(2004:8) the family spirit helps to overcome business crisis and promotes family

unity.

Ibrahim and Ellis (2004:8) further state that the family spirit helps to overcome
business crises and promotes family unity during difficult times. Family members are
even willing to give up perks, work additional hours and even take a cut in pay rates if

the business is not doing well.

e Good communication

According to Astrachan and McMillan (2003:1) many family businesses failed to
make it to the next generation because family members couldn’t resolve their
differences and communicate successfully with one another. Effective
communication provides the basis for sound family relationships as well as conflict
resolution, according to Maas et al. (2005:119).

e Common goal, focus and vision

According to Poza (2007:6) family businesses have a competitive advantage of being
able to create a shared vision and values for the family and business. This normally
leads to personal and business success as they are likely to share the same vision,
belief and values.

e Economic benefits

According to Poza (2007:14) family businesses are more profitable than non-family
firms and it also create more shareholder value compared to family firms. This can be
achieved because they have a longer term managerial orientation, focus on the core
business that builds the company while they have the tendency to reinvest earnings

and a consistency in values that might not exist in other businesses.
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Amann et al. (2012:207) also state that:

e family businesses resist the economic downturn better than non-family
businesses,

e family businesses mobilize their resources better than non-family businesses in
economic downturns,

e in economic downturns, family businesses have stronger financial structures than

non-family businesses.

Loyalty and nepotism

Stewart (2003:386-387) states that problems in family businesses are caused when
kinship position takes priority over experience and capability and the promotion of
incompetent family members who cannot even be dismissed, becomes standard

practice.

2.6.2 Disadvantages of family businesses

Van Heerden (2009:31), Swart (2005:24), Netsianda (2008:16), and Tanzwani

(2010:18) also emphasize the following as disadvantages of family businesses.

e Conflict

Aronoff et al. (2002:5) concur that conflict occur between family interest and business
interest as a whole. This conflict can create emotional issues unheard of in non-

family businesses.

e Sibling rivalry

Upton (2001:29-30) identifies sibling rivalry as a problem in the operations of most

family businesses. Netsianda (2008:16) indicates that aspects such as inter-sibling
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comparisons, mode of justice and parental role in conflict resolution are some of the

factors that affect the quality of sibling relationships.

e Boundary problems

Family businesses are composed of the family ownership and management sub-
systems and they will therefore become vulnerable and as a result, suffer the
consequences of blurred boundaries (Poza, 2007:11). This occurrence takes place
due to a lack of direction or clarity as to whether decisions are based on family issues
or business principles which leads to incongruent policies and untenable decisions.

e Family interest and shareholder’s values

Ibrahim and Ellis (2004:9) point out that a family business will sacrifice the

shareholder’s value and principles to protect the family’s interest.

e Role confusion

Confusion often exists in family businesses over who does what (Ilbrahim & Ellis,
2004:9).

2.7 CHALLENGES FACING FAMILY BUSINESSES

As pointed out in the literature by Stalk and Foley (2012: 25) 70% of family owned
businesses fail or are sold before the second generation takes over and only 10%

remain active until the next generation takes the lead.
According to Poza (2007:1-2) 30 percent of all family-owned businesses survive into

the second generation, only 12 percent make it to the third generation and only 3

percent of all family businesses continue to the fourth generational level and beyond.
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This high failure rate of family businesses may be attributable to the following
challenges as indicated by Stalk and Folley (2012:26):

e Lack of proper training and screening of the offspring joining a family business.

e Poor control of family entry and scale for growth. If a family grows too quickly
than the business, the truth is that the family may not have the capacity to
accommodate every family member within the family business.

e The presence of Silos according to bloodline. For e.g., there is a tendency of the
fathers and sons to specialise in the same field of the business restricting them to
a Silo.

Katz (2005:14) identifies compensation and succession as important challenges that

have the potential to determine the success of a family business.

According to Schulze et al. (2001:99) the no-economic motive of parents may cause
owner-managers to lose self-control through favouritism and by spoiling their
employed children. This might be by setting up separate departments or plants for
each child, rewarding employed children equally with no regards to effort and
performance and by lavishing them with excessive privileges. This kind of behaviour

might lead to conflict amongst family members and it can greatly harm the business.

According to Amann et al. (2012:203) family businesses should normally recover
better or more easily than other forms of private economic organisations, from an

economic downturn and persist in their stronger performance.

Amann et al. (2012:203) also refers to the concept of organizational resilience which
suggests that a resilient firm can take situation-specific, robust and transformative
actions when confronted with unexpected and powerful events, such as economic
recessions. According to Goffee et al. (1996:36) there are differences between family
and non-family businesses. Family businesses will take a more cautious attitude
toward debt and therefore the main challenge is to promote growth without

challenging the permanence of family control.
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2.8 SUMMARY

Family businesses have some of its focus on family values and relationship. From the
study it is evident that values come out strongly when family businesses are
discussed. If a family has strong values and principles, it will be visible in the family

business and the manner in which business is conducted.

Another important aspect involves coherence. Strong family bonds contribute to
loyalty amongst family members and members will also protect one another better if
there are strong bonds between them. As a result of these strong bonds, the family
will find it easier to work together towards a common goal and ensure the success of
the business because they want to ensure the legacy of the family and the business

continues strongly.

It is evident that family businesses are very unique from non-family operating
businesses. Family bonds are very strong in family businesses and family members

are willing to sacrifice for one another and also for the growth of the family business.

Family business success is challenged by aspects such as effective communication,
family harmony, favoritism, conflict resolution, fairness and even emotions of family
members. It is important to emphasize the importance of succession planning in
order to ensure the smooth transition and long term survival of family businesses.

The following chapter will discuss management succession of family businesses.
This discussion will focus on aspects such as the definition of succession, the
importance of management succession, the succession process and the selection

and preparation of a successor, succession planning and management transfer.
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CHAPTER 3

LITERATURE REVIEW OF MANAGEMENT SUCCESSION

3.1 INTRODUCTION

Family businesses play an important role in job creation and economic wealth,
driving and expanding economies in creating new markets and innovative
technologies (Venter & Boshoff, 2007:42). Family owned firms account for 90 percent
of all incorporated businesses in the United States, where approximately 17 million

family firms operate (Poza, 2007:1).

As mentioned earlier by Poza (2007:1-2) 30 percent of all family-owned businesses
survive into the second generation, only 12 percent make it to the third generation
and only 3 percent of all family businesses continue to the fourth generational level
and beyond. Parrish (2009:47) points out that not all businesses are destined to
survive and that successful family-owned businesses fail simply because they had no

plan for business continuation.

Venter et al. (2007:2-3 ) argue that the failure rate is contributed by the inability of
family businesses to manage the complex, highly emotive process of ownership and
management succession from one generation to the next. Poza (2007:2) concur that
the future is bleak for family-controlled enterprises without vision and leadership from
members of two generations and the use of select family as well as management and

governance practices.
Ward (2005:44) indicates that there should be a parallel business and family strategic

planning process because family members might have different visions and

aspirations of what continuity of the family business should entail.
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3.2 DEFINITION OF SUCCESSION

Buang and Sidek (2013:80) argue that succession is not a single transfer of a baton,
but it involves different levels of time-consuming processes and most start before the
successor enters the business. It also includes continuous business soundness,

quality of life and family dynamics.

The success of the succession process is influenced by the successor satisfaction
with the experience they went through the process of succession and the fact that

family business profits continued after the succession (Venter et al., 2005:284)

According to Buang and Sidek (2013:81) several factors relates to effectiveness
transition. These factors are divided into three categories namely preparation level of
heirs, the relationship between family and business as well as planning and control

activities.

Category 1 Preparation level of heirs: consisting of

Formal education

Training

Work experience (outside firm)
Entry level position

Year working (within firm)

Motivation to join firm

vV V.V V V VYV V

Self-perception of preparation

Category 2 The relationship among family and business members consisting

of:

» Communication
> Trust
> Commitment

» Loyalty
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Family turmoil
Sibling rivalry
Jealousy/resentment
Conflict

YV V. V V V

Shared values and traditions.

Category 3 Planning and control activities: consisting of

Succession planning
Tax planning
Use of outside board

Use of family business consultant/advisors

YV V V VYV V

Creation of a family council

Category 1 is the preparation level of heirs. Buang and Sidek (2013:81) argue that
the sustainability of a family business depends on the availability of capable
successors. Generic knowledge and skills can be used in business and the heir
development process is also closely linked with the experience of working family

businesses.

Category 2 is about the relationship among family and business members. According
to Buang and Sidek (2013:81) good relationships between family members are
important in order to maintaining harmony in the business and it contributes positively
towards successful transition. Family members will have to work hard and help

maintain consensus within the organization.

Category 3 is about the planning and control activities. The ability to resolve conflict
between family members, competition, inefficiency, democratic leadership depends
on planning and control activities in the family business (Buang & Sidek, 2013:81)
while succession planning is seen as a dynamic process that demands ownership

and management to plan a family business in the future.
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3.3 IMPORTANCE OF SUCCESSION IN THE FAMILY BUSINESS.

Balshaw (2003:5) is of the opinion that an estimated 84 percent of all in South
Africa’s informal sector businesses are family owned. This is estimated at a total of
1.2 million businesses. Of this total, approximately 330 000 are companies or close
corporations and 870 000 are sole proprietors.

Van der Merwe, Venter and Ellis (2009:4-5) are of the opinion that the lifelong hopes,
dreams, ambitions, relationships, and personal struggles of family members come to

play in succession planning.

Van der Merwe (2009:33) reiterates that family businesses are progressively

recognized for their contribution as a potential driver of economic growth.

The commitment of family business continuity is a priority discussion for the family,
as it supports the development of the shared future vision and the family business
continuity plan (Carlock & Ward, 2001:54)

Intihar and Pollack (2012:76) state that small businesses are a key segment within
the entrepreneurial sector in the USA, and they deliver up to 49 percent of GDP on a

yearly basis and 78 percent of new jobs in a given year.

Bammens et al. (2011:134) sees family businesses as a predominant form of
business organization around the world, and contribute extensively to global wealth

creation.

Adendorff and Boshoff (2011:1) identified the overwhelming majority of family
businesses in South Africa as small or medium-sized and these businesses are seen

as the majority of all businesses.
The key difference between a family business and other forms of private economic

organisations is that the affairs of a family business are closely and intricately
intertwined with the personal financial affairs of the family and also with the power
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relationships, blood ties, emotional bonds and inheritance issues within that family
(Adendorff & Boshoff, 2011:1).

3.4 FACTORS THAT INFLUENCE SUCCESSION.

According to Giarmarco (2012:59) a chief concern that family businesses are facing,
is how to affect an orderly and affordable transfer of the business to the next
generation and/ or key employees. There are three levels to a family succession

plan.

Level 1 Management

It is important to understand that management and ownership are not the same.
Giarmarco (2012:59) states that the day-to-day management of the business may be
left to one family member while ownership of the business may be left to all of the
family members (whether or not they are actively participating in the business).
Management might also be left in the hand of key employees rather than family
members. It can take years to train a successor management team to allow the

owner to walk away from day—to-day operations.

The norm with family businesses is that the future leader will most likely be one or
even more of the owner’s children. In this regard it is essential to put measures in
place that will ensure that the future leader will have the support of the key

employees as well as other family member owners (Giarmarco, 2012:59).

The ideal situation will thus be to gradually transfer roles and responsibilities to the
successor in order to give him time to grow into his or her new position and to allow
him or her time to become accustomed to the future leadership role. (Giarmarco,
2012:60). It is therefore clear that time plays a very important role in the transition
process. Another key aspect during the transition period is to ensure that key
employees remain with the business in the event of death, disability or retirement of

the business owner.
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Giarmarco (2012:60) identifies several techniques that can be used to assure that
key employees remain with the business during the transition period, namely:

e employment agreements,

e non-qualified deferred-compensation plans,

e stock option plans,

e change-of-control agreements,

e advisory board, etc.

