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SIMPLE TECHNIQUES TO ENHANCE THE GOVERNANCE OF A FA MILY
BUSINESS

Enrique Antonio Yacuzzi (University of CEMA)®

ABSTRACT

The use of simple governance techniques hypomthetical family business (called
ABC) will be beneficial. Good governance leads tobatter relationship among
stakeholders, increases the effectiveness of famshjtutions and board work and activates
unknown potential at the firm through better prpies and practices.

Tools proposed are: (1) A new and flexible famidusiness governance indicator,
developed for this paper; (Boshin management; and (3) Effective meeting technology.
The three techniques interact in a systemic modbe. ildicator allows measurement of
how family business governance evolves through timea company and facilitates
comparison between different companies” governaMost importantly, it is a checklist
and roadmap to better governance. Hoshin managemangeneric planning method that
can be used to build a governance improvement pitiective meetings facilitate planning
and control and in this sense they are a tool d@eghance improvement.

This paper is mainly based on the following sesr IFC (2008), Yacuzzi (2005 b, 2007,
2008, 2012), Yacuzzi et al. (2011), Naiberger & Yaa (2009). To an important extent,

the paper’s organization is based on Yacuzzi (2012)

“The authors’ views are personal and do not nedseapresent the position of the Universidad Geima.



l. INTRODUCTION

Corporate governance is a field of study andiegion that deals with corporate by-
laws, statutes, codes of good practices, manageroéninterest conflicts among
stakeholders, and accountability of the firm, amasther theme$. Family business
governance has specific problems, and specific waydefine, measure, and approach
them. In order to have effective governance, congsamust translate concepts into actions
that transform the company and its environment i@teg to governance concepts.

In this paper | propose a few simple tools t@rove family business governance in a
relatively short time if led by an active managetgnoup. In particular, | believe that they
can be applied to any family business like ABC.

| show key concepts of the proposed tools ana tieey could be applied to enhance
governance at ABC by converting abstract conceptimily business governance into
concrete operating systems that conduct daily aspég@overnance. These tools are: (1) A
newly developed family business governance indicatiased on the structure, although
not the contents— of the Japanese Deming Pricejnitieator serves as a monitoring
mechanism, as a checklist of governance keypoamd,as a roadmap and benchmark to
better governance; (2Hoshin management, with a well-tested methodologgshin
management aims at short-term planning focusing éew objectives, calletoshirf, to
overcome key problems in the context of a long-tptam; and (3) A system of effective
meetings, based on the experience of a leadingidapahipyard; the system organizes the
hoshin planning process and strengthens company govezndh@ppropriate, all three
tools can be used in the context of a TQM-like eystand its quality methodswhen
systematically applied to a family business, thecdme operative and put in action
governance concepts.

The family business governance indicator (FB@s developed for this paper, based on
Yacuzzi (2008). Hoshin management has been prdyiosed in several Argentine firms,
as described in Yacuzzi (2005 b) and Yacuzzi et(2011). The meeting system is

described in detail in Yacuzzi and Naiberger (2009)

! Apreda (2003).
% |In Japanese there is no plural form for namess thashin” will be used in all cases.
¥ TQM means Total Quality Management.



[I. MAIN FEATURES OF FAMILY FIRMS AND TECHNIQUE RELEVAN CE

Most family firms share common characteristioouad the world: a long-term
perspective, strong commitment to the businessitanstrategy and a clear identity; they
minimize agency costs; the family is involved ir ttop management of the company and
creates a working environment associated with eygglccare and loyalty; conflicts and
succession issues are key concerns, as well asngoee issues such as whether the CEO
belongs to the family and, in general, the boab&laviour and composition.

