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Over the past year, KPMG in We are also privileged to present
Singapore and CPA Australia the ideas of two respected family
conducted research on the business leaders from Singapore
successes and challenges of local as they discuss their success
family-run businesses. \We drew strategies and plans for the future.
on our decades of experience in We hope you find the new and

serving Singapore’s enterprises. \We actionable ideas presented in this
also conducted detailed interviews  publication useful.

with 20 local business leaders, both
founders and successors, on issues
that matter most to them. Our aim

was to examine perspectives from

both generations of family-owned

)

businesses when presenting the |
findings of our year-long endeavor. Chiu Wu HUnQ Melvin YOﬂg
This was complemented by the Head of Enterprise, Country Head -
KPMG in Singapore Singapore, CPA Australia

participation of 100 successful
Singaporean family businesses, in a
survey conducted by KPMG.
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With ASEAN'’s growth as a region
and the Singapore government’s
push for local SMEs to expand
internationally, we can expect more
and more family businesses to
feature prominently in Singapore’s

future economy. But do family
businesses have an advantage
over other companies? There are
three attributes that provide family
businesses an unique edge:

Family businesses have a
value-driven organizational
culture where employees feel
a stronger sense of ownership
and belonging than in other
businesses.

Faster decision making
than larger, more complex
companies that have a
longer chain of command.

A significant home-ground advantage afforded by a better understanding of
Singapore and its neighboring countries, knowledge of the various constituents across
their value chain, and a grasp on Singapore’s regulatory and political environment.
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With the current slowdown in
Singapore’s economy, these strengths
will need bolstering because family
businesses in Singapore also face

significant challenges.

The biggest challenge is
succession planning.
Many businesses falter at
the first transition, with

only 13% surviving to the
third generation'. Family-
owned businesses founded
in 1950s-70s Singapore are
now facing a second or third
generation transition — so
improving these odds is critical.

The other is growth. As
the businesses grow

and internationalize, the
business models that have
worked so well in the past
may no longer be suitable.

And finally, it's the war for talent, that will determine which businesses stand and
which will fall. According to our research, not being able to attract the right people
with the right skills is the biggest limitation faced by family businesses in Singapore,
affecting their ability to grow or even survive.

Apart from these three main
Issues, family businesses in
Singapore are also increasingly
mindful of challenges in conflict
management, retaining family
control, and understanding and

implementing new technology. The
issue of legacy and what it means
In the context of family-owned
businesses was also brought up by
most founders in our conversations
with family business owners.

" KPMG Research
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The founders of family businesses built successful companies from scratch,
going from opportunity to opportunity instead of following a premeditated
business plan. In most cases, their businesses grew organically in size and

complexity while diversifying into new fields and geographies.

In our research, we found that the resounding
sentiment among founders is that they want

their next generation in the business. Yet, 98% of
all business owners interviewed regard the issue of
succession planning more complex and sensitive than
any other.

We found that family businesses, in general, have
implemented some initiatives to tackle succession
but many believe that they need more time to develop
long-term workable solutions. More than 50% of
business owners we interviewed have taken parts of
their business public to make use of additional capital,
keeping the majority of the voting shares. So it was
not surprising that the top worry we encountered

in our conversations with founders was that of
passing on the business to motivated and responsible
members of the next generation.

Will sell the business if the
next generation does not
wish to join

3%

Will coerce/pressure their
children to take over the
family business

Willing to hire from
outside but only until a
family member is ready to
take over

Source: KPMG analysis

Almost all founders interviewed recognize that
succession planning needs to be addressed via a
professional as well as an interpersonal approach. In
planning succession from within the family, founders
often take into account three primary considerations:

Relation
e Successors must be

— from within the family (55%
founders identify this as a
critical factor)

Interest

a e Successors must demonstrate

— self-movtivation in learning
business processes and show
full commitment to the

business

Ability & Charisma
e Successors must possess

— leadership qualities and a high
emotional quotient to balance
family sentiments and
employee needs

— the ability to gain the trust,
confidence and respect of
employees

— be ready to take over and make
decisions independently to
further business growth



A majority of founders also said that on-the-job
training and grooming is a better alternative to prior
evaluation when it comes to assigning a successor.

Does grooming trump formal evaluation?
Successors shared mixed views on evaluation vs.
grooming. 56% of survey respondents said there
were no structured learning programs or clear pre-
determined criteria used to evaluate them. Most had
started working in the family business young, with full
knowledge that their grooming had already started.