Level 2 Ownership

According to Giarmarco (2012:59) most business owners prefers leaving the
business in the hands of those children who are actively involved in the business, but
would still like to treat all their children fairly or even equally. It might be problematic
as many business owners may lack sufficient non-business assets to allow them to

leave their inactive children an equal share of their estate.

The succession plan should therefore provide a means of transferring wealth to their
children who are not interested in, or not qualified for, continuing the business
(Giarmarco, 2012:59). Ownership should be transferred in a way that it does not

harm the business operation and it should therefore be a smooth transition.

Giarmarco (2012:60) identifies two important issues that need to be taken into
consideration during the transfer of ownership, namely:
e will the business have continued economic benefit from the business after the
transfer of ownership, and
e whether or not the business owner will continue to control the business after

the transfer of ownership is complete.

According to Giarmarco (2012:61) other burning issues for the owner include when to
give up control of the business and how to guarantee sufficient retirement income.
The following are commonly used techniques to resolve these concerns:

» sell to active children,

» use voting and non-voting shares,
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leave non-business assets to inactive children,
reward active children for their sweat equity,

treat children fair and equal,

give assurance to active children,

defer succession decision by retaining voting shares,
establish criteria for the active children,

provide business owner with retirement income ,

YV V. V V V V V V

buy-sell agreements.

Level 3 Transfer taxes

“Estate taxes alone can claim up to 35% of the value of the business, frequently

resulting in a business having to liquidate or take on debt to keep the business afloat”

(Giarmarco, 2012:60). It is important for the owner to find out how to minimize estate

taxes legally. This can however be a complex process and therefore it is essential

that the owner should employ the services of a lawyer, accountant and/ or financial

advisor who are experienced in business succession planning (Giarmarco, 2012:60).

Poza (2010:89) is of the opinion that successful Next-Generation Leaders share the

following characteristics:

They know the business well; ideally, they like or even love the nature of the
business.

They know themselves and their strengths and weaknesses, having had the
necessary outside experience and education.

They want to lead and serve.

They are guided responsibly by the previous generation, by advisors, and by a
board of outside directors.

They have good relationships and the ability to accommodate others, especially if
part of a successor team (siblings, in-laws, or cousins).

They can count on competent non-family managers in the top-management team
to complement their own skills.

They have controlling ownership or can lead, through allies, as if they do.
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e They have earned the respect of non-family employees, suppliers, customers,
and other family members.
e Their skills and abilities fit the strategic needs of the business.

e They respect the past, and focus their energies on the future of the business and
the family.

3.5 SUCCESSION PLANNING.

Ward (2004:3) defines succession as the passing of a business from an incumbent
senior generation to the next generation of leadership and ownership and states that
more than 40 percent of all the companies in the world are going through or

anticipating a succession process.

Family business owners can be assisted to anticipate and prepare for subsequent
stages of the development of their businesses taking into consideration the after-
effects or consequences, on the business and the family, of decisions and actions
taken at any stage (Ward, 2004:45).

Ward (2002:46) conducted extensive research in an effort to understand the lessons
learned from successful family owned businesses, using such lessons learned as a

guide for other family owned businesses.

Ward (2002:46) also identified the following key practices as crucial points for any
business to succeed:

e voluntary accountability in the form of a board of independent directors;

e merit based selection,

e compensation and promotion of family members;

e attracting and retaining key non-family executives;

e strategic planning;

e business culture that encourages responsiveness and change,;

o family mission statement and code of conduct;
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e ongoing education and development of family members, particularly
successors;
e use of other peoples’ money to fund growth and liquidity; and building social

goodwill.

The lessons were incorporated by Ward (2004:10) into a best practice framework
that comprises the following overarching and integrating insights and principles;

Insights: respecting the challenge of combining family with business, managing
succession proactively, acceptance of different family members’ perspectives,

communication forums; and multi-level planning;

Principles: commitment to family’s purpose, policies and processes to anticipate and

address family business issues, and good parenting.

Insight 1:  Respecting the challenge.

Ward (2004:10) indicates that successful business families respect the challenge of
combining family with business. Ward (2004:10) also concludes that those who are
successful at multi-generation family business continuity are not “just lucky”. They

focus on making continuity happen and they earn their success.

Insight 2:  Family Business issues are common and predictable, yet

perspectives on the same issues will be different.

According to Ward (2004:10) long-lasting, successful family businesses understand

two fundamental certainties:

e Firstly, they recognize that nearly all family businesses share most of the same
problems and issues and

e Secondly, they realize that while most of the issues they face are common to all
family businesses, they also understand that different people within the same
family business system — that is, a family and its business — will see the same

issues in predictably different ways.
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Insight 3:  Communication is indispensable

Ward (2004:15) emphasizes that business families with a long success history are
those that work hard at communication. Some once- successful family companies
that lost their ability to continue as family businesses blame their failure on a lack of

sufficient communication.

Good communication means that information, thought and feelings are not only

conveyed but also received and understood (Ward 2004:15).

According to Ward (2004:15) successful business owning families put forums or
systems or structures in place that promote, facilitate, and assure good, ongoing

sharing of information, ideas, opinions, attitudes, and feelings.

Insight 4:  Planning is essential to continuity

According to Ward (2004:15) planning in family businesses is more complex than in
other kinds of businesses however, the most successful business families tackle it
willingly and intelligently.

Ward (2004:15) also states that a business owning family has to plan on four
different levels simultaneously and inter-dependently, producing a Business Strategy
Plan, a Leadership and Ownership succession Plan for the business, a Personal

Financial Plan for family members, and a family continuity Plan.
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Insight 5: Commitment

The fifth key is commitment. Commitment to the family’s purpose, to planning for the
future of the family, commitment to the valuable work that takes place in family

meetings, and commitment to the business and its continuity within the family.

Tanzwani (2010:43) and Netsianda (2008:37) suggest the following as guidelines for

succession planning:

e |tis never too early to start planning for transition.

e The next generation should know early about the plan.

e The concerns of the business must come before the desires of the family as it is
something to be earned not to be deserved.

e Hold family members to the same standards as outsiders.

e Consider a bridge manager if the next generation is not ready.

e Treating children equally does not necessarily mean treating them fairly.

¢ Never give a business half to an active child and half to a non-active child.

3.6 SELECTING OR CHOOSING A SUCCESSOR.

Van der Merwe (2010:123) is of the opinion that it is necessary to have a plan in
place to disengage the founder from the business but it is not sufficient by itself to

ensure a successful transition.

According to Poza (2012:27) it is not an easy task for a CEO parent to pick only one
descendant to lead the family business. It can be extremely difficult and emotionally
distressing for the CEO parent to choose one offspring over another. Many CEO
parents may turn the succession question over to the board of directors in order to

avoid this difficult situation.
Poza (2012:27) also states that the board of directors may rely on many different

sources of information when exercising its due diligence in evaluating successor

candidates from among siblings but it should always be able to rely on its
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independent outsider members to review the facts and render objective opinions and

recommendations.

The board shifts responsibility away from family members because they are in a
unique position of being able to enhance the perception of the quality and fairness of
the succession decision (Poza 2012:27).

Van der Merwe (2010:123) states that it is essential that the offspring gains
acceptance, credibility and legitimacy among family members and non-family
members because they need to work hard to prove themselves.

3.7 MENTORING AND PREPARATION OF A SUCCESSOR.

According to Van der Merwe (2010:123) preparation of the offspring for the future
roles, should begin at a very early stage and after they have joined the family
business.

According to Mass et al. (2004:62) and Wang et al. (2004:61-62) mentoring of the
successor is a vital part of the succession process, given the fact that it reduce

transition failure when one generation succeed the next.

Hess (2006:79) indicates that the successor should possess the following traits in

order to be successful:

e High level of interest in the business.

e Appropriate abilities and skill.

e Education

e Appropriate training and experience

e Practical training and knowledge of the business.

e Current involvement in the business.

e Good relationship with the founder and other family members and personality
traits of independence.

e Integrity.

e Self-confidence and a willingness to take risk.
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Van der Merwe (2010:124) emphasizes that the senior generation owner-manager’s
role is critical in the preparation of the prospective successor for the task ahead. It is
an active process and a participative management approach is essential to the

development and grooming of the prospective successor.

Venter, Boshoff and Maas (2003:3) mention that younger generation or prospective
successor’s willingness to manage the family business may be influenced by how
well the successor’s career interests and other personal needs may be aligned with
possible opportunities in the business, whether the opportunity exist to exercise
influence in the business and the possible rewards from the business.

The family business, under the leadership of the senior generation owner-manager,
should provide opportunities for the prospective successor to grow and develop, to
use his or her particular skills and abilities and to fulfill her or his personal and career
goals in the family business (Van der Merwe, 2010:124).

3.8 SUMMARY

It is evident from the literature provided that family businesses play a very important
role in the economy. It is thus of utmost importance that continuation of these
businesses be assured. Proper planning and preparation of a successor is vital in

respect of assuring continuity.

The senior generation owner manager should take ownership with regards to the
training and development of the younger generation family members. The right
climate should be created for younger generation family members to develop their
management and leadership skills and eventually take over leadership and steer the

business into the future.

The emphasis of this chapter is on management succession of family businesses.
The topics covered include definitions of succession, the importance of succession in
family businesses, factors that influence succession in the family business,
succession planning, selecting or choosing a successor as well as mentoring a

Successor.
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CHAPTER 4

RESULTS AND DISCUSSION OF EMPIRICAL STUDY

4.1 INTRODUCTION

The purpose of this chapter is to present and discuss the results of the empirical
study in conjunction with the research objectives and design.

The chapter will focus on the discussion of the questionnaire used to gather data in
this study. These questionnaires will be used to discuss the findings of the data
gathered during the research process. The demographic information of the
respondents from the participating family businesses as well as the frequency data

will also be discussed in this chapter.

Data analysis was performed by the Statistical Consultant Services of the North-West

University (Potchefstroom Campus).

Frequency distributions will be portrayed by with the help of tables. The mean will be
portrayed as the central tendency and the standard deviation to indicate the

dispersion of data.

4.2 GATHERING OF DATA

Data gathering was done through questionnaires that were personally distributed by

the researcher to small and medium-sized family businesses

4.2.1 DEVELOPMENT AND CONSTRUCTION OF QUESTIONNAIRES

Questionnaires were neatly constructed and each questionnaire was accompanied

by a cover letter explaining the purpose of the research. The cover letter also
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featured the emblem of the North West University to legitimize the document and put
respondents at ease. Respondents were assured that the information would be

treated with confidentiality.

These questionnaires were developed by prof. van der Merwe (NWU) and prof.
Venter (NMMU). One questionnaire focused on the senior generation owner-
manager (active in the family business). This questionnaire was handed to the owner
manager of the family business. The other questionnaire focused on the potential or

designated successor (active in the family business).

The guestionnaires consist of two sections namely:

SECTION A: FACTORS INFLUENCING SUCCESSION.

This section covers certain latent constructs such as

¢ the relationship between the owner-manager and the successor(s),

e the owner-managers interest outside the family business,

e estate planning of the owner manager,

¢ financial soundness of the family business,

¢ the owner-managers willingness to hand over the family business,

¢ willingness of the potential successor(s) to take over the family business,

e trustin the successor’s abilities and intentions,

e family harmony,

e mutual acceptance of roles and responsibilities,

e preparing the successor to take over the family business,

e buy in from the relevant stake holders with regards to preparing and supporting
the designated successor(s),

¢ involvement of external stakeholders in the succession process,

e rewards from the family business,

e strategic planning,

e perceived success of the succession process and perceived future financial

soundness of the family business.
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SECTION B: BIOGRAPHICAL INFORMATION

This section covers aspects such as

e the successful anticipated passing or transfer of leadership/ ownership of the
family business,

e the anticipated time that such leadership will be transferred to the potential
successor(s),

e the number of employees in the family business, the industry the family business
finds itself in,

e the percentage business share the family owns within the family business,
demographic aspects of the owner-manager as well as the potential designated
successor(s),

e the form of ownership of the business and anticipated age of the owner-manager
at the time of retirement as well as the age of the potential successor(s) when
they will potentially take over the family business.