In addition, studies show that an important lemgle faced by family firms is strategy
formulation, as well as staff employment and susioesfrom one generation to the next, in
the context of conflict management and resistanahange. Classical issues confronted by
family firms are: (1) The ability of family membet® effectively and professionally
manage the business, specially when there isdhefer of ownership or management from
one generation to the following; (2) The lack o$wccession plan and the confusion that
this lack generates when the generation in chaggeek the business scene; and (3)
Corporate governance, in particular, those issedsted to the protection of minority
shareholders’ interests that are rather isolataah the decision making process of the firm.
In addition, tighter regulation and intense comp®ti both domestic and foreign, force
family business to adopt modern tools and philogesgph

The tools | propose are particularly apt to emeafamily business governance, as they
allow a consistent treatment of strategic issuesjuding adaptation to a changing
environment and succession, and governance issugs a&s minority stakeholders’
problems and board’s effectiveness. In particilashinmanagement helps to reduce intra-
company conflict and systematically promotes chahgeaddition, the tools are flexible, of
low cost, and rapidly effective, all attractive gjties for firms in a difficult environment.

These methods are very simple to learn andSiseplicity is a highly regarded value in
basic sciences such as physics, although not reedgsa management theory. However,
simplicity promotes the diffusion of ideas acrogsgamizations and helps to consolidate

change through a company-wide movement. Simples ttaalilitate the participation of a



great number of members of an organization, leattingasier implementation of plans,
better use of collective wisdom, and an increadedtification of employees with company
goals and means. Table 1 indicates how key problefres company like ABC and its

environment could be addressed by the proposedrgmvee tools and provides operating

mechanisms.

Governance-related Applicable
aspects of family tools to Operating mechanisms
business and their address P 9
environment them
Economic uncertainty HM. FBGI HM can draw specific plans with objectives of quafkect. The
FBGI measures and enhances board work.
Regulation FBGI. The FBGI measures the quality of the relationshijik the
stakeholder government and enhances board work.
The meeting system is a framework to collect ctilecwisdom
Competition, strategy MS of owners and employees for competitive strategmidation
formulation at the board ' as a board'’s formal duty. In coordination with fimi
institutions, the board strengthens its stratedpted actions.
Willingness to minimize HM All three tools have an extremely low implementatand
resources to develop a FBéI MS maintenance cost, and they become the axis toecaefamily
governance architecture ' " | business governance architecture.
Need for a long term HM develops a plan for the first year of a longatgulan
perspective and the HM, FBGI, | (usually, of five years). The FBGI measures ancaenbas board
formulation of a clear MS. work and family institutions, the visible creatafsong-term
strategy strategies. The MS collects collective wisdom.
The MS leads to a regular treatment of all busimekged
Strong commitment to the matters; in parallel, family issues are thoroughtated. The
: MS, FBGI. ; ) A
business FBGI measures and enhances relationships withsiver
stakeholders and evaluates and motivates the board.
The FBGI measures and evaluates the effect of ganee
Family members in top principles, related to a family protocol, for exdempn addition,
.| FBGI, MS, | . .
management, succession HM it evaluates and motivates adequate board workhéA\MS,
issues ' family concerns can be systematically dealt witM Ean
include succession-related objectives.
The FBGI, in its stakeholder section, measures eyes
relationships and can serve to improve them; itiqdar, the
family governance area deals with family member legrpent
Employee care and N IR o 4 L
. policies; in addition, in its principles sectiohetindicator
loyalty, staff and family | FBGI, MS. . X
member employment approaches transparency, thus str_e_ngthe_nlng ermp_tnyare_
and loyalty. Employees could participate in sometings, with
the same effect. These mechanisms facilitate, temedium
and long term, firm reputation and staff employment

Table 1. Governance-related aspects of ABC’s and &ir environment, applicable tools
to address them, and main operating mechanism&BGI: Family business governance
indicator, HM:Hoshinmanagement, MS: Meeting system.



Governance-related Applicable
aspects of family tools to Operating mechanisms
business and their address P 9
environment them
Corporate governance The FBGI is an overall guide to treat vari_ous goegice iss_ues
issues. conflict FBGI, MS, | including conflict management. Th.e MS is a spacaetal with

' HM. problems. HM can fix some objectives addressealies
management o .

specific conflicts.

Parallel development of The FBGI provides elements to control this develeptnMS
family and business FBGI, MS, | and HM allow easy interaction and mutual improvetwén

structures. Consolidation HM

of family institutions

family structures, specifically, family institutisnand business
structures.