In spite of this, the succeeding generation believes
that a formal learning process would have given them
a holistic understanding of the trade faster, which in
turn would have enabled them to make a difference
to the company’s performance much sooner.
Founders too acknowledged that there is often a
need for prolonged handholding for the succeeding
generations, especially now when businesses are
facing increasing competition and tighter profit
margins.

“Our generation’s biggest

strength is our extensive

experience in products
‘ and processes. When we

look at a subject, we can
foresee the possible risks and the best
way to solve the problem.”

- Patrick Lee, Chairman, Sing Lun
Holdings Ltd.

Business transitions are never easy, particularly
across generations. For instance, compare the
MBA-educated or MNC-experienced younger
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generations with the more home-grown experience
of their predecessors. Most participants from the
founding generation agreed that attracting younger
family members becomes more difficult if they have
competing job opportunities or their interests differ.

Apart from providing sustained handholding, our study
noted a few other elements that could be critical in
attracting the next generation and preparing them for
succession:

A sense of ownership:

Actively promoting emotional
ownership from a very early stage
by keeping the younger generation
informed begins with a concerted
communications strategy about
what's happening in the company — for example,
arranging regular meetings and promoting family
routines. In one of our interviews, we discovered
that the founder of the business held large Sunday
brunches, where all family members were mandated
to assemble. Younger family members were
continually exposed to business discussions, resulting

in higher emotional ownership.

generation takes charge of its own

personal development. In another
family business we interviewed, now run by the
second generation, the founding member created
governance mechanisms to ensure that the next
generation makes business decisions collaboratively,
with unanimous agreement on every issue — thus
generating higher levels of engagement with business
processes and better communication between the
two generations.

AA

An engagement strategy:

Engagement has to go beyond family
newsletters and assemblies. The
best advances come when the next

Well-articulated rules and
established career paths:

In our research, we found that not
all members of the next generation
are in leadership roles. They could
hold other roles outside of full-time
positions, such as board members, advisors, and
active shareholders. It is critical to develop these
available paths to ensure the full participation of

the next generation. In most cases, the founding
generation practiced an open-door policy for family
members but with clear rules and guidelines for
those who want to join the business. These rules are
often based on meritocracy, explicit entry and exit
requirements, and conditions (such as feedback from
managers and coaching) for development.
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“Instead of hiring an
outsider straightaway, |
would prefer to see if there
IS a suitable employee
within the company and
then train him or her - it does not matter
if the person is a family member or not.”

- Chua Soo Chiew, Director (CEO)
Chua Soo Chiew & Associates PAC

In cases where the future generation may not

be ready to take over, the majority of survey
respondents said they would prioritize business
sustainability over family control. Almost all the
businesses interviewed have put in sustained effort
to stay united as a family. But there is one key
factor that has been the strongest adhesive of all

— the performance of the business. Most of these
businesses have grown at a torrid pace, alongside
Singapore's burgeoning economy, and are continuing
to expand by adding more categories and markets.
But business owners from both generations agree
that if the business starts to perform badly, the
family’s unity might be tested.



“Having a stronger

professional team allows

us to have stronger

corporate governance.

Of course, it means
revamping some processes and creating
a more corporatized environment.”

- Jimmy Chua, CEO, Huationg Holding
Group of Companies

Largely, successors are more open in comparison to
founders when it comes to letting outsiders (non-
family members) run the business. Only 10% of
successors surveyed said that they wouldn’t hesitate
to sell if no one within the family was ready to take
over. These findings underline the fact that 46% of
all survey respondents cited professionalizing the
business as a pressing issue compared to only 41%
who indicated that retaining family control was of
more importance.

Founders understand the importance of outside talent
in taking the business to the next level. Professional
talents bring expertise and experience in areas that
family members simply do not. However, the decision
between family and outsiders in key positions
remains almost equally split for both generations. The
common responses include:

Family First

Easier to trust and manage

and may be more loyal than 87%

external people

Doesn’t matter

Family should learn to
work and synergize with 88?
outsiders 0

Depends on the position

The confidential and
financial matters must be
within the family

Source: KPMG analysis
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Despite being clear on the need to hire professional
talent, almost all of the family businesses interviewed
said they have difficulty in recruiting and retaining
people. Challenges in attracting and retaining talent
were cited by 56% of all survey respondents as the
most important issue of talent and manpower. Yet,
52% of business owners surveyed said they are

not willing to outsource any of their core functions.
Our findings suggest that large family businesses in
their growth stages (i.e. less than 10 years old) are
more likely to hire for/outsource some of their non-
core functions as the business grows in size and
complexity. A majority of all businesses surveyed
(89%) said they are using performance-based
methods and KPIs to determine compensation

and seniority of employees. Even so, performance
management remains one of the most pressing
issues in manpower for about 56% of respondents.