4.2.2 DATA COLLECTION

As a result of the sampling method, a total of 86 fully completed questionnaires were
collected from 34 small and medium sized enterprises in the Sedibeng district. The

study made use of the snowball sampling method.

Welman, Kruger and Mitchell (2005:68) indicate that this sampling method involves
approaching a few individuals from the relevant population. These individuals will
then identify other members from the same population for inclusion in the sample.
The later may identify a further set of relevant individuals and that way the sample
will grow in size. This way the sample group will be increased with referrals referring

other groups to the researcher.

Family businesses that could participate in the study were identified through the use
of this convenience sampling method. A few family businesses were identified in the
Sedibeng district and through these contacts a few referrals were given and this lead

to a bigger sample group being identified.
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Printed copies of the questionnaires were distributed personally by the researcher
through personal visits to small and medium-sized family businesses throughout the
Sedibeng district. These businesses consist of enterprises such as engineering
groups, hair salons, internet service providers, retailers, suppliers of various goods
and services, motor dealers, consulting services and many more.

Regular follow up visits were done by the researcher and questionnaires were
collected at a date agreed upon by both the respondents and the researcher. There
were challenges as these dates were not adhered to by the respondents but in the

end a representative sample of the research data was collected.

4.3 RESPONSES TO THE SURVEY

A total of 134 small and medium sized businesses were identified to take part in the
study and questionnaires were distributed to 91 of the identified businesses with 34
completed packs consisting of 86 completed questionnaires that were collected.

The questionnaires were structured neatly and it was not difficult for the respondents

to complete.

4.4 BIOGRAPHICAL INFORMATION OF THE RESPONDENTS

4.4.1 Gender of the respondents.

e Purpose of question and results obtained
In this question gender was split between the gender of the owner-manager and the

gender of the potential successors.
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Table 4.1: Gender of the retiring owner-manager

Gender of the retiring owner-manager Number Percentage
Male 41 47.7%
Female 16 18.6%
Not valid 29 33.7%
Total 86 100%

e Analysis of results
Table 4.1 above indicate the gender representation of the owner-manager (senior
generation) with a split between male (41) 47.7% and female (16) 18.6% and (29)

33.7% of the respondents did not answer the question.

Table 4.2: Gender of the potential successors

Gender of the potential successor Number Percentage
Male 46 53.5%
Female 33 38.4%

Not valid 7 8.1%

Total 86 100%

Table 4.2 above indicate the gender representation of the owner-manager (senior
generation) with a split between male (46) 53.5% and female (33) 38.4% and (7)

33.7% of the respondents did not answer the question.

4.4.2 Ethnicity of family members

e Purpose of question and results obtained
The purpose of this question is to determine the ethnicity of the family members in
the different family basis and to determine which percentage of family businesses

falls in which racial groups
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Table 4.3:  Ethnic background of family members

Ethnic background Number Percentage
White 17 19.8%
Black 44 51.2%
Asian 7 8.1
Coloured 13 15.1

Not valid 5 5.8%

Total 86 100%

e Analysis of results

Table 4.3 above indicates the ethnic background of family businesses represented in
the study. The table clearly indicate that 17 (19.8%) of the family businesses were
owned by white people, 44 (51.2%) of the family businesses were owned by black
people, seven (8.1%) of the family businesses were owned by Asian people and 13
(15.1%) of the family businesses were owned by colored people. Five (5.8%) of the

respondents did not answer the question.

4.4.3 Handing over leadership

e Purpose of question and results obtained

The purpose of this question is to determine what percentage of family businesses
passed leadership on to the next generation in the past few years. This will also give
an idea of the willingness of owner managers to pass leadership on to the next

generation.
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Table 4.4: Passing leadership to the next generation

Passing of leadership Number Percentage
Yes 10 11.6%

No 72 83.7%

Not valid 4 4.7%

Total 86 100%

e Analysis of results

Table 4.4 above indicates the degree to which business leadership was passed onto
the next generation in the last couple of years. It clearly shows that 10 (11.6%) of the
family businesses that took part in the study, passed leadership onto the next
generation and 72 (83.7%) of these businesses did not pass leadership on yet while

four (4.7%) of the respondents did not answer the question.

4.4.4 Year in which leadership/management was passed to the next

generation

e Purpose of question and results obtained

This question is a follow up question on 4.4.3 above. The purpose of this question is
to determine how recent leadership was passed onto the current-owner manager.
These results will also give a clear indication of how soon leadership may be passed

onto the next generation.
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Table 4.5 The year in which leadership was passed to the current generation

Year Number Percentage
1998 2 2.3%

2002 2 2.3%

2011 2 2.3%

2013 4 4.7%

Not valid 76 88.4%
Total 86 100%

e Analysis of results

Table 4.5 above indicate that two (2.3%) of family businesses taking part in this
study, passed leadership on to the current owner-manager in 1998, two (2.3%)
passed leadership on in 2002, two (2.3%) passed leadership on in 2011, four (4.7%)
passed leadership on in 2013 and 76 (88.4%) of the respondents did not answer the

guestion.
This indicates that most family businesses are family oriented and most of the

employees in family businesses are family and a majority of family businesses will

have at least one or more family members working full time in the family business.

4.4.5 Generation of family members involved in the family business

e Purpose of question and results obtained

The purpose of this question was to determine which generation levels are involved

in the family businesses taking part in this study.
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Table 4.6  Generation of family members managing the family business

Generation Number Percentage
1 generation 17 19.8%

2" generation 27 31.4%

3 to 7™ generation 36 41.9%

Not valid 6 7.0%

Total 86 100%

e Analysis of results

Table 4.8 above illustrates that 17 (19.8%) of the family businesses taking part in this
study are 1% generation family businesses, 27 (31.4%) are 2" generation family
businesses, 36 (41.9%) are 3" to 7" generation family businesses. Six respondents

did not answer the question.

4.4.6 Business share percentage controlled by the family

e Purpose of question and results obtained

The purpose of this question was to determine what percentage of business share in

the family business is controlled by the family members.

Table 4.7 Business share percentage of the family business controlled by

the family
% business share controlled by the family Number Percentage
<50% 1 1.2%
50% 6 7.0%
>50% 75 87.2%
Not valid 4 4.7%
Total 86 100%
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e Analysis of results

Table 4.9 above illustrates that in only one (1.2%) of the family businesses taking
part in this study, the family controls less than 50% of the business, in six (7%) of the
businesses the family controls 50% of the business, in 75 (87.2%) of the business,
the family controls more than 50% of the family businesses. Four respondents did not

answer the question.

This is in cohesion with the family business concept where the family normally

controls the majority of the family business share.

4.4.7 Expected time and age of retirement

e Purpose of question and results obtained

The purpose of this question was to determine when the current owner manager

expects to retire.

Table 4.8  Owner-manager’s expected time to retirement

Time to retirement (owner-manager) Number Percentage
Within the next two years 13 15.1%
Within the next five years 8 9.3%

Within the next ten years 9 10.5%
More than ten years 41 47.7%

Not valid 15 17.6%
Total 86 100%

e Analysis of results

Table 4.11 above illustrates that 13 (15.1%) of family business owner managers
taking part in this study expect to retire within the next two years, eight (9.0%) expect
to retire within the next five years, nine (10.5%) expect to retire within the next ten
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years, 41 (47.7%) expect to retire only after ten or more years. 15 (17.6) of the
respondents did not answer the question.

4.4.8 Expected age at time of succession (owner-manager)

e Purpose of question and results obtained

The purpose of this question was to determine what age the current owner manager

expect to be when the potential successor(s) takes over the family business

Table 4.9 Owner-manager’s expected age at time of succession

Expected age at succession (owner-manager) Number Percentage
30 to 35 years 3 3.4%

36 to 45 years 3 3.4%

46 to 55 years 20 22.9%

56 to 65 years 18 20.9%

66 and older 17 20.1%

Not valid 25 29.1%
Total 86 100%

e Analysis of results

Table 4.12 above illustrates that 3 (3.4.%) of family business owner managers taking
part in this study expect to be aged between 30 and 35 years when the potential
successor will take control of the family business, 3 (3.4.%) expect to be aged
between 36 and 45, 20 (22.9.%) expect to be aged between 46 and 55, 18 (20.9.%)
expect to be aged between 56 and 65, 17 (20.1%) expect to be older than 65. 25
(29.1%) of the respondents did not answer the question.
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4.4.9 Expected age at time of succession (potential successor)

e Purpose of question and results obtained

The purpose of this question was to determine what age the potential successor

deems suitable for him or her to succeed the current owner-manager.

Table 4.10 Potential successor’s age at time of succession

Expected age at succession (potential successor) | Number Percentage
20 to 30 years 25 29%

31 to 40 years 35 40.7%

41 to 50 years 12 14%

51 and older 2 2.3%

Not valid 12 14.0%

Total 86 100%

e Analysis of results

Table 4.13 above illustrates that 25 (29%) of potential successors to the family
business owner managers taking part in this study expect to be aged between 20
and 30 years when they succeed the current owner-manager, 35 (40.7.%) expect to
be aged between 31 and 40, 12 (14.%) expect to be aged between 41 and 50, two
(2.3.%) expect to be older than 51. 12 (14.%) of the respondents did not answer the

question.

4.5 STRUCTURE OF THE PARTICIPATING FAMILY BUSINESS
Data pertaining to Section B of the questionnaire relates to the structural information
of the participating family businesses. Aspects such as legal status of the family

business and the number of full-time employees (permanent employees) in the family

business were examined.
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4.5.1 Legal status of the family business

The legal status of the participating family businesses is presented in Table 4.11

e Purpose of question and results obtained

The purpose of this question was to determine which form of ownership most family

businesses are and therefore determine the legal status of the family businesses.

Table 4.11 Legal status of the family business

Legal status of the business Number Percentage
Sole proprietorship 23 26.7%
Partnership 29 33.7%
Close corporation 24 27.9%
Private company 7 8.1%

Not valid 3 3.5%

Total 86 100%

e Analysis of results

Table 4.11 above illustrates that 23 (26.7%) of family businesses taking part in this
study are Sole Proprietorships, 29 (33.7%) are Partnerships, 24 (27.9%) Close
Corporations, seven (8.1%) are Private Companies. Three (3.5%) of the respondents

did not answer the question.

4.5.2 Full-time family employees

e Purpose of the question and results obtained

The purpose of this question was to determine the number of full time employees
employed in the family business. This number includes family members employed by

the family business.
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Table 4.12 Number of family members employed in the family business

Number of family employees Number Percentage
One family employee 2 2.3%

Three family employees 6 7.0%

Four family employees 5 5.8%

Five or more family employees 73 84.9%
Total 86 100%

Table 4.13 Number of family members working full time (permanently) in the

family business

Family members working full time Number Percentage
One family member 5 5.8%

Two family members 6 7.0%

Three to four family members 20 23.3%

Five or more family members 51 59.3%

Not valid 4 4.7%

Total 86 100%

e Analysis of results

Table 4.12 above illustrates that two (2.3%) of the family businesses taking part in
this study employs only one family member, six (7%) of the family businesses
employs three family members, five (5.8%) of the family businesses employs four
family members and 73 (84.9%) of the family businesses employs five or more

employees.

Table 4.13 above illustrates that five (5.8%) of the family businesses taking part in
this study, has at least one family member working full time in the family business, six
(7%) of the family businesses has at least two family members working full time in the
business, 20 (23.3%) of the family businesses has at least three to four family

members working full time in the business, 51 (59.3%) of the family businesses have
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at least five or more family members working full time in the business. Four (4.7%) of
the respondents did not answer the question.