Need to manage

The FBGI suggests that professionalization stdrtiseaboard.
The MS can include training and educational adésjtstarting

profgssmnally an(_j L FBGI, MS, at the board members. Some hoshin can be related to
monitor the effectiveness HM. : o i
i professionalization. All three tools help to monitoe

of governance practices X . :

effectiveness of family governance practices.
Need to continue on a The indicator serves as a roadmap to governanceirement
sustainable path to FBGI, MS, | as well as a basis for improvement control, theid& sounding
governance HM board to new governance initiatives, HM helps plagrand
improvement control of these initiatives.

The FBGI serves as a control mechanism of the dpwetnt
Need to strengthen the FBGI MS and effectiveness of audit, remuneration, nomimatithange
work of board HM ' " | management and perhaps other committees. The Nifafas
committees the interaction board-committees. HM helps comragtaction

plans and control.
Need to create an FBGI helps monitoring this policy. HM is an adequat
adequate policy for framework to develop succession planning for familgmbers
succession planning for| FBGI, MS, | in senior management positions, at all levels Viadial, family,
family members in HM shareholders, board, family institutions, etc. M8ilitates
senior management discussion and implementation of decisions on ssioa of
positions senior management.
Need to establish a HM can include among its objectives the establigitroéthese
policy for family HM, MS, policies. MS serves as a place to discuss thess&lBGI acts as
member employment FBGI a control and internal benchmark tool of the policy

and remuneration

development.

Table 1. Governance-related aspects of ABC’s and &ir environment, applicable tools
to address them, and main operating mechanisms. (@b) FBGI: Family business
governance indicator, HMdoshinmanagement, MS: Meeting system.



[ll. KEY IDEAS ON FAMILY BUSINESS GOVERNANCE. AN IN DICATOR

“To measure is to know.”
“If you can not measure it, you can not improve it.
Lord Kelvin

Table 2 shows fundamental themes of family essngovernance and its indicator. The
table integrates main elements from IFC’s FamilgiBess Governance Handbook IFC
(2008), and from a questionnaire (Yacuzzi, 200708}0that provides a quantitative
evaluation of SMEgovernance.

Area Themes
Explicit consideration of governance (10)
Provision of information (30)
CEO duality (30)
Family protocol (60)
Family governance institutions (100)
Family policies (50)
Conflict of interests (30)
Content of communication (20)
Communication and meeting system (70)
Advisory boards (15)
Board of directors, general aspects (70)
Board of directors’ routine (40)
Boards (230) Board of directors’ ability and compromise (40)
Board of directors’ composition and behaviour (35)
Board of directors’ control and monitoring (15)
Board of directors’ advice and networking (15)
Senior management and | Senior management (70)

succession (170) CEO and senior management succession (100)
Shareholders’ position (80)
Employees’ position (20)
Customers’ position (25)
Stakeholders (200) Position of banking and non-banking creditors (10)
Suppliers’ position (25)
Position of government (10)
Position of society and the environment (30)

General principles of
governance (70)

Family governance (330)

Table 2. Areas and themes of the family business governancencept and its indicator.For more
information, please see the Appendix I. Numbersvbeh brackets indicate the maximum number of
points potentially assigned (Total = 1000 poinkdaximum number of points was established by utility
theory. Please see Appendix II.

! SME means Small and Medium-Sized Enterprise.



The complete set of areas, themes, dimensimhglaments that give shape to the family
business governance indicator are presented irAgpendix I. Appendix Il provides a
detailed explanation of how the maximum number ofnts for each area, theme,
dimension, and element were calculated by meansliby theory.

Please notice that the maximum number of poisttentative and reflect the author’s
utility functions, his governance-related prefeesncrhe indicator is flexible: its structure,
contents and values can be modified to show ABGisagement utility functions.