“Yes, we are hiring
professional talent. For
example, we need more
regional sales people

but it's very difficult for a
family business to find a person who is
willing to join us. Often, we go through all
the interviews and are then informed that
the best talent chose not to work for a
family business.”

- Chris Chua, Regional Sales Manager,
Han Fong Trading Enterprise Pte Ltd

There is a perception that younger and new
employees will be are more likely to lock horns

with older and tenured employees. But in our
interviews, we found that very few business owners
in Singapore give credence to this notion, with only
6% of all respondents saying they are concerned
about intergenerational conflicts between senior and
junior employees. In fact, all family businesses we
interviewed agreed that it is important to have the
fresh strategic perspectives of qualified outsiders.

Search Engine
Talent WWanted a

Even in cases where the family holds all of the equity
in a business, it seeks to include outsiders for balance
in their board. Most family businesses we interviewed
are also willing to significantly invest in their brand
and image as employers to attract fresh talent.

In our work with Singapore businesses over the years,
we have found that certain measures are particularly
effective in building an attractive brand image and
retaining talent.

1. Defining employment policies

Key players within a family business are usually also
the owners. This could be an advantage because
being the owners can mean a stronger sense of
commitment. But it could also become problematic
if unsuitable family members, or ones who are not
particularly interested in the business, are promoted
above their competence. The best suggested
approach is a well-defined employment policy for
the succeeding generation based on criteria such

as, education or prior work experience outside the
family business. Thereafter, non-family members and
family members should be evaluated, promoted, and
compensated based on set policies defined by the
same criteria — performance and merit.

2. Encouraging meritocracy

Encouraging meritocracy also helps to address the
issue of retaining talent. A comprehensive talent-
based evaluation system could be viewed as more



professional than the informal techniques that many
family businesses use for career progression. But it
does not answer the question on how to attract the
best talent. Few family businesses have built truly
meritocratic cultures that are able to attract, develop,
and retain the best talent. Complete meritocracy may
be difficult for family businesses, but to make it an
integral part of the company culture can translate to a
brand image that values and cares for its employees.

3. Understanding millennials

A KPMG survey conducted among 400 new
graduates shows that when millennials are offered
autonomy and guidance, they tend to thrive and
stay. It is imperative to clearly communicate career
trajectory, provide a big picture scenario and
manage the expectations of the new generation

of professionals. To expect young professionals to
make sound career choices when they know that
any kind of executive decision-making will be done
by a ‘predetermined’ few requires a culture of trust
— both in management and the management style
of the business. Successful family businesses make
a long-term commitment to developing the careers
of outside hires instead of just needing them to
fulfil tasks in the short term. These businesses have

>~

TWO SIDES OF A COIN = 09

also successfully convinced their staff on how the
company will help them develop new skills and
advance their careers. The idea is to build partnerships
that will encourage the best talent to dedicate their
professional lives to the family business.
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Defining ownership and managing conflict are also among the top of mind issues
for family businesses. Our survey found that most family business owners are
yet to start outlining their technology strategy. There is also a surprising and stark
difference in what family businesses in Singapore feel about the importance of
legacy when compared with their global counterparts.

In Asia, the family structure tends to play an important
role in continued ownership. One of the most
commonly cited sources of conflict highlighted in our
conversations, among both founders and successors,
was from balancing the act of raising new capital for
the business while ensuring that the members’ cash
needs are satisfied.

Most second or third generation family businesses
we spoke to have regulated ownership issues, such
as trading of shares both inside and outside the family
via well-implemented shareholder agreements. Many
of them are privately-held holding companies, thus
avoiding any conflicts of interest with institutional
investors looking for higher short-term returns.

Often, the ownerfounders of large family businesses
insisted on low paying dividends. This helped the
business reinvest the profits to expand without
diluting ownership by issuing new stock or assuming
big debts.

In fact, some family businesses we spoke to have
kept out external investors entirely while others have
brought in private equity as a way to introduce new
capital sources. Yet others have taken the IPO route
to float a portion of shares to allocate liquidity at a fair
market price for family members who no longer wish
to remain as shareholders. In such cases, several

“Family values play a part
In basic things like respect,
the consultative manner in
the way we carry out our
business.”