4.6 RELIABILITY OF THE QUESTIONNAIRE

Cronbach alpha coefficients were calculated in order to assess the internal
consistency between the constructs of the measuring questionnaire. Refer to table
4.14 below.

Table 4.14: Reliability of the constructs measuring management succession

Construct Cronbach alpha
Agreement to continue the business 0.606
Management succession planning 0.642
Strategic planning 0.350
Estate (ownership) planning 0.669
Relationship between owner-manager and successor 0.618
Outside interests by owner-manager 0.601
Trust in the successor’s abilities and intentions 0.687
Willingness to hand over the business 0.412
Mutual acceptance of roles 0.664
Preparation level of successor 0.674
Willingness to take over the business 0.767
Personal need alignment 0.652
Rewards from the business 0.587
Outside advice and governance 0.620
Family harmony 0.679
Perceived success of the succession process 0.820

According to Welman et al. (2005:145) comparable measurements should be

obtained for the same individuals or objects if we measure a construct by means of a
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particular instrument irrespective of when the instrument is administered, which

particular version of it is used, and who is applying it.

Welman et al. (2005:147) state that Cronbach’s coefficient alpha represents a

measure of the internal consistency of a measurement or test.

The results in table 4.14 indicate that only two of the constructs have acceptable
reliability with Cronbach alpha coefficients above 0.70. Fifteen of the constructs
measured with a Cronbach alpha below the 0.70. The Cronbach alpha of the
constructs strategic planning and willingness to hand over the business scored

very low and the items measuring these constructs should be investigated.

4.7 RESULTS OF THE CONSTRUCTS MEASURING MANAGEMENT
SUCCESSION

The average responses to each of the 16 constructs measuring management
succession are shown in Table 1. Based on a 7-point scale (1 = Strongly disagree; 7
= Strongly agree), relatively high numbers represent agreement with the statement
and relatively low numbers represent disagreement with the statement. Thus, a lower
number representing disagreement with the statement suggests that the statement is
perceived to be untrue. Likewise, a low number representing agreement with the

statement suggests that the statement is perceived to be true.

4.7.1 Evaluation of the constructs by the respondents
The 16 constructs were analysed in accordance with the evaluation of the

participating senior generation family members and the successors. The results of

the evaluation are presented in Table 4.15.
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Table 4.15: Arithmetic mean of the evaluation of the constructs by

respondents
Construct Mean Std. Dev.
Mutual acceptance of roles 6.060 0.647
Outside advice and governance 6.048 0.671
Outside interests by owner-manager 5.967 0.837
Estate (ownership) planning 5.868 0.773
Agreement to continue the business 5.866 0.727
Personal need alignment 5.864 0.780
Management succession planning 5.789 0.710
Strategic planning 5.726 0.853
Family harmony 5.721 0.874
Perceived success of the succession process 5.678 0.742
Rewards from the business 5.649 0.893
Trust in the successor’s abilities and intentions 5.622 0.904
Relationship between owner-manager and successor 5.610 0.823
Willingness to take over the business 5.577 0.941
Willingness to hand over the business 5.522 0.864
Preparation level of successor 5.382 0.893

For the purpose of this study, the arithmetic mean of all the constructs (including the
dependent and independent variables) were ranked in ascending order and
subsequently divided into three portions, i.e. the constructs which were evaluated the
lowest, on average and the highest ranked constructs. Notice that the standard

deviation across all 16 constructs is fairly high ranging from 0.71 to 0.941

4.7.2 Constructs which were evaluated the lowest

The arithmetic means of the four lowest constructs are indicated in Table 4.16.
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Table 4.16: Arithmetic mean of the four lowest constructs of the response

Construct Mean Std. Dev.
Relationship between owner-manager and successor 5.610 0.823
Willingness to take over the business 5.577 0.941
Willingness to hand over the business 5.522 0.864
Preparation level of successor 5.382 0.893

The four constructs, relationship between owner-manager and successor (X =
5.610), willingness to take over the business (X = 5.577), willingness to hand
over the business (X = 5.522) and preparation level of the successor (x = 5.382)
obtained the lowest average score, indicating a relatively slightly low willingness from
the owner-manager to hand over the business as well as a low willingness from the

potential successor to take over the business.

4.7.3 Constructs which were evaluated as average

The arithmetic means of the nine average constructs are indicated in Table 4.17.

The nine constructs estate (ownership) planning (X = 5.868), agreement to
continue the business (X = 5.866), personal need alignment (X = 5.864),
management succession planning (x = 5.789), strategic planning (X = 5.726),
family harmony (X = 5.721), perceived success of the succession process (X =
5.678), rewards from the business (X = 5.649) and trust in the successors

abilities and intentions (X = 5.622) obtained relatively average scores.
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Table 4.17: Arithmetic mean of the nine average constructs of the response

Construct Mean Std. Dev.
Estate (ownership) planning 5.868 0.773
Agreement to continue the business 5.866 0.727
Personal need alignment 5.864 0.780
Management succession planning 5.789 0.710
Strategic planning 5.726 0.853
Family harmony 5.721 0.874
Perceived success of the succession process 5.678 0.742
Rewards from the business 5.649 0.893
Trust in the successor’s abilities and intentions 5.622 0.904

4.7.4 Constructs which were evaluated the highest

The arithmetic means of the three high constructs are indicated in Table 4.18 below.

Table 4.18: Arithmetic mean of the three high constructs of the response

Construct Mean Std. Dev.
Mutual acceptance of roles 6.060 0.647
Outside advice and governance 6.048 0.671
Outside interests by owner-manager 5.967 0.837

The constructs, mutual acceptance of roles (X

6.060), outside advice and

governance (X = 6.048) and outside interests by owner-manager (X = 5.967) has

the highest average scores. This indicates a relatively strong agreement with the

statement.
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4.8 RELATIONSHIP BETWEEN THE DEMOGRAPHICAL VARIABLE

GENERATION AND CONSTRUCTS

The relationships between the demographic variable, generation of family members;
which includes both the owner-manager and potential successor; and the constructs
measuring management succession, were examined by a paired t-test and effect
sizes.

In order to comment on practical significance, the standardized difference between
the means of two populations is used, i.e. the difference between the two means
divided by the estimate for standard deviation, d = X diff, where X diff is the difference

s diff

between the average scores of active and inactive family members, without

considering the sign, and s diff is the standard deviation of the difference.

Effect sizes (d) are interpreted as: small effect (d = 0.2), medium effect (d = 0.5) and
large effect (d = 0.8). According to Ellis & Steyn (2006:51-53), results with medium
effects can be regarded as visible effects and results where d >, can be regarded as

practically significant since it is the result of a difference having a large effect.
Table 4.19 indicates the relationships between the constructs and the demographical

variable generation, with the mean (x), standard deviation (s), statistical significance

(p) and effect sizes (d).
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Table 4.19: Relationship between the variable generation and the constructs

measuring management succession

Construct Owner-manager Successor Comparison
X S X S p d

Agreement to continue the 5.92 0.76 5.83 0.70 0.58 0.12
business
Management succession 5.86 0.79 5.74 0.65 0.45 0.16
planning
Strategic planning 5.84 0.75 5.65 0.91 0.29 0.21
Estate (ownership) planning 5.90 0.75 5.84 0.80 0.73 0.08
Relationship between owner- | 5.80 0.71 5.48 0.88 0.74 0.36
manager and successor
Outside interest by owner- 5.96 0.88 5.97 0.82 0.92 0.02
manager
Trust in the successor’s 5.85 0.63 5.47 1.03 0.40 0.21
abilities intentions
Willingness to hand over the 5.69 0.78 5.40 0.91 0.13 0.32
business
Mutual acceptance of roles 6.14 0.73 6.00 5.80 0.35 0.19
Preparation level of successor | 5.4 0.94 5.37 0.87 0.91 0.02
Willingness to take over the 5.67 0.76 5.51 1.05 0.41 0.16
business
Personal need alignment 5.92 0.68 5.82 0.85 0.55 0.12
Rewards from the business 5.76 0.88 5.57 0.90 0.33 0.22
Outside advice and 6.18 0.61 5.97 0.82 0.12 0.32
governance
Family harmony 5.78 0.91 5.68 0.85 0.63 0.11
Perceived success of the 5.81 0.67 5.58 0.78 0.15 0.30
succession process

Table 4.19 indicates that the differences in means between the perception of owner

manager and successor with regard to the constructs measuring management

succession are not statistically significant (P<0.05). With regard to the calculation of

effect sizes, the results can be summarized as follows: the variable generation of the

family members has a small effect on all constructs (<0.5).
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The results indicate that there are no significant gaps between the perception of the

owner-managers and successors regarding the different constructs.

4.9 CORRELATION BETWEEN PERCEIVED SUCCESS AND
CONSTRUCTS

According to Levine, Stephan, Krehbiel and Berenson (2007:131) the coefficient of
correlation indicates the linear relationships between two numerical variables. The
closer the coefficient of correlation gets to +1 or -1, the stronger the relationship
between the two variables become. When the coefficient of correlation is closer to 0,
little or no linear relationship exists. The sign of the dare indicates whether there is a

positive or negative correlation.

According to Field (2006:32) effect sizes are indicated as follows: r = 0.10 (small
effect); r = 0.30 (medium effect) and r= 0.50 (large effect).
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Table 4.20: Relationship between perceived success and constructs

Construct Perceived
success
Agreement to continue the business 0.64
Management succession planning 0.74
Strategic planning 0.60
Estate (ownership) planning 0.69
Relationship between owner-manager and successor 0.78
Outside interests by owner-manager 0.63
Trust in the successor’s abilities and intentions 0.64
Willingness to hand over the business 0.64
Mutual acceptance of roles 0.65
Preparation level of successor 0.55
Willingness to take over the business 0.62
Personal need alignment 0.64
Rewards from the business 0.62
Outside advice and governance 0.68
Family harmony 0.75
Perceived success of the succession process 1.00

All the variables have a large effect (>0.5) on the dependent variable Perceived

success of the succession process.

4.10 SUMMARY

The empirical research was done by means of a field study in which two
guestionnaires were used. These questionnaires were developed by prof. van der
Merwe (NWU) and prof. Venter (NMMU). One questionnaire focused on the senior
generation owner-manager (active in the family business) and the other
guestionnaire focused on the potential or designated successor (active in the family

business).
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Literature studies were undertaken where family businesses were reviewed in
chapter two and management succession in family businesses were reviewed in
chapter three. The reviews were specifically focused on family businesses in the
Sedibeng region of the Gauteng province in South Africa. Data collected from the

guestionnaires were processed using Statistica.

Chapter four focused specifically on presentation and analysis of the results of the

empirical study.
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CHAPTER 5

CONCLUSIONS AND RECOMMENDATIONS

5.1 INTRODUCTION

In the final chapter conclusions and recommendations were drawn up based on the
literature review in chapters two, three and the empirical study on the management
succession process in family owned businesses in the Sedibeng region in the
Gauteng province. Once the data were gathered, the results were analyzed and used
to determine the impact and role that succession planning has on small and medium

family businesses in the Sedibeng region.

Conclusions were drawn from the information collected by means of the
guestionnaires gathered from owner-managers as well as potential successors of
family businesses in the afore-mentioned region and business districts. Conclusions
were also drawn from the reliability of the questionnaires, an assessment of the 16
constructs used to measure the succession process, the statistical and practical
differences in mean values of the 16 constructs between the owner-managers and

successors and a correlation analysis between the dependent variables.

Recommendations were tabled on how to comprehend the management succession

in family businesses in the Sedibeng region in the Gauteng province.

An evaluation was also done to determine if both the primary and secondary

objectives were achieved.

