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Family
businesses
Time to act
Are family businesses doomed to fail? Not
necessarily, says the author, if the challenges
are addressed and the right actions are taken.
Not all family-owned businesses are created equal, with
striking differences as relates to industry, owner
involvement, structure and perhaps most importantly,
success. On the one hand are world-class businesses
competing with key market players, which not only
benefit the family but the community as a whole and
on the other hand lay the remains of what once was a
family-owned business. The wide spectrum between the
two offers valuable lessons for those smart enough to
learn from their experiences.

Most successful businesses in the Middle East today are,
or were started as, family groups. What is interesting
now in the current global economic climate is whether
this success can be replicated, simply because the rules
of the game have significantly changed: The economic
challenges facing the world has made it more difficult
for a family-owned business to obtain funding on the
basis of name or reputation alone as financial
institutions and other creditors are looking more into
business fundamentals and cash flows. Further, over the
past decade or so, the Middle East has witnessed the
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profound effects of globalization and world trade
arrangements which created more competitive pressures
on family and other businesses. Such pressures including reduced trade barriers, opening certain
industries and economical activities to further
competition and eliminating monopolies - have resulted
in changing the landscape of doing business in the
Middle East and made it essential for family businesses,
in particular, to re-examine their business model and
address related challenges.

Organizations are increasingly facing
more and more challenges requiring a
new set of skills to run a successful
business model, which skills are not
totally available within the family
Key issues facing a family business
The success of a family business, as in any other
organization, lies in its ability to identify and address
various challenges, issues and problems, some of which
are outlined below:
1. Structural issues
The first set of challenges and issues facing family
businesses relate to ownership and management,
governance, structure and organization.
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At the outset, it is important to point out that one of
the main limitations of family entities is the lack of
separation of ownership from management. In today’s
competitive marketplace, the old approach does not
necessarily work as it used to in the past. On the one
hand, organizations are increasingly facing more and
more challenges requiring a new set of skills to run a
successful business model, which are not totally
available within the family. On the other hand, such
limitations are compounded when the family affairs
and business matters intermix, posing significant threat
to the success and survival of the organization.
Along the same lines, and because such a practice has
not been established by family entities in the past, we
have seen lot of those entities now facing considerable
difficulties in attracting and retaining non-family talent
to co-manage (or manage) specialized businesses and
functions in general, an issue that is both, significant
and detrimental.
Another major issue is the lack of a proper governance
framework, which negatively affects the ability of the
organization to control its actions, increase the
likelihood of irregularities and result in inconsistencies in
the way business is conducted. This mainly pertains to
the absence of one or more of the following elements –
among others:
• Adequate policies, systems and procedures
• Independent directors at the Board level
• Robust financial reporting framework
• Internal audit function with appropriate reporting lines
• Proper budgeting system, including the definition of
relevant Key Performance Indicators (KPIs) with related
monitoring controls
• Adequate guidelines for proper succession planning
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A considerable weakness also is the issue of loose
structures, whence the entity (or the group of entities)
lacks logical organization in terms of type of business
and/or industry group. In some cases, certain activities
and investments are held and controlled by the owner(s)
himself (themselves), in other cases the entities are
mixed up in non-compatible lines of business
(technology and real estate for example), which
inevitably leads to significant challenges in
management, control, monitoring and accountability.
Such an issue is perhaps one of the by-products of the
lack of strategic direction at the group level where
entities and businesses sometimes operate in different or in extreme cases, contradicting - directions.
2. Inherent limitations
Besides governance and other structural issues and
shortfalls mentioned above, the very unique
characteristics of a family business can sometimes pose
other challenges and limitations, the extent of which
varies significantly among organizations and depends
on various factors relating to the family, internal
relationships, the family member(s) controlling the
business (first, second or third generation) among
other issues.
At the top of the list of inherent limitations and issues,
lies the potential of conflict among family members,
which - needless to say - can threat the very survival of
the organization. This is more noted at times of
transition to the second or third generation and is
further compounded in the absence of proper
governance framework and succession planning
guidelines as noted above.

Some generations beyond the second
or third tend to distant themselves
from the organization, widely
delegate management and control
matters to others and focus on profit
and dividend payouts
Over the years, we have noted some extreme cases,
where. Brothers and sisters of the second generation
going in different directions and splitting the family
business among each other has become anything but
a rare scene.
The other set of inherent issues is more noted in
companies where control and power have been
transitioned to the second or third generation. In some
cases, generations beyond the second or third tend to
distant themselves from the organization, widely
delegate management and control matters to others
and focus on profit and dividend payouts alone.
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So what needs to be done?
As a direct response to the fundamental changes in the
economic landscape, family organizations, today more
than ever, need to rise to the challenge and address
both inherent and structural problems and threats. Like
any other problem, there is no magic solution that fits
all. It is imperative that a gap analysis is conducted,
which examines governance, organizational and legal
structure and other areas. As a result, a road map is
defined and priorities are set, capitalizing on the
following five pillars:
Governance and structure - A proper governance
framework should be set to define the guidelines and
mechanism of maintaining oversight and accountability
across the organization. Such framework should address
all elements mentioned earlier in this paper. Within the
same context, both legal and organizational structure
should be considered, whereby different businesses
and/or legal entities are merged or de-merged, key
reporting lines and guidelines are defined, systems,
policies and procedures are designed and implemented.

Proper segregation of ownership and
management is key, to meet the
increasing requirements of new skill
sets and to address the threats posed by
intermixing family and business matters
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Separation of ownership from management - proper
segregation of ownership and management is key, to
meet the increasing requirements of new skill sets and
to address the threats posed by intermixing family and
business matters.
Talent - Good systems need to be supported by talent.
As companies move towards segregating ownership and
management and since it would be difficult for many
organizations to fill all key positions with family
members having adequate functional or industry
expertise, employing non-family members in certain key
positions becomes essential. The entity needs to have
adequate systems and policies in place to enable it to
attract, develop and retain the best employees at
different levels and to give such employees a sense of
belonging and security, which will positively impact the
overall organizational performance.
Strategy and family affairs - Strategy and family affairs
go together. The organization should define a very clear
strategy with key directions. But such a strategy can be
rendered useless if family affairs are not put in order.
Therefore, it is essential to have an agreed-upon
transparent mechanism to manage matters related to
family members, their accountability, conflicts and
disagreements among them, especially when
transitioning from one generation to another.
Financial aspects - Not surprisingly, this is another key
area. Essential to the success of family organizations is
to clearly define fiscal and financial policies, including
dividends and re-investment policies, sale of shares in
the business among family members or to third parties
and many other financial-related matters.
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Final thoughts
Today it is very encouraging to see an increasing
awareness, by owners and key personnel at family
organizations, of the threats and risks facing their
business. It is equally encouraging to see them taking
action towards addressing such risks and dealing with
the challenges. Who says a family business is inevitably
destined to fail? On the contrary, success is very
attainable. Family businesses own a treasure of
embedded attributes not found at other corporate
structures. Family values, name and heritage are of the
greatest importance in the Middle East and everyone
wants to leave the family legacy better than (s)he found
(or founded) it.

Family businesses own a treasure of
embedded attributes not found at other
corporate structures. Family values,
name and heritage are of the greatest
importance in the Middle East

Whether the plan is to go public, bring in new investors
or it is only a matter of succession planning, addressing
the risks and fixing the problems is key. It is never a
tradeoff between the family and the business. As one
business owner said, “economical and financial
performance can always be managed in balance with
emotional connections and human feelings.”
by Midhat Salha, partner, Deloitte in Qatar

A Middle East Point of View | Fall 2011 | 29