Governance principles are a list of a minimurtnaggrescriptions for action that emerge
from the adopted governance design. Family govemas the indicator's key area, and
closely follows IFC (2008). The same consideraticaqsply to the area of senior
management and succession. The stakeholders” srgaveén much space among the
elements that define family business governancei@ntheasurement. Clarkson (1994)
characterizes the firm as a system of stakeholnj@esating within the larger system of the
host society; the stakeholders provide the legdl mwarket infrastructure for the firm’s
activities. The firm creates wealth or value far stakeholders by converting their stakes
into goods and services. Margaret Blair adherethéoposition that considers firms as
institutional arrangements regulating relationsh@psong all the parts that contribute to
wealth creation with specific assétsThe area of boards rests on studies such as
Gabrielsson (2003), which present directors’ woskvalue-creating tools that improve
SME performance.

Although the proposed indicator is easy to utsepks complex, due to its large number
of elements. A simpler measurement instrument wdaddideal, but it is not available
today. The literature shows a great number of cempidicators used in management and
finance theory. Following Lord Kelvin, a key ideahind these indicators is that ‘things
that matter must be measured; if they were natgthicould not be improved” and, even if
improved, no one would realize it for sure. In $hddational Quality Awards-type
indicators define measurement criteria and sugipesheed for a number of metrics, both

financial and non-financial.

YIn Clarke, (2004), p. 195.
2 Blair (2004), p. 182.



IV. HOSHIN MANAGEMENT *

Hoshin management (or policy deployment) is a managersigte that coordinates an
organization’s activities to achieve key objectivealled hoshini, and quickly react to
environmental changddoshin management involves the whole company and integrat
strategic management with daily management; tohiky hoshin management links top
managemenhoshinwith lower levelhoshin in a process of cascade deployment that goes
all the way down to reach daily management.

Hoshin management is a systemic process. A partial agiic of its tools becomes
suboptimal, as ends-means relationships are npedyomanaged. Due to its nature, which
aims at integration of company activitidsoshin management can be considered as a
framework for TQM, in which strategic activities eareadily linked to operational
activities; objectives are set at all levels; peopte motivated; changes are planned; and
results, controlled.

Hoshinis the Japanese word for magnetic compass; aadeneaning, it means policy,
in a general sense. Each top-management objectsvejell as lower objectives that are
generated cascade-style, are cafledhin Hoshinplans are detailed and mutually accepted
by all members of an organization; they are devedognd implemented with simple tools
that lead the organization to its objectives wiiilearns in the process.

Let us look at a simple model bbshin practice. Assume a firm with the following
structure, similar to ABC’s: (1) Board of directpi@) CEO, (3) Directors, (4) Section
chiefs, and (5) Employees, working individuallyas a groupHoshinmanagement starts
by adapting the corporate vision and (five yeanglterm plans to changes in the economic
and social environment. From that adaptation, (Jar) medium-term plans and annual
plans are devised for each one of five levels. Adwhinand the annual action plan for each
director’s office, section chief’s office, and emopte is obtained by deploying the CEO’s
hoshinand key action plans.

About two months prior to the start of the yegae CEO informs his managers about the
hoshinhe plans to apply and about key elements in tlieraplan. Directors receive those

hoshinand key elements and, on that basis, preparediveipreliminaryhoshinand action

! This section is based on Yacuzzi (2005 b).



plans, through negotiation with his subordinatetisacchiefs. Section chiefs, in turn,
prepare preliminarjroshinand action plans that respond to the action plaach director.
Likewise, groups and individuals prepare their ipnelary hoshin and action plans
according to each section chief's guidelines.

Hoshindeployment involves frequent catchball activitat€hball is a kind of negotiation
founded on the analysis of objectives, schedulerasdurces of different areas that creates
a high level of trust among participanksoshin (objectives) are realistic and emerge from
catchball, which deals with means and ends and@mmihysical units (such as number of
trucks or square meters) rather than monetary .ufite consistent use of catchball and
physical units are among the main differenlseshinmanagement has with other planning
methods such as management by objectives. Anoifferemice is that (annuahoshin
plans are part of a long term plan, usually a freer plan.

In generalhoshinplanning covers a calendar year; over the firstnsonths, top level
management’hoshin are deployed through catchball toward lower lev@&sring the
process, upper level managers explain to lowerl leveployees the details dfoshin
deployment. During the second half-year, a finakagent between levels, from bottom to
top, is reached through catchball; the agreemepliésrcommitment to the devised plans,
thus closing the annual planning period.