The chapter concludes with suggestions and recommendations for future research.
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5.2 CONCLUSIONS ON THE EMPIRICAL STUDY

An empirical study was conducted in 34 family businesses in the Sedibeng region of
the Gauteng province in South Africa. Conclusions on this study will be based on the
literature study as presented in chapter two on family businesses as well as the
literature study as presented in chapter three on management succession planning.

Conclusions will also be based on the most significant findings of the empirical study

as analyzed in chapter four.

5.2.1 Response to the family business survey

A total of 34 family businesses participated in this study. The participants were

identified through convenience sampling using a snowball technique.

Participants are spread throughout the Sedibeng region of the Gauteng province in
South Africa and they come from the Emfuleni, Midvaal and Lesedi municipal areas

of the Sedibeng region.

5.2.2 Demographic and biographic information of the respondents

A total of 34 retired or retiring senior generation owner-managers and 52 potential

designated successors participated in the study.

All the businesses that participated in the study can be classified either as small or

medium sized family enterprises.

A split was determined between male and female senior generation owner-managers
and their potential successors. From the data analyzed, there is a clear indication
that males are still dominant in both categories (owner-manager and their potential

successors) who participated in this study.
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5.2.3 Structure of the family business

The data pertaining to section B of the questionnaires (appendix A) was analysed to
determine the structural information of the family businesses. The structure of the
family business such as number of permanent employees and the legal status of the

family business were examined.

All the businesses that participated in this study can be classified as either small or
medium-sized family businesses. There is a good spread between sole
proprietorships, partnerships and close corporations with partnerships as the
dominant form of ownership. This spread indicates that different forms of ownership
are being utilized and family businesses in the Sedibeng region of Gauteng province
are on the right path as far as tax considerations and environmental aspects are

concerned.

5.2.4 Assessment of the constructs measuring management succession

The 16 constructs measuring the management succession process in small and
medium-sized family businesses were evaluated in accordance with the evaluation of
the participating owner-managers and potential successors. Based on these
analyses, the constructs are ranked and discussed from the lowest to the highest

calculated arithmetic mean value below.

The four constructs, relationship between owner-manager and successor (X =
5.610), willingness to take over the business ((X = 5.577), willingness to hand
over the business (X = 5.522) and preparation level of the successor (X = 5.382)
obtained the lowest average score, indicating a relatively slightly low willingness from
the owner-manager to hand over the business as well as a low willingness from the
potential successor to take over the business. These results indicate that the
respondents perceived the items measuring these four constructs in a relative

negative light.
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The nine constructs estate (ownership) planning (X = 5.868), agreement to
continue the business (X = 5.866), personal need alignment (X = 5.864),
management succession planning (X = 5.789), strategic planning (X = 5.726),
family harmony (X = 5.721), perceived success of the succession process (X =
5.678), rewards from the business (X = 5.649) and trust in the successors

abilities and intentions (X = 5.622) obtained relatively average scores.

The constructs, mutual acceptance of roles (X = 6.060), outside advice and
governance (X = 6.048) and outside interests by owner-manager (X = 5.967) has
the highest average scores. This indicates a relatively strong agreement with the
statement. The participants perceived these constructs as strengths of the family

business.

5.2.5 Comparative results between the demographical variable generation and

constructs

A paired t-test and effect sizes were used to determine the relationships between the
demographic variable, generation of family members that the differences in means
between the perception of owner manager and successor with regard to the
constructs measuring management succession are not statistically significant
(P<0.05).

5.2.6 Effect size analysis

The purpose of the effect size analysis was to compare the assessment of the
relationship between the owner-managers and successors and the constructs

measuring the management succession process.
With regard to the calculation of effect sizes, the results can be summarized as
follows: the variable generation of the family members has a small effect on all

constructs (<0.5).

Further research is recommended on this topic in order to confirm these results.
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5.2.7 Correlation between perceived succession and constructs

The evaluation of the correlation between perceived succession and the independent
variables indicated that all the variables have a large effect (>0.5) on the dependent
variables Perceived success of the succession process. This means that the

independent variables have a positive effect on the dependent variable.

5.3 RECOMMENDATIONS

5.3.1 Practical recommendations to family businesses

Based on the literature and empirical studies, the analysis of the empirical study and
the conclusions, management recommendations made are listed below. These
recommendations are in no specific order and not grouped according to a specific
ranking. The importance will differ between family businesses based on perception of

these recommendations.

Family harmony and culture

Good family relations are the pillar of good family businesses. As the results indicate,
family businesses always have one or more family members employed in the family

business.

Family harmony does not only happen outside the family business but the family
business is often the place where most family members interact with each other. If
family members have good relations within the family business it often leads to
prosperity for the family members because good relations create a pleasant work

environment.
It is very important that family culture is respected by family members because this

often runs into the family business and often it creates the business culture as well.

Bad family relationships will definitely have an impact on the family business and
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often family members may disrespect each other and this will create a culture of back
stabbing, gossip, mistrust as well as poor individual performance which may

eventually lead to poor business performance and results.

Selection and preparation of the potential successor(s)

It is vital that the correct procedures are followed when selecting and preparing the
potential successor. It is recommended that selection should not be based on
birthright and gender but rather on the successor's competencies, abilities and
qualifications if applicable. The potential successor should also be interested and
willing to take over the family business. It will be very difficult to persuade a potential

successor to take over the business if they are not interested in doing that.

If the potential successor is eligible and willing to take over the business, the
information with regards to who the potential successor(s) will be should be
communicated to all stakeholders. Failure to communicate this information may lead

to inner fighting and poor support from stakeholders.

The successor(s) should be trained and developed and most of this training and
development will come from family members or other stakeholders within the family

business.

Management of the family and business interaction

It is very important that the family business just like any other business enterprise
should have certain regulations that govern the daily activities of the businesses.
Family members should know what is expected of them and they should contribute to

the growth of the family business.

Favoritism in the family business is not an option and family members should
contribute just like any other employee or member of the business. Parallel focus
should always remain an important point in the family business. Family members
should know that the family is just as important as the business and both should

receive mutual respect.
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It is also important that transparency exist from within the family business and every
family member should be treated with equal respect and integrity although the
balance should also be maintained with regards to the different roles held by the
different family members within the family business. Senior management for example

should be treated as such with the respect that they deserve.

Outside interests

It is recommended that the owner-manager should take part in other activities outside
the family business. These interests will focus his attention away from the family
business once retired. If there is no outside interest, the owner manager might find it

difficult to hand the business over to the potential successor(s).

Life outside the family business contributes positively towards the owner’s retirement
and it often makes it easier for the owner not to hold on to the business and not

letting it go when needed.

Rewards from the business

It is recommended that compensation is fair within the family business. Reward
programs should be in place in order to compensate employees fairly and also to
keep and recruit the best possible talent to the business.

Non-family members should not be grieved on the basis of unfair treatment with
regards to compensation and rewards. It is crucial that reward programs also cater
for non-family members not to feel grieved by the fact that the family business will
most often be taken over by a family member who may not be as skilled and
educated as they may be.

Performance of all employees should be objectively evaluated with regular honest
feedback and rewards where possible. Special attention and care should be given to
senior management and executive employees who are not family members. These
members will be pivotal with regards to support for the potential successor as well as

the survival of the family business when the owner-manager decide to retire.
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Outside advice and governance

Corporate governance in business is crucial in ensuring that shareholders and other
stakeholder’s objectives are met. This also goes for family businesses especially
because of the vulnerability that may exist due to the fact that family members may
expect special treatment. Corporate governance will guide employees and ensure
that misbehavior can be dealt with without having to be prejudice about it. Family
members should understand that the family business has the same goal as all
corporate entities and that it should be driven by profitability. Corporate governance
gives management a tool to deal with dishonest behavior in a swift and efficient way

should it be deemed necessary.

Relationship between owner-manager and potential successor

It is evident from the study that the relationship between the owner-manager and the
potential successor scored very low. This relationship is very crucial in order to
ensure a smooth transition of the management succession planning in the family
business. A good relationship between the two parties will also contribute positively

towards improving family relations and harmony in the business.

5.3.2 General recommendations to assist and support family businesses

Continuous research on family business

Of the family businesses that took part in this research, it is evident that family
businesses do survive into the next generation. Below is an extract of Table 4.6 as
depicted earlier. This Table clearly indicates that more family businesses survive into
the next generations. Family businesses have been operating for a while now and
the trend is that it will keep growing. Further research is thus very important in aid of

the survival and further development of these types of businesses.

77



Table 4.6 Generation of family members managing the family business

Generation Number Percentage
1 generation 17 19.8%

2" generation 27 31.4%

3 to 7™ generation 36 41.9%

Not valid 6 7.0%

Total 86 100%

Entrepreneurial focus and support

It is recommended that greater focus and emphasis should be placed on
entrepreneurial programs where the importance of family business should be focused
on. This may come from government institutions such as the Department of Trade
and Industry where advice and information should be made available to family
businesses specifically. Tax incentives could also be given to family businesses that

may not be well established yet.

Educational institutions also play an important role. Focus should be given to family

businesses from school level and it should form part of the curriculum.

5.4 CRITICAL EVALUATION OF THE STUDY

The measurement of success of this study is based upon the achievement of the
primary and secondary objectives, as indicated in Section 1.3 of this study.

5.4.1 Primary objective
The primary objective of this study was to assess succession planning in family

businesses from the perspective of the positive relationship that the owner-manager
should have with all the role players which includes the successor as well as the
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family and other stakeholders such as executive employees who are non-family

members.

The achievement of the primary objective was depended upon realisation of the

secondary objectives.

5.4.2 Secondary objectives

In order to address the primary objective, the following secondary objectives had to

be met:

e To define family businesses.

e To gain insight into the dynamics of family businesses and smooth transitional
succession in family businesses by means of a literature review.

e To determine the role that family harmony, openness and honesty plays with
regards to successful succession in family businesses.

e To analyse and assess the role of successful succession planning with regards to
longevity of family businesses in the Sedibeng region.

e To offer recommendations with regards to succession planning and handing over
of the family business to the successor.

e To examine the relationships between the demographical variable generation and
the constructs measuring management succession.

e To determine the correlations between the dependent and independent variables.

The first objective was achieved as family businesses were successfully defined in

section 2.2 in chapter two of this study.

The second secondary objective, “to gain insight into the dynamics of family
businesses and smooth transitional succession in family businesses by means of a
literature review”, was achieved by means of the literature study as presented in
chapter two.
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The third objective, “to determine the role that family harmony, openness and
honesty plays with regards to successful succession in family businesses”, was

achieved in chapter three of this study by means of a literature review.

The fourth objective, “to analyse and assess the role of successful succession
planning with regards to longevity of family businesses in the Sedibeng region”, was
achieved as it indicates that the research instrument has acceptable reliability. The
Cronbach alpha coefficients were discussed and the findings and conclusions were

presented in chapter four and five of this study.

The fifth objective was “to offer recommendations with regards to succession
planning and handing over of the family business to the successor”, was achieved by
means of a detailed empirical research followed by a presentation thereof in chapter

four as well as conclusions made in chapter five.

e The sixth objective was to examine the relationships between the demographical
variable generation and the constructs measuring management succession in
family businesses in the Sedibeng region of the Gauteng province in South Africa.
This objective was achieved by means of a presentation of the findings of the

results in chapter four under section 4.7 of this study.

e The seventh objective was to determine the correlations between the dependent
and independent variables. This objective was achieved and the results of the
findings were presented in section 4.8 of this study.

It can be concluded that all the secondary objectives were achieved. Based on

achieving all the secondary objectives as well as the recommendations made in this

study, it can be concluded that the primary objective was achieved.

5.5 RECOMMENDATIONS FOR FURTHER RESEARCH

Family businesses play a significant role in the development of the South African

economy.
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More research should be encouraged in order to get a more in-depth understanding
with regards to the challenges faced by small and medium-sized enterprises in South
Africa and especially the challenges with regards to management succession and

succession planning.

