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7 Steps for family business success
A checklist to consider when transitioning from one generation to the next

Thursday, May 12, 2011

Family business consultant David Specht has a story he likes to share with ag audiences: A farmer wakes up one summer morning and
goes out into his field to check if his crop is ready to harvest. To his astonishment, there is no crop and weeds have taken over the field.
The farmer scratches his head and then remembers he forgot to prepare the ground in the spring and never got around to planting.
Specht, who is also a lecturer in family business management at the University of Nebraska-Lincoln, acknowledges that this is a pretty
silly story, but he says it is much akin to what happens when farm and ranch businesses fail to prepare a succession plan - they have no
crop - no legacy - for the future.

As examples, he cites poor communication among family and business leaders; the absence of an estate plan for the controlling owner,
no documented training and entry plan for the next generation; and no true exit plan for the controlling generation as factors that can
lead to a barren future for the business.

To reduce the likelihood of that scenario, Specht promotes “preparing the ground” for the next generation - be it a farm or ranch or any
family business. He notes this is important not only for the business legacy to continue, but for the economy to remain viable as well,
and says, “Family business is the engine that drives our economy in the United States.”

Creating Continuity

Specht believes that often times succession plans aren't fruitful because all of the necessary parties aren’t included in the planning
process. Rather, it is just the senior generation taking a top down approach to what the future will be - or worse nothing is done until a
tragedy occurs.

To that end, Specht emphasizes seven crucial areas that families in business must develop to facilitate a successful transition to the next
generation. He calls it his “Continuity Quotient,” and it includes:

1. Communication. "Communication is one of the most serious factors affecting succession planning,” says Specht. Namely,
communication from the senior generation to younger generation about the expectations for the business as well as the younger
generation communicating with the senior generation about their own expectations is key for success. But, Specht also emphasizes that
all generations should have a voice and all parties should be included - including family members who do not work directly in the
business. Families should create an environment where all can discuss the business and what it means without uncontrolled amounts of
conflict? Specht encourages family meetings and says it is best to “err on the side of over communication.”

2. Business & Estate Planning. Specht explains that this entails the legal and financial aspects of transitioning a business from one
generation to the next. When effective communication has taken place, the estate planning process should allow for perspectives from all
generations to be taken into consideration. As the estate plan is put together Specht says, “Try to eliminate surprises.” Additionally, he
emphasizes that the plan should be documented and the process should be a coordinated effort with your professional team such as a
CPA, lawyer, financial planner, banker and insurance professional. He concludes, “Make this a collaborative effort. It becomes difficult to
have a successful plan if the entities don't work together.”

3. Leadership Development. This facet addresses the changing roles between the senior generation and the returning generation. Some
questions to ponder include: Has the younger generation gained confidence, knowledge, skills and experience by working away from the
business for a time? - which Specht is a proponent of. Is there an entrance strategy for next generation? Is the senior generation willing
to delegate meaningful responsibility to the younger generation? Is the next generation willing to share risk? “The senior generation is a
valuable resource, but their role may need to change and decision-making responsibility should begin to transition to the next
generation,” Specht explains. He suggests that a written job description can be useful in this process. “The next generation needs to have
a defined role and a written job description can help give clarity about expectations, as well as accountability,” says Specht.

4. Trust. For the successful transition of a business a level of mutual respect must develop between the generations. Does the senior
generation trust the business decisions and financial capabilities of the next generation? Does the next generation view the family
business for it's legacy of family stewardship or simply as a financial asset. Communication can help foster some of this development of
trust.

5. Personal Resilience. Specht points out that not every individual is wired to be an owner - and individuals can address obstacles and
stress differently. This must be considered as future plans are made for the business. It's a facet that can also be addressed with good
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communication among the family.

6. Retirement Investment Planning. As the senior generation makes plans to retire or step away from the business, they must
evaluate how much capital is needed to retire and when they will back out of the business. This too should be discussed with the family
and business leadership and be considered in the transition process.

7. Key non-family employees. The communication and succession planning process should not overlook key non-family business
employees. Do they know what the vision is for the business? Do they respect the next generation? Is there an incentive for them to
stay? By including them in the information and plans, many conflicts can be avoided.

Specht says that by evaluating these seven areas, preparation of the senior generation and readiness of the next generation can be
measured - and areas that need more attention can be addressed.

Dave Specht has developed The Family Business Continuity Audit, an online tool to help assess, organize and quickly determine the areas
of continuity that are most important for the family to address. For more information contact him via his website at www.davespecht.com
or (402) 470-7416.

Related Links:

">Content © 2011
">Software © 1998-2011 1up! Software, All Rights Reserved

http://www.cattlebusinessweekly.com/print.asp?SectionID=1&SubsectionID=1&ArticlelID=3451 Page 2 of 2