During thehoshinand plans design process, ends-means relationst@ghoroughly and
explicitly discussed. At all levels, goals, metr{pseferably quantitative) and timetables are
established. Quantitative goals inspire more cemiog than simple qualitative goals. Tasks
to achieve goals start and improvement activitrescarried out.

Goals are the basis of control. Goals and ttamtrol method are established during the
planning cycle, after definingoshinand assigning resources to achieve them. This is a
application of the continuous improvement cyclea(PDo-Check-Act, or PDCA) to the
management process. Each member in the firm must g@als. Without goals, the PDCA
cycle cannot be closed, as the checking step cdnenatcomplished.

At the end of the planning periodpshinand key action plans are informed to the
company. From there on, the CEO interacts with marsaand employees to inquire about
their advances and difficulties to execute the gl&wormal control systems are not enough:

personal interaction is constant.



The correlation between the above descriptiahefoshinmanagement process and real
cases has been documented in the literature. Meredvhave had the opportunity to
participate in the implementation of hoshin plaths;ing a period of four years, at a leading
Japanese shipyard.

Let’s show an initial scheme of how hoshin plagnvould apply to ABC. The process is
depicted in Figure 1. Possible CEO’s hoshin andinpreary action plans for ABC are
shown as Figure 2 and Figure 3. Hoshin follow glimés issued by the Board of Directors
and are initially relatively vague, but they becomere concrete as the process advances
downstream and hoshin become preliminary actionsplaigure 4 shows a second instance
of the hoshin deployment. It corresponds to theiohcplans for the Administration and

Finance’s Director. Column titles are self-explanat

10



Board
guidelines

1

CEQ’s hoshin and action A
E plans
Industry conditions, need fo Di " hoshi d acti
governance enhancement, etc O O irectors’ hoshin and action
plans.
Y A
E l ’
Directors’ preliminary hoshin Explanation E
and action plans. A
Agreement 5 A 4
E O Section chiefs’ hoshin and
action plans.

Catchball O

\ 4

Section chiefs” preliminary
hoshin and action plans.

: O

O A

Group and individuals”
Group and individuals” hoshin and action plans
preliminary hoshin and action >
plans.

Figure 1. Hoshin and action planning process. Rectanglesdii@ctors, section chiefs, and groups and
individuals represent a multiplicity of such emti
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Hoshin 1: Develop a sound
meeting and communication
system

ABC deserves to have a
meeting system that channels
the information exchange
through a formal process of
meetings and communication.
This process would allow the
provision of timely data to all
interested patrties.

Hoshin 2: Transform the board
of directors

ABC's board is to be transformed
in order to:

« To appoint non-executive,
independent board
members;

¢ To enhance monitoring
activities;

¢ To develop a senior
management succession
plan.

Hoshin 3: Develop a strong
change management effort

The enhancement of family
business governance at ABC
requires a systematic change
management activity involving a
great many senior managers, oth
managers, and key family
members and the main family
institutions.

Figure 2. Possible CEQ'’s hoshin for ABC. The name of eacthims followed by a brief explanation or
justification. There might be up to four or fivediin in a year. Some of them might involve opemtiveas

and functions such as operations, marketing onfiaaand administration.

Hoshin 1: Develop a sound
meeting and communication
system

1. Evaluate with all interested
parties the current system an
its problems.

2. Through a benchmarking
activity and through a
literature search, examine
possible models for
improvement. (For example,
please see Yacuzzi and
Naiberger (2009).)

3. Discuss these models with al
interested parties and choosq
one for implementation.

4. Implement the chosen model

Hoshin 2: Transform the board
of directors

1.Establish initial conditions
for change, through educatiol
on specific governance
issues. (“Field preparation”).

2.Select one of the most urgent
(and not too conflicting) areag
for transformation, such as
board monitoring activities.

3.Decide improvement
activities related to it and
implement them.

4.Choose a second (perhaps
more conflicting) area and
replicate the procedure. Etc.

5.Evaluate the results and
provide feedback.