5.6 SUMMARY

This chapter focused on discussions surrounding conclusions and recommendations
with regards to the empirical study as well as recommendations given for growth and
further development of family-owned businesses in the Sedibeng district of the
Gauteng province in South Africa. General recommendations were also made that

will help to assist and support family businesses.
Recommendations were also made to bridge the information gap by indicating that

further research on the topic of family businesses and management succession is

needed in order to aid the development of family owned-businesses.
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APPENDIX A

MANAGEMENT SUCCESSION QUESTIONNAIRE

SENIOR GENERATION OWNER-MANAGER
(ACTIVE IN THE FAMILY BUSINESS)

Fo S22 0%

Ensure your Future

Developed and compiled by:

Prof Elmarie Venter (NMMU)
Prof Stephan van der Merwe (NWU)

Contact details:

Prof Stephan van der Merwe
Tel: (018) 299 1414 (w)
Tel: (018) 297 7591 (h)
Fax: (018) 299 1416
Cell: 082 335 0578
E-mail: stephan.vandermerwe@nwu.ac.za
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NORTH-WEST UNIVERSITY
YUNIBESITI YA BOKONE-BOPHIRIMA
NOORDWES-UNIVERSITEIT

POTCHEFSTROOM CAMPUS

Potchefstroom Business School
Dr SP van der Merwe
Tel  (018) 299 1414
Fax (018) 299 1416
1 September 2014 Email stephan.vandermerwe@nwu.ac.za

Dear Respondent
RESEARCH PROJECT: MANAGEMENT SUCCESSION IN FAMILY BUSINESSES

The North-West University in Potchefstroom is currently researching the management succession
process in family businesses. Entrepreneurship, and particularly the family business phenomenon
are relatively ill-defined concepts in South Africa. There is also an apparent lack of adequate
support for such family businesses. The family business is a primary contributor to the economic
and social wellbeing of all capitalist societies and its lack of longevity is a cause for concern. One
of the main reasons posed for this problem is that the required skill to manage the process of
management succession from one generation to the next is often lacking.

The purpose of this research project is to identify the factors that influence the success of the
management succession process of family businesses and to propose managerial approaches
and strategies that will assist family business owners to successfully accomplish the management
succession process.

Should there be more than one successor in your family business, we request that each
successor completes a questionnaire independently. Additional questionnaires are
provided for this purpose, alternatively please feel free to photocopy the relevant
questionnaire. Should you feel that you do not fall into either of the categories stated
above, please contact the undersigned immediately and a replacement questionnaire will
be forwarded to you.

Please complete the questionnaire that applies to your particular position independently and
without consultation among family members. Please place the completed questionnaire in the
envelope and give it to the co-ordinator of this research project. The questionnaire should take
only 15 minutes to complete.

Even though no confidential information is required, your responses will be treated with the
strictest confidentiality. Names of individuals will not appear in the research report. Only
aggregate data and summary statistics will be reported. Each questionnaire has an ID number so
that we can verify the receipt of the returned questionnaire. Should you so require, a copy of the
findings will be forwarded to you.

Thank you in anticipation for your willingness to contribute to the success of this important
research project.

Yours faithfully

Hilton Nell
Tel: (016) 970 7232
Cell: +27 82 6994 450

POTCHEFSTROOM
POTCHEFSTROOM CAMPUS n
* Private Bag X6001 <Potchefstroom <South Africa 2520 <Tel: +27 18 299-1111

*Fax: +27 18 299-2799 -« http://www.nwu.ac.za



A

QUESTIONNAIRE: ACTIVE OWNER-MANAGER

A FAMILY BUSINESS is one that has the potential or has been passed on for the next generation of family
member(s) to manage and control.

SECTION A: FACTORS INFLUENCING SUCCESSION

A number of factors influencing the succession process in family businesses are listed below. Using the following scale
please indicate to what extent you agree or disagree with the statements by circling the appropriate number in each row: 1 =
Strongly disagree; 2 = Disagree; 3 = Somewhat/slightly disagree; 4 = Neither agree nor disagree (neutral); 5 =
Somewhat/slightly agree; 6 = Agree; 7 = Strongly agree

Strongly Neutral Strongly | For
disagree agree | office
< > use
1 Our family members emotionally bond with each other 1121314 |5]6 |7 B
2 Our family members trust each other 11213 |4 |56 |7 C
3 Our family members respect each other 11213 |4 |56 |7 D
4 Our family members communicate openly with each other 11213 |4 |56 |7 E
5 Our family members care about each other's welfare 11213 |4 |56 |7 F
6 Our family members appreciate each other 1123|4567 G
7 The potential successor(s) and | respect each other 11213 |4 |56 |7 H
8 The potential successor(s) and | have a trusting relationship 1 2 3|4 ]|5]|6 |7 I
9 'tl)'lr}:i r?;);int|al successor(s) can be counted on to do what is best for the family 1 ol 3lals|el7 J
10 | The potential successor(s) and | have a mutually supportive relationship 11213 |4 |56 |7 K
11 Lﬁ;%irr to cooperate with the potential successor(s) rather than compete with 11203 lals|el7 L
12 | The potential successor(s) and | freely share our business-related opinions with 11213 als5l6]7 M
each other
13 | The potential successor(s) and | are willing to share information with each other 11213 4|56 |7
14 |1 am looking forward to the pursuit of activities outside the family business after my 11213 |a4l5|6]7 0
retirement
15 | I'have a new challenge or group of interests that will keep me busy after my
) . . 1123 |4 |5]|6]|7 P
retirement from the family business
16 | | aminvolved in hobbies/cultural activities/watching or playing sports 112134567 Q
17 | 1am NOT completely immersed in the challenges of my family business 11213 |4 |56 |7 R
18 | | am heavily involved in activities outside the context of the family business 11213 |4 |56 |7 S
19 | lam happy to let go of the leadership of the family business 11213456 |7 T
20 | My involvement in the family business is NOT essential to keep it running 11213456 |7 U
21 | do NOT have to be persuaded to hand over the leadership of the familybusiness | 1 | 2 | 3 | 4 | 5 | 6 | 7 V
22 | I will willingly hand over the leadership of the family business 11213456 |7 W
23 || am willing to share full financial information with others involved in the family 11213|a4l56]7 X
business
24 Family members accept their roles and positions in the business 1 2 13| 4|56 |7 Y
25 Family members understand their specific responsibilities in the business 1 2 13| 4|56 |7 VA
26 | Family members in the business freely express their opinions about the business 11213456 |7 AA
27 Eﬁg:}lgs’?embers work as a team with other family members involved in the 1 ol 3lals|el7 AB
28 Family members acknowledge each other’s achievements in the business 1 2 13|14 |56 |7 AC
29 Esgiwrl]lgsngembers encourage each other to produce their best efforts in the 11213|a4l5|6]7 AD
30 | Conflict between family members involved in the business is effectively resolved 112134 |5]6 |7 AE
31 Explicit succession criteria have been developed for identifying the best 11213|4l5|6]7 AF
successor(s)
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Strongly Neutral Strongly | For
disagree agree | office
< > use
32 | Explicit efforts have been made to train the potential successor(s) for his/her/their
. . . 1123 |4 |5]6]|7 AG
future role in the family business
33 Explicit attention has been given to familiarise the potential successor(s) with the
. : . . 1123 |4 |5]6]|7 AH
employees of the family business prior to succession
34 Explicit attention has been given to familiarise the potential successor(s) with the
. . ) . 1123 |4 |5]6]|7 Al
family business prior to the succession
35 | The decision about who the successor(s) will be, has been clearly communicated 11203 lals|el7 AJ
to key stakeholders
36 |A proper process has been followed to identify a suitable successor(s) for the 11213 als5l6]7 AK
family business
37 | The succession process has been discussed with key stakeholders 1 2 13|14 ]|5]|6 |7 AL
38 | There is a written succession plan in place 1 2 13| 4|56 |7 AM
39 'tl)'lr}(sei r?é);int|al successor(s) has/have a strong desire to take over the family 11203 lals|el7 AN
40 | The potential successor(s) is/are happy to work in the family business 11213 |4 |56 |7 AO
41 The. potential successor(s) has/have a choice whether to work in the family 11203 lals|el7 AP
business or not
42 | The potential successor(s) prefer(s) to work in the family business even if 11o2l3lals|el7 AQ
she/helthey has/have other career options to choose from
43 | The potential successor(s) is/are looking forward to managing the family business 1121314 |5]6 |7 AR
44 | The potential successor is willing to putin a great deal of effort beyond that
. . . 1123|4567 AS
normally expected in order to help the family business be successful
45 | The potgntlal ;uccessor(s) isfare proud to tell others that he/she/they is/are part of 11203 lals|el7 AT
the family business
46 | The potential successor(s) has/have a great deal of confidence in his/her/their
. . . 1123 |4 |5]6]|7 AU
ability to manage the family business
47 || tru.st the potgntlal successor(s) to use his/her/their own judgement in making 11213 als5l6]l7 AV
business decisions
48 | The potential successor(s) has/have the ability to deliver good business results 11213 |4 |56 |7 AW
49 Ig:rt)otentlal successor(s) has/have the best interests of the family business at 11203 lals|el7 AX
50 | I'have a great deal of confidence in the integrity of the potential successor(s) 11213 |4 |56 |7 AY
51 | can rely on the potential successor(s) to complete assigned tasks 11213 |4 |56 |7 AZ
52 | Itrust that the potential successor(s) know(s) the family business 11213 |4 |56 |7 BA
53 || haye a great deal of trust in the ability of the potential successor(s) to manage the 11213 |a4l5|6]7 BB
family business
54 | The potential successor(s) has/have relevant business experience other than that
obtained in the family business that has prepared him/her/them to take over the 11213 |4 |56 |7 BC
family business
55 | The potential successor(s) has/have worked at lower levels within the family 11213 als5l6]7 BD
business, which has prepared him/her/them to take over the family business
56 | The potential successor(s) has/have been exposed to different activities within the 11213|a4l56]7 BE
family business that have prepared him/her/them to take over the family business
57 | The potential successor(s) has/have received personal tutoring in specific skills or
knowledge areas, which has prepared him/her/them to take over the family 11213 |4 |56 |7 BF
business
58 | The potential successor(s) has/have been mentored by someone other than 11213 als5l6]7 BG
myself that has prepared him/her/them to take over the family business
59 | The potential successor(s) has/have a personal advice network that has prepared
. . . 1123 |4 |5]6]|7 BH
him/her/them to take over the family business
60 | The potential successor(s) has/have an academic qualification(s) that has/have
. . . 1123 |4 |5]6]|7 2]
prepared him/her/them to take over the family business
61 The potential successor(s) has/have regularly attended business-related
courses/seminars that have prepared him/her/them to take over the family 1 213|456 |7 BJ
business
62 | The family business has a formal board of directors 11213 |4 |5]6|7 BK
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Strongly Neutral Strongly | For
disagree agree | office
< > use
63 | The family business has a written business plan 11213 |4 |56 |7 BL
64 | The famlly business has a formal structure where family and business issues can 11203 lals|el7 BM
be discussed
65 | The family business has a formal document that describes the relationship
. . 1123 |4 |5]6]|7 BN
between the family and the business
66 | The family typically involves outsiders (consultants, solicitors, accountants, bank
. . L : . 1123|4567 BO
managers etc.) in the most important decisions related to our family business
67 It is exciting for the potential successor(s) to work in the family business 1 2 |3 |4 |5]|6 |7 BP
68 | ltis rewarding for the potential successor(s) to work in the family business 11213 |4 |56 |7 BQ
69 | Opportunities offered to the potential successor(s) in the family business are more
. 1123 |4 |5]6]|7 BR
challenging than anywhere else
70 | The potential successor(s) is/are able to satisfy his/her/their personal development
o . . 1123 |4 |5]6]|7 BS
goals within the family business
71 The potential successor(s)’s career needs and interests are closely aligned with
R ; . 1123|4567 BT
opportunities within the family business
72 Thei poten.tlal successor(s) is/are able to influence the strategic direction of the 11203 lals|el7 BU
family business
73 | The long-term financial gains available to the potential successor(s) from the
continuation of our business as a family business are much higher than they would | 1 2 13| 4|56 |7 BV
be if the business were sold
74 | The long-term non-financial gains available to the potential successor(s) from the
continuation of our business as a family business are much higher thantheywould | 1 | 2 | 3 | 4 | 5 | 6 | 7 BW
be if the business were sold
75 | The family business is financially secure 1123|4567 BX
76 | The family business offers the potential successor(s) job security 1123|456 |7 BY
77 | The family business has potential for future expansion 1 2 13| 4|56 |7 BZ
78 | The family values the business and its future survival 11213 4|56 |7 CA
79 | A major objective of the family business is to pass it on to the next generation 11213 |4 |56 |7 CB
80 | | am deeply committed to continuing the family business 11213 |4 |56 |7 CC
81 The successor is deeply committed to continuing the family business 11213 |4 |56 |7 CD
82 AII.famlly mempers actively involved in the family business are deeply committed 1 ol 3|lals|el7 CE
to its continuation
83 | | want my children to be involved in the family business 1123|456 |7 CF
84 | lwil be.very cﬁsappomted, if none of the next generation of family members join 11213 als5l6]7 cG
the family business
85 Thgre will be sufficient capital to run the family business effectively after my 11203 lals|el7 CH
retirement
86 | have a current will that accurately reflects my wishes regarding the disposition of
. . 1123 |4 |5]6]|7 Cl
the family business
87 | lwill be financially secure after retiring from the family business 1123|456 |7 CJ
88 Explicit decisions have been made about how family assets and ownership are to
be distributed among family members of the next generation, once | retire fromthe | 1 | 2 | 3 | 4 | 5 | 6 | 7 CK
family business
89 | have done estate planning in addition to my basic will 1 2 13| 4|56 |7 CL
90 A perlodlcgl ana[ysm takes place regarding the role of the family and the business 1 ol 3lals|el7 CM
in the family business
91 There is a proper understanding among family members of what the family
business strategy will be after leadership is transferred to the potential 11213 |4 |56 |7 CN
successor(s)
92 | Family members often discuss family and business goals 11213 |4 |5]6|7 (6]0)
93 The. family often d|scus.ses the future role and involvement of the family in the 11ol3lals|el7 CcP
business after succession
94 | | expect that the family business will perform as well or better after the
management/leadership of the business is handed over to the potential 1123 |4 |56 |7 caQ
successor(s)
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Strongly Neutral Strongly | For
disagree agree | office
< > use
95 | expect that the family business will be sustainable after the
management/leadership of the business is handed over to the potential 1 2 4 | 5|6 |7 CR
successor(s)
96 | expect that the relationships among family members will be positive after the
management/leadership of the business is handed over to the potential 112 4 | 516 |7 CS
successor(s)
97 | I expect that the relationships with stakeholders (networks, suppliers, etc.) will be
positive after the management/leadership of the business is handed over to the 1 2 4 | 5|6 |7 CT
potential successor(s)
98 | expect that all family members involved in the family business will be satisfied 1 2 41567 cu
with the succession process
99 | I expect that the potential successor(s) will be satisfied with the succession 119 41567 oV
process
100 | I expect that the family will support the family business after the
management/leadership of the business is handed over to the potential 112 4 | 516 |7 Cw
successor(s)
101 | | expect to be satisfied with the succession process 1 2 4 | 5|6 |7 CX
102 | | expect the business to be financially secure after the management/leadership of 119 41567 oY
the business is handed over to the potential successor(s)
103 | I expect that the potential successor(s) will improve/increase the revenues and
profits of the family business after the management/leadership of the business is 112 4 | 516 |7 Cz
handed over to him/her/them
104 | | expect the employees of the family business to be committed to the business
after the management/leadership of the business is handed over to the potential 1 2 4 | 516 |7 DA
successor(s)
SECTION B: BIOGRAPHICAL INFORMATION
1.1 Has the leadership/management of your family business been passed onto a family Y,
) es 1| DB
member in the
past few years? No 2
1.2 If YES, please indicate the year in which such leadership/management was passed onto the current owner-manager. DC
2 ]Icf N?, please indicate whether it is anticipated that the leadership/management of the Yes .| op
amily
business will be handed over to a family member in future. No 2
3 Please indicate the number of full-time employees employed in the family business (including family members). DE
4 Please indicate the activities (within a branch of industry) of the family business (e.g. manufacturing of DF
leather products, grocery store, hairdresser, farming)
5 Indicate your current position in the family business: DG

