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Introduction

Succession is a key process for the continuity, development and smooth operation of a
company. Succession is like the central piece in a puzzle: it makes it possible for the rest of
the pieces to fit together. It also ensures that the company created and developed by the
founder will be able continue its activities productively in a way that will be sustainable over
time. The succession process must safeguard the continuity of the company. It must also
cement unity and harmony within the family, renewing and strengthening family members’
commitment to the company.

Succession is a key issue for the development of any company, whether or not it is family-
owned. In the case of family businesses, the complexities that are inherent to the succession
process are complicated even more by the emotional stress that is generated within the
family during discussions about the preparation and implementation of the succession. There
are three different areas in the succession process that should be considered in the context of
the family business:

e  Ownership of the company.
o Corporate governance of the company.

e  Management of the company.
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Although these three elements are usually gathered together in the figure of the
founder during the first generation of a family-owned business, they must be identified
separately to ensure their continuity because they may or may not remain unified after
the succession. This technical note will focus on the succession process for just one of
those elements: the succession or transmission of the management of the family
business.

Figure 1
The succession process

1st Generation 2nd Generation 3rd Generation
(G1) (G2) (G3)

Ownership of
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Governance
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Companies are living institutions in a constant state of evolution; they grow and
develop over time. That is why the analysis of a first generation family business
(simplified management, sole proprietorship, little structural complexity, etc.) is very
different from the analysis of a second-generation family business, which necessarily
relies on responsibility structures and management systems in order to ensure the
survival and evolution of the organization.

Point of Departure, Setting the Scene: Successor and Predecessor

The transmission of the business is a decisive step once the phases of creation and
development -have been surmounted. More than five million businesses in the European
Union, i.e., 30% of existing businesses, will face the problem of succession in the
coming years. According to estimates, about 30% of these companies, one and a half
million, will disappear due to a failure to prepare for succession.’'

The natural evolution of the family causes the company to develop in an emotional
atmosphere that is prone to conflict. This can be an obstacle to the continuity of the
company’s activities. A well-managed succession process aims to ensure that the work
carried out by the existing organization will be continued by capable and well-trained
successors who will attempt to maintain and develop the company’s competitive
capabilities in the future. It should represent the beginning of a new stage in the
organization’s development undertaken with renewed energy, preventing the company
from entering into decline.

TM. Guinjoan and J. M. Llaurado, “L’empresari familiar i el seu pla de successio, preguntes i respostes,” [The Family
Business Entrepreneur and Succession Planning, Questions and Answers], Department of Industry and Tourism, CIDEM
(Center for Information and Business Development), Generalitat de Catalunya, 1999.
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The succession process has two protagonists: the successor and the predecessor.
Although the predecessor may initially have more visibility, both are central figures of
equal importance. Without a founder, there would be no company; but without a
successor, there can be no continuity. That is why the succession process needs to be
studied from two perspectives. First, from the founder’s current leadership perspective
and, second, based on the future successor’s interests in leading the project.

The Successor, a Necessary Changeover

No organization can ensure a viable future without the incorporation of young and
capable leaders. MBA programs are an excellent source of young people who can bring
their talents into the organization. In a statistical study carried out among IESE MBA
students, it became clear that:

1. Students had limited and inaccurate knowledge about the problems associated
with family businesses before beginning the program and attending courses
designed to broaden their knowledge about family businesses.

2. Those students who did demonstrate a certain amount of knowledge about the
problems facing family businesses were not aware of their importance.

3. In particular, their vision likened family businesses to small, underdeveloped
companies without the possibility of taking risks and providing few
opportunities for professional growth. At the same time, they displayed little or
no knowledge about the inner workings of a family business.

These observations indicate that a large number of capable young people are not very
well informed about the problems faced by family businesses, including the problem of
succession.

In general, people know very little or nothing about the succession process. Business
founders often have not discussed the issue with their children or their potential
successors. The study reveals that a large number of potential successors initially turn
down the job opportunities that the family business can provide, preferring to seek out
employment elsewhere. More than half of the students surveyed were unsure about
entering into the family business. Nearly half preferred to build up experience in other
companies beforehand in order to gain self-confidence, to demonstrate their skills and,
finally, to avoid facing potential inheritance problems by letting time run its course.

A talented young person with a distorted or unattractive image of what a family
business can offer will not be interested in becoming the natural successor, responsible
for carrying the business project forward. As mentioned above, if there is no influx of
talent to breathe new life into the company’s activities and its projection, the
succession process will not be successful. As such, there can be no possible future for
the organization. Talented young people need to be informed about the family
business; they need to see it as an opportunity for growth and as a place where they
can build up their personal and professional futures.
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