Hoshin 3: Develop a strong
chance management effort

Set up a change managemert
committee with board and
family members.

Evaluate with top managers
the attitudes toward
organizational change of key
actors and detect possible
forces for change.

Train key executives in
change management.
Develop a change
management plan
concentrating on resistance tp
change and ways to overcom
it using Organizational
Development tools.
Implement the plan.

[¢)

Figure 3. Possible CEQ's action plans for ABC. The hoshimedrom Figure 2 is repeated and preliminary
action plans are described.

For all other levels and functions, the cdscdeployment process is continued until all
the organization’s levels and functions are covet¢dhe end of the downstream cascade,
the approval cycle covers all levels from bottormdp, as shown on the right hand side in
Figure 1.

12



Timetable

Hoshin Key Concrete | Responsible Object-
elements actions person ve 2013 2014
8| 9| 10| 11| 12 2
HR manager
1. Consultation 1. Set up meetings To be
with reporting with a clear agenda completed in
areas. (meeting system and one month.
Evaluate its problems).
with all
interested HR manager
parties the 2. Organize interared To be
current consultations to completed in
system and enrich the findings. two months.
its problems
(From ] 1. Collect benchmark HR manager
CEO’s | 2. Write a memory| information as To be
action plans | of findings and | packground to the completed
for hoshin | proposals for memory. by month 3.
1, Figure 3) | improvement of the 2 “Wite findings and
meeting system. preliminary
proposals, to be
discussed with other
areas.
HR manager To be
1. Monitoring of 1. Apply adequate completed X | x
decisions on indicators. through
education, months 4 to
'mpfo}’e the recruitment, caree 6.
boar_d S planning and other To be
?cciinvlittci):sng HR areas. 2. _Provide feedba}ck completed X [ X
(from to interested parties. through
CEO's gqonths 4 to
?cnon plarjs HR manager To be
or hoshin . . )
2, Figure 3) 2. Wnte_ 1. Consultation with completed X | X
appropriate external experts. through
procedures for months 4 to
monitoring 6. X [ X
activities.

Figure 4. Possible action plans for the Administration ambRce director.

V. A SYSTEM OF EFFECTIVE MEETINGS !

A third important tool for family business gomance is a system of effective meetings.

Hoshin management assumes the existence of such a systeragh which planning

activity is deployed and controlled. In this sen#ee hoshin system and the meetings

system are part of the same governance architectukewise, the family business

! This section is based on Yacuzzi & Naiberger (3009
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governance indicator is integrated in the systend ased throughout the year in the
context of meetings arttbshinplans, as a tool for learning, orientation andticn

A system of effective meetings is a hierarchisalicture of regular meetings in an
organization. For example, let us assume a firregirdtted by the following levels (the
structure is similar to ABC’s): (1) CEO, (2) Direcd, (3) Section chiefs reporting to
directors, (4) Employees (reporting to section f)ie

Its meeting system would be a pyramid. The pydais an ideal structure that is used
recursively. Information flows smoothly through fitpm top to bottom and vice versa, at
least twice a month. As soon as it is designed,pgramid is an empty structure that is
filled out with two elements: (1) Systematic seal@himportant governance problems; and
(2) Methods to solve them. During meetings we emjdeatwo things: (1) Team work and
(2) A scientific approach to problem-solving, baseddata and facts.

A meeting system includes the following elemerfiy Organization of the pyramid,
which is dynamic and usually done by trial and er(@) Objective determination, that is,
what are the most important themes to be dealt; wWBh Determination of objective
measurement criteria and problem solving methods;af system to work, methods for
analysis and problem resolution are required; (@rifcation of manager and employee
responsibilities regarding the meeting system.

A complete meeting system for ABC could includgular meetings such as those shown
in Figure 5"

! The frequency of these meetings, as well as thain agenda items, key participants, and othefilgestach

as responsibilities for the agenda and minutes vaily; some meetings will be held every two weeltbers,
twice a year. Information between brackets, altiotentative, suggests possible frequencies for ABC’
meetings.)

14



Meeting | Possible frequency and observations

Meetings related to family governance dnHvery two weeks at first, then with le

"2
2]

institutions frequency.