51 Retiring owner-manager of the family business (will soon retire from active
management of the

family business)
5.2 Retired owner-manager (have already retired from the management of the family
business)
5.3 Successor (have already taken over the management of the family business from a
family member)
54 Designated successor (will soon succeed the family member who now manages the
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10

11

12

13

14

15

family

business)

55 Potential successor (could possibly be a successor to the family member currently
managing the

business)
5.6 Other family member (please indicate)

Indicate which generation (1st, 2nd, 3rd, etc.) that you represent in the family business.

How many family members work full-time in the family business (including in-laws)?
7.1 One

7.2 Two
7.3 Three - Four
74 Five or more

What percentage of business shares is controlled by your family?

8.1 Less than 50%
8.2 50%
8.3 More than 50%

Please indicate the gender of the following family members:

9.1 Retiring owner-manager (yourself)
e Male
e Female
9.2 Potential successor
e Male
e Female

Please indicate the ethnic background of your family

10.1 White
10.2 Black
10.3 Asian

104 Coloured

Please indicate the form of ownership of your family business

111 Sole proprietorship
11.2 Partnership

11.3 Close corporation
11.4 Private company
115 Business trust

11.6 Other (please specify)

How long do you anticipate it will be before you retire?

12.1 Within the next two years
12.2 Within the next five years
12.3 Within the next ten years
12.4 More than ten years

What age do you (the retiring owner-manager) expect to be at the time of the anticipated succession?
What age do you expect the potential successor to be at the time of the anticipated succession?

Since when has your business been operating as a family business?

Comments or suggestions on the management succession process:

N E I SR

DJ |

B |w o=

| DN |

o (o |s [w v =

& jw | (=
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If you would like a copy of the research findings, please provide your name and postal address.

THANK YOU FOR YOUR TIME AND COOPERATION.
MANAGEMENT SUCCESSION

QUESTIONNAIRE

POTENTIAL OR DESIGNATED SUCCESSOR
(ACTIVE IN THE FAMILY BUSINESS)

N BUS|
LU
we A‘%

Ensure your Future

Developed and compiled by:

Prof Elmarie Venter (NMMU)
Prof Stephan van der Merwe (NWU)

Contact details:
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NORTH-WEST UNIVERSITY
YUNIBESITI YA BOKONE-BOPHIRIMA
NOORDWES-UNIVERSITEIT
POTCHEFSTROOM CAMPUS

Potchefstroom Business School
Dr SP van der Merwe
Tel  (018) 299 1414

Prof Stephan van der Merwe Fax (018) 299 1416
Tel: (018) 299 1414 (w) Email stephan.vandermerwe@nwu.ac.za
Tel: (018) 297 7591 (h)
Fax: (018) 299 1416
Cell: 082 335 0578
E-mail: stephan.vandermerwe@nwu.ac.za

Copyright reserved

1 September 2014
Dear Respondent
RESEARCH PROJECT: MANAGEMENT SUCCESSION IN FAMILY BUSINESSES

The North-West University in Potchefstroom is currently researching the management succession
process in family businesses. Entrepreneurship, and particularly the family business phenomenon
are relatively ill-defined concepts in South Africa. There is also an apparent lack of adequate
support for such family businesses. The family business is a primary contributor to the economic
and social well being of all capitalist societies and its lack of longevity is a cause for concern. One
of the main reasons posed for this problem is that the required skill to manage the process of
management succession from one generation to the next is often lacking.

The purpose of this research project is to identify the factors that influence the success of the
management succession process of family businesses and to propose managerial approaches
and strategies that will assist family business owners to successfully accomplish the management
succession process.

Should there be more than one successor in your family business, we request that each
successor completes a questionnaire independently. Additional questionnaires are
provided for this purpose, alternatively please feel free to photocopy the relevant
questionnaire. Should you feel that you do not fall into either of the categories stated
above, please contact the undersigned immediately and a replacement questionnaire will
be forwarded to you.

Please complete the questionnaire that applies to your particular position independently and
without consultation among family members. Please place the completed questionnaire in the
envelope and give it to the co-ordinator of this research project. The questionnaire should take
only 15 minutes to complete.

Even though no confidential information is required, your responses will be treated with the
strictest confidentiality. Names of individuals will not appear in the research report. Only
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aggregate data and summary statistics will be reported. Each questionnaire has an ID number so
that we can verify the receipt of the returned questionnaire. Should you so require, a copy of the
findings will be forwarded to you.

Thank you in anticipation for your willingness to contribute to the success of this important
research project.

Yours faithfully
Hilton Nell

Tel: (016) 970 7232
Cell: +27 82 6994 450

POTCHEFSTROOM
POTCHEFSTROOM CAMPUS n
* Private Bag X6001 <Potchefstroom <South Africa 2520 <Tel: +27 18 299-1111
*Fax: +27 18 299-2799 - http://www.nwu.ac.za
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A

QUESTIONNAIRE: POTENTIAL OR DESIGNATED
SUCCESSOR

A FAMILY BUSINESS is one that has the potential or has been passed on for the next generation of family
member(s) to manage and control.

SECTION A: FACTORS INFLUENCING SUCCESSION

A number of factors influencing the succession process in family businesses are listed below. Using the following scale
please indicate to what extent you agree or disagree with the statements by circling the appropriate number in each row: 1=
Strongly disagree; 2 = Disagree; 3 = Somewhat/slightly disagree; 4 = Neither agree nor disagree (neutral); 5 =
Somewhat/slightly agree; 6 = Agree; 7 = Strongly agree

Strongly Neutral Strongly | For
disagree agree | office
< > use
1 Our family members emotionally bond with each other 1 2 13| 4|56 |7 B
2 Our family members trust each other 1123|4567 C
3 Our family members respect each other 1123|4567 D
4 Our family members communicate openly with each other 1 2 13|14 |56 |7 E
5 Our family members care about each other’s welfare 11213 |4 |56 |7 F
6 Our family members appreciate each other 11213 |4 |56 |7 G
7 The retiring owner-manager and | respect each other 11213 |4 |56 |7 H
8 The retiring owner-manager and | have a trusting relationship 1 2 3|4 |5]|6]|7 I
9 IS; r:(:;tslzng owner-manager can be counted on to do what is best for the family 112131al5!l6!7 J
10 The retiring owner-manager and | have a mutually supportive relationship 1123|456 |7 K
11 Lﬁ;?:\irr to cooperate with the retiring owner-manager rather than compete with 11213 als5l6]7 L
12 The retiring owner-manager and | freely share our business-related opinions with 1 ol 3|lals|el7 M
each other
13 The retiring owner-manager and | are willing to share information witheachother | 1 | 2 | 3 | 4 | 5 | 6 | 7 N
14 The retiring owner-manager is looking forward to the pursuit of activities outside
. . . : 1123 |4 |5]6]|7 0
the family business after his/her retirement
15 The retiring owner-manager has a new challenge or group of interests that will
) . . . 1123 |4 |5]6]|7 P
keep him/her busy after retirement from the family business
16 The.retmng owner-manager is involved in hobbies/cultural activities/watching or 1 ol 3lals|el7 Q
playing sports
17 The retiring owner-manager is NOT completely immersed in the challenges of
. . . 1123 |4 |5]6]|7 R
his/her family business
18 The retiring owner-manager is heavily involved in activities outside the context of
. . 1123 |4 |5]6]|7 S
the family business
19 The. retiring owner-manager is happy to let go of the leadership of the family 11213|4l56]7 T
business
20 The retiring owner-manager feels that his/her involvement in the family business
. . . . 1123 |4 |5]6]|7 U
is NOT essential for its survival
21 The retiring owner-manager does NOT have to be persuaded to hand over the
) . . 1123 |4 |5]6]|7 v
leadership of the family business
22 'tl)'Lusei r:zggng owner-manager will willingly hand over the leadership of the family 11213l als5l6]7 W
23 The retiring owner-manager is willing to share full financial information with
) . . . 1123 |4 |5]6]|7
others involved in the family business
24 Family members accept their roles and positions in the business 1 2 1314|156 |7 Y
25 Family members understand their specific responsibilities in the business 1 2 13|14 |56 |7 VA