- Lisa Liew, Managing Partner,
Philip Liew & Co

family business owners we spoke to have restricted
the trading of shares in order to retain family control.
In essence, they have ensured that shareholders
who want to sell must offer family members the
right of first refusal, or created the conditions where
the holding can buy back shares from exiting family
members. In these situations, payout was mandated
to be long term to avoid de-capitalizing the company.

Despite these safeguards to avoid controversy while
maintaining business profitability and family control,
family members can and will face conflict.

In some cases, the succeeding generations can
become larger and more diverse as a group than
the generations before them. Establishing and
implementing an organizational structure is arduous
in such a situation. One reason for this is loyalty —
successors are more often than not loyal to their
parents rather than to generational peers. One such
example was the case of a large, listed second-
generation business where two highly educated
siblings found establishing governance structures so
difficult that they left the family business.
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Not having clear guidelines on ownership and what
it means for succeeding generations can also play
out as sibling conflict — when family businesses,
by definition, require them to work as a team. This
explains the many cases of fierce family rivalries,
not just in Singapore but across the world. As in the
decade-long legal battle between the two brothers
of Reliance Industries resulting in the company’s
demerger. Or, the famous Dassler brothers feud
which gave birth to the successful but fiercely
competitive sportswear brands - Adidas and Puma.
Their rivalry continued for more than 60 years, over
which the founding families of both companies
eventually lost control.

In our research we found that successful family
businesses often preempted these issues and took
certain steps to address them.

e First, even where the future roles of members
of the succeeding generation is undecided,
systematically preparing them for responsible
ownership by educating them to understand
matters such as governance, shareholders’
agreements, liquidity, and voting rights is critical.

e Equally important is preparing for interpersonal
issues, such as working together with other family
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members, being decisive without being abrasive,
developing trust and mutual appreciation of key
employees and executing team-building efforts.

e One of most effective ways of dealing with or
avoiding conflict is creating a family council.
Typically consisting of 4-5 junior and senior
members, the council acts as a communication
bridge between the business and individual
family members. It creates and enforces policies
on employment, use of the family name, and
conflict of interest, thus encouraging cohesion.

When it comes to handling matters of conflict, 60%
of founders interviewed said they prefer to make

the difficult decisions themselves. Only 37% let
their successors manage the conflict but remained
available for mediation at all times. The succeeding
generation has several ways to handle conflict. Due
to the stage of most businesses interviewed, several
interviewees of the succeeding generation said they
have never experienced a serious conflict but believed
that fairness and harmony should be ensured at all
cost. 72% of all respondents surveyed said that they
resolve most conflicts with the intervention of the
CEO/Chairman.
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Advancements in technology have enabled family-run
businesses to compete with their larger counterparts.
The founders of the family businesses that we
interviewed not only built successful companies,

but contributed in no small measure to building
Singapore as we know today. They are a generation
of people who understood the importance of moving
from analogue to digital, from manual to machine
manufacturing, making the right moves at the right
time in history to better manage long-term costs,
increase profits and ultimately, ensure their continued
survival.

“| believe technology will
be a game changer. The
normal will only become
the past unless we deploy
technology effectively to
create our own future to be the norm.”

- Mark Lee
CEO, Sing Lun Holdings

In our conversations with family-run businesses, both
founders and successors agreed that one of the key
focuses of family businesses is to manage operating
costs. Advancements in computing technology now
enable cost cuts such as via accounting softwares,
register systems that process multiple payments

at once, and automated processes that keep the
need for labor low while maintaining high output

— all examples of how family businesses are using
technology to compete and succeed. All founders we
interviewed said that they are committed to keeping
up with technological advancements, understanding
full well that it is no longer a matter of choice.

At some point, the market will force everyone to
upgrade and stay competitive or fall behind and fail.
Predictably, the successors also hold the same view.

Our study noted that almost all respondents were
keen to err on the side of caution when it came to
investing in technology. Most are conservative about
new technology, such as in manufacturing, robotics,
and industrial Internet of things, though they are
familiar with these trends (only 10% were not familiar
at the time of the interviews). Some of the leading
factors that are holding them back include:

e Cost (of technology upgrade and upskilling) to
benefit

e Relevance in the long term
e Benefits in the short term
e Financial strength of business

75% of all respondents see the disruptive power
of technology but 9 out of ten business owners we
interviewed did not outline a specific technology
strategy.