Strongly Neutral Strongly | For
disagree agree | office
< > use
26 Family members in the business freely express their opinions about the business | 1 2 |1 3|4 |56 |7 AA
27 Eﬁgi]:gs?embers work as a team with other family members involved in the 11213|a4l5|6]7 AB
28 Family members acknowledge each other’s achievements in the business 1 2 13|14 ]|5|6 |7 AC
29 Eﬁg?r:lgsnswembers encourage each other to produce their best efforts in the 1 2l 3lals|el7 AD
30 Conflict between family members involved in the business is effectively resolved 1121314 |5]6 |7 AE
31 Explicit succession criteria have been developed for identifying the best 11203 lals|el7 AF
successor(s)
32 EXp.|ICIt efforts have been made to train me for my future role in the family 1121314567 AG
business
33 Exp!|0|t attgntlon h.as been given to familiarise me with the employees of the 1 ol 3lals|el7 AH
family business prior to succession
34 Explicit attgnhon has been given to familiarise me with the family business prior 1 ol 3lals|el7 Al
to succession
35 The decision about who the successor(s) will be, has been clearly communicated 11203 lals|el7 AJ
to key stakeholders
36 A proper process has been followed to identify a suitable successor(s) for the 11o2l3lals|el7 AK
family business
37 The succession process has been discussed with key stakeholders 1 2 13| 4|56 |7 AL
38 There is a written succession plan in place 11213 |4 |56 |7 AM
39 | have a strong desire to take over the family business 11213 |4 |56 |7 AN
40 | am happy to work in the family business 11213 |4 |56 |7 AO
41 | have a choice whether to work in the family business or not 112134 |5]6 |7 AP
42 | prefer to work in the family business even though | have other career options to 11213 als5l6]7 AQ
choose from
43 | am looking forward to managing the family business 1123|456 |7 AR
44 | am willing to put in a great deal of effort beyond that normally expected in order
. . 1123 |4 |5]6]|7 AS
to help the family business be successful
45 | am proud to tell others that | am part of the family business 1 2 3|4 |5]|6]|7 AT
46 | have a great deal of confidence in my ability to manage the family business 11213 |4 |56 |7 AU
47 The. retiring owner-manager trusts me to use my own judgement in making 1 ol3lal|5]6!|7 AV
business decisions
48 :;ahsi Irtt;tmng owner-manager knows | have the ability to deliver good business 1 ol 3lals|el7 AW
49 The. retiring owner-manager believes | have the best interests of the family 11213 |a4l5|6]7 AX
business at heart
50 The retiring owner-manager has a great deal of confidence in my integrity 1 2 3|4 |5]|6]|7 AY
51 The retiring owner-manager can rely on me to complete assigned tasks 11213 |4 |56 |7 AZ
52 The retiring owner-manager trusts that | know the family business 1 2 1314|567 BA
53 Thel retmng owner-manager has a great deal of trust in my ability to manage the 11213l als5!l6]7 BB
family business
54 | have relevant business experience other than that obtained in our family
: . . 1123 |4 |5]6]|7 BC
business that has prepared me to take over the family business
55 | have worked at lower levels within the family business, which has prepared me
. ) 1123 |4 |5]6]|7 BD
to take over the family business
56 | have been exposed to different activities within the family business that have
j . 1123 |4 |5]6]|7 BE
prepared me to take over the family business
57 | have received personal tutoring in specific skills or knowledge areas, which has
) ) 1123 |4 |5]6]|7 BF
prepared me to take over the family business
58 | have been mentored by someone other than my father/mother that has
. . 1123 |4 |5]6]|7 BG
prepared me to take over the family business
59 LE;\:% :Spersonal advice network that has prepared me to take over the family 1 ol 3lals|el7 BH
60 | have an academic qualification(s) that has/have prepared me to take over the
. . 1123 |4 |5]6]|7 2]
family business
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61 | have regularly attended business-related courses/seminars that have prepared
. . 1123 |4 |5]6]|7 BJ
me to take over the family business
62 The family business has a formal board of directors 1123|4567 BK
63 The family business has a written business plan 1 2 13|14 ]|5|6 |7 BL
64 The famny business has a formal structure where family and business issues can 1 2l 3lals|el7 BM
be discussed
65 The family business has a formal document that describes the relationship
. . 1123|4567 BN
between the family and the business
66 The family typically involves outsiders (consultants, solicitors, accountants, bank
. . L : . 1123 |4 |5]6]|7 BO
managers etc.) in the most important decisions related to our family business
67 I find it exciting to work in the family business 1123|4567 BP
68 | find it rewarding to work in the family business 11213 |4 |56 |7 BQ
69 g;s)gortunities offered in the family business are more challenging than anywhere 11o2l3lals|el7 BR
70 | am able to satisfy my personal development goals within the family business 11213 |4 |56 |7 BS
71 My pareer‘needs and interests are closely aligned with opportunities within the 11203 lals|el7 BT
family business
72 | am able to influence the strategic direction of the family business 1123|4567 BU
73 The long-term financial gains available to me from the continuation of our
business as a family business are much higher than they would be if the 1 213|456 |7 BV
business were sold
74 The long-term non-financial gains available to me from the continuation of our
business as a family business are much higher than they would be if the 11213 |4 |56 |7 BW
business were sold
75 The family business is financially secure 1123|4567 BX
76 The family business offers me job security 1123|456 |7 BY
77 The family business has potential for future expansion 1 2 13|14 |56 |7 BZ
78 The family values the business and its future survival 11213 4|56 |7 CA
79 A major objective of the family business is to pass it on to the next generation 11213 |4 |56 |7 CB
80 IS; r:ztslzng owner-manager is deeply committed to continuing the family 1 ol 3|lals|el7 ce
81 | am deeply committed to continuing the family business 11213 |4 |56 |7 CD
82 AII.fam|Iy mem_bers actively involved in the family business are deeply committed 11213 als5l6]7 CE
to its continuation
83 The. retiring owner-manager wants his/her children to be involved in the family 11213 als5l6]7 CF
business
84 The retiring owner-manager will be very disappointed if none of the next
: . - . . 1123 |4 |5]|6]|7 CG
generation of family members join the family business
85 There will be sufﬁuent capital to run the family business effectively after the 11213 als5l6]7 CH
owner-manager’s retirement
86 The retiring owner-manager has a current will that accurately reflects his/her
. ) I . . 1123 |4 |5]6]|7 Cl
wishes regarding the disposition of the family business
87 IS; r::tsl’!ng owner-manager will be financially secure after retiring from the family 11213|a4l56]7 cl
88 Explicit decisions have been made about how family assets and ownership are to
be distributed among members of the next generation, once the owner-manager 1 213|456 |7 CK
has retired from the family business
89 mle retiring owner-manager has done estate planning in addition to his/her basic 11213l als5l6]7 oL
90 A pgriodigal analysig takeg place regarding the role of the family and the 1 ol 3lals|el7 CM
business in the family business
91 There is a proper understanding among family members of what the family
business strategy will be after leadership is transferred to the potential 11213 |4 |56 |7 CN
successor(s)
92 Family members often discuss family and business goals 1123|456 |7 CO
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93 Thel family often dlscuslses the future role and involvement of the family in the 11203 lals|el7 cP
business after succession
94 | expect that the family business will perform as well or better after the 11ol3lals|el7 cQ
management/leadership of the business is handed over to me
95 | expect that the family business will be sustainable after the
. . . 1123 |4 |5]6]|7 CR
management/leadership of the business is handed over to me
96 | expect that the relationships among family members will be positive after the
. . . 1123 |4 |5]6]|7 CS
management/leadership of the business is handed over to me
97 | expect that the relationships with stakeholders (networks, suppliers, etc.) will be
i . . . 1123 |4 |5]6]|7 CT
positive after the management/leadership of the business is handed over to me
98 | gzxpect that all fam|ly members involved in the family business will be satisfied 1 ol 3lals|el7 cu
with the succession process
99 | expect to be satisfied with the succession process 112134 |5]6 |7 Cv
100 | expect that the family will support the family business after the
. . . 1123 |4 |5]6]|7 Ccw
management/leadership of the business is handed over to me
101 | expect the retiring owner-manager to be satisfied with the succession process 11213 |4 |56 |7 CX
102 | expect the business to be financially secure after the management/leadership of
) . 1123 |4 |5]6]|7 CcYy
the business is handed over to me
103 | expect to improve/increase the revenues and profits of the family business after
. . . 1123 |4 |5]6]|7 Cz
the management/leadership of the business is handed over to me
104 | expect the employees of the family business to be committed to the business
: ; . 1123 |4 |5]6]|7 DA
after the management/leadership of the business is handed over to me
SECTION B: BIOGRAPHICAL INFORMATION
1.1 Has the leadership/management of the family business been passed onto a family
) Yes 1| DB
member in the
past few years? No 2
1.2 If YES, please indicate the year in which such leadership/management was passed onto the current owner-manager. DC
2 If NO, please indicate whether it is anticipated that the leadership/management of the Yes .| oo
family
business will be handed over to a family member in future. No 2
3 Please indicate the number of full-time employees employed in the family business (inlcuding family members). DE
4 Please indicate the activities (within a branch of industry) of the family business (e.g. manufacturing of DF
leather products, grocery store, hairdresser, farming)
5 Indicate your current position in the family business: DG
5.1 Retiring owner-manager of the family business (will soon retire from active
management of the
family business) 1
5.2 Retired owner-manager (have already retired from the management of the family
business) 2
53 Successor (have already taken over the management of the family business from a
family member) 3
54 Designated successor (will soon succeed the family member who now manages the
family
business)
55 Potential successor (could possibly be a successor to the family member currently
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11

12

13

14

15

managing the
business)
5.6 Other family member (please indicate)

Indicate which generation (1st, 2nd, 3rd, etc.) that you represent in the family business.

How many family members work full-time in the family business (including in-laws)?
7.1 One

7.2 Two
7.3 Three - Four
74 Five or more

What percentage of business shares is controlled by your family?
8.1 Less than 50%

8.2 50%
8.3 More than 50%
Please indicate the gender of the following family members:
9.1 Retiring owner-manager
e Male
e Female
9.2 Potential successor (yourself)
e Male
e Female

Please indicate the ethnic background of your family

10.1 White
10.2 Black
10.3 Asian

104 Coloured

Please indicate the form of ownership of your family business

11.1 Sole proprietorship
11.2 Partnership

11.3 Close corporation
11.4 Private company
11.5 Business trust

11.6 Other (please specify)

ES ESC I R B
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How long do you anticipate it will be before the current owner-manager retires?
121 Within the next two years

12.2 Within the next five years
12.3 Within the next ten years
12.4 More than ten years

What age do you expect the retiring owner-manager to be at the time of the anticipated succession?

What age do you expect the potential successor (yourself) to be at the time of the anticipated succession?

Since when has your business been operating as a family business?

Comments or suggestions on the management succession process:
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If you would like a copy of the research findings, please provide your name and postal address.

THANK YOU FOR YOUR TIME AND COOPERATION.
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