“Technology is the only
way. We are already on
it and we want to take it
to the next level before
others.”

-Vick Aggarwala
President/CEO,
Supreme Components Int’l Pte Ltd
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Why does having a technology strategy matter?

A technology strategy outlines long-term decisions on:

Should new technology be
developed internally or acquired
from outside (e.g., through an in-
licensing agreement)?

When should a new technology
be developed, deployed or
commercialized?

Should new technology/processes
be implemented radically or
incrementally?

We believe that the ability to design and implement
an excellent technology strategy can determine
sustained competitive advantage. Some of the key
factors that currently affect strategic decisions in
family businesses are:

e Family governance

e Ownership structure

e Risk aversion

¢ Diversification plans and return aspirations

Once the above issues are addressed, the following
things can be considered in order to determine a
technology strategy:

What kind of resources should
be pre-allocated to deliver new
technology?

¢ |dentify the different steps necessary to achieve

technological innovation. For example, investing in
R&D, skilled resources, and employee
competencies.

Determine the measures of success of
implementing the technology strategy. For
example, revenues from new products and/or
services.

Finally, a straightforward measure of the output of
a well-designed technology strategy will be

the overall performance of the business, such as
profitability and growth.
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93% of all founders interviewed said profitability is
much more important to them than carrying on the
family name via a business. 8 out of 10 interviewees
hold the pragmatic view that family tradition is
important and should be retained to the extent
possible, but if it gets in the way of growth and
bottom lines, it should be bypassed.

Among the successors, an overwhelming majority
said profitability outweighs lasting legacy or tradition
because revenue determines survival. A floundering
business, even if it is a household name, will
eventually be remembered as the one that sank. If

it ever comes to it, both founders and successors
said they were comfortable with letting go instead of
holding on to a sinking ship.

This unique mindset underlines our next set of
findings on how both founders and successors
find it impossible to separate ownership and
management. From their answers, we found that
the respondents understood that there were more
business decisions (internal and external) that an

7 “Family culture has to give
¥ . - owner must make whereas a manager only makes
way to profitability.” operational decisions. But they unanimously agreed
. that while the two functions should be different, they
- Lo Hock Ling are unable to separate the two at the moment. Some

Founder and Chairman, even indicated that fulfilling both roles is ultimately
precluded in their responsibilities as owners due to

the difference in compensation — resulting in most
business owners actively micro-managing their
businesses.

Lo Hock Ling & Co.

To stay the course over decades or centuries, different
skills are needed than when starting and building a
business. From our experience, this is one of the main
reasons why so few family businesses worldwide are
able to make it to the third generation.

In our work with family enterprises across the globe,
we see most founders wanting to leave behind a
legacy in the form of an enduring name that stands
the test of time. This is not surprising, as everyone
gains when the business continues to grow and
thrive.

But our findings in Singapore paint a different picture.
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In the end, it boils down to three critical things that family businesses
need to be aware of in order to achieve that elusive goal — an enduring
family legacy coupled with a profitable business.

A family charter

Lay out a set of rules (family charter) to cope with
governance issues, which includes what to do
when the interests of family members diverge or
succession needs to be decided unexpectedly. This
charter should include:

e the decision criteria,

e the governance process to arrive at these
decisions,

e the time frame from start to finish, and

e a predetermined communication process

Aligning diverging values

As a founder/owner, align the vision and values of
the business among family members, while planning
forward for growth over the next 10 years.

Not just successors but leaders

Without any autonomy, successors can fail despite
being capable. On the other hand, there can be
cases where the next generation may not have the
required capability. In both situations, it is important
to understand that it is critical for a family business
owner to develop leaders who will run the business,
not just inherit it. Long running family business
founders don't just identify, but empower successors
to make independent decisions, by providing
challenging assignments, coaching, and increasing
responsibilities while incrementally letting go of
control to focus more on mentoring.
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Unlike in larger economies,
Singapore’s family-owned sector is
relatively young — many are only in
their second generation. This means
most Singapore family businesses
still do not have the complete
know-how of running a business
with multiple family owners across
multiple generations.

It is true that all businesses need
stewardship in order to stand the
test of time, but family businesses
need to master challenges that are
unique to this form of ownership.
There is need for vision and
harmony and the work is not only
extensive but also neverending. But
the success of a family business

is not just that of a family, but of
Singapore’s economy, through
growth and innovation, and society
at large, through job creation and
social advancement.
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