Board meetings At least, every two weeks.

Planning and control meeting for education arfdnce or twice a year.

training

Strategy meeting Twice a year.

Meeting with key suppliers Once a year. Could idelupreparation for
supplier development.

Meeting with key clients Twice a year, regularlyvehen needed.

Functional meetings. (These functional Once a week.

meetings should closely interact with board
meeting and provide feedback from one boafd
meeting to the next).

Meeting of the change management committee  The deencould operate during the first
months of the change effort; later, it could stop
its functioning based on results.

Meeting of the board committees Once a month.

Figure 5. Possible meetings for ABC.

VI. OTHER TOOLS AND THEIR INTEGRATION

The family business governance indicator candmsidered to be a quality tool (after all,
it is a kind of checklist). Likewise, the meetingsgeem is a vehicle for teamwork, another
quality tool. Quality tools are an integrated systd his implies, if the company so wished,
the potential use of classic tools of quality maragnt, such as the PDCA cycle, the seven
classic tools, and the seven managerial tools.st€ldasols interlink with newer and more
general methods. For example, the PDCA cycle isxegral part ohoshinmanagement,
as we saw above. On the other hand, well-known T@Ms can be used in problem
solving during thehoshin process, the meeting system, and the evaluatiagowérnance
through the family business governance indicattie Three main techniques presented in
this article are themselves closely integratecghasvn in Table 3.

15



Hoshin Effective meeting

FBGI
management system
The FBGI provides | The FBGI is
FBGI guidelines to analyzed at meetings
X potentialhoshinand | on a periodic basis
serves to control and serves to design
implementation. policies.
. D Thehoshinplan is
Hoshin Hoshin (objectives) elaborated%nd
management can be_zcome new X controlled at
items in the FBGI. )
meetings.
The effectiveness of
. . the meeting system isThe meeting system
Effecg;/set(rann?etmg analyzed with is a source of ideas X
appropriate indicator| for thehoshinplan.
items.

Table 3.How the FBGI hoshinmanagement, and the effective meeting system oordosystem.

VIl. A POSSIBLE APPLICATION OF THE TOOLS TO A CONCR ETE
GOVERNANCE ACTION AT ABC

How can we integrate our tools to enhance faimilginess governance at ABC? One of
the characteristics of the techniques is the freetto mix them in various ways. Freedom
applies to the order in which tools can be usedhécfield of application, to the greater or
lesser intensity in control activities, to the seogf trials, and so on. Each organization
should decide how to use the tools, as a functfats @urpose, its resources, the time of
implementation, and other factors.

Nonetheless, there are universal guidelineselaissume that the proposed tools are to be
applied at ABC to family business governance, thetiag point should be a governance-
enhancing plan. The plan could be part of a moreege long-term plan, of which the
hoshin plan would be the first-year plan. There are wssiovays in whichhoshin
management could be applied to the enhancemernafyf business governance. This is
not surprising, as &oshinis an objective to be met and, as long as thigabbe is
important, it is possible to introduce it irhashinplan.

For instance, ABC could activate the work oftiteard and include this activation as one
of the company’s annuddoshin as | proposed in hoshin 1, Figures 2 and 3. Thalis,

areas would became aware of the value and imp@&tahaising board resources to the
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limit. I highlight the word ‘all’ as all areas amanployees have the chance and obligation to
use the opportunities of an active board. If boactivation consists, say, in hiring an
external director, all managers and employees halle access to the experience of this
director in solving company problems in differenhtexts.

In addition, all personnel, one way or anotlséQuld have access to the new director to
learn as much as possible from his experience. #ceaad interactions, moreover, should
not be casual or random, but rather the resultsysSgematic plan to integrate the new board
member with all levels in the organization. The nplaould be in line withhoshin
management ideas.

Problems in which the new director could operate those associated with concrete
governance actions, such as the following: Awaocdsidanagement performance; actions to
enhance company culture, values and mission, a$ agelleadership at all levels;
implementation of an ethics code; and monitoringnanagerial actions. These actions
could be followed by applying the family busineswgrnance indicator in the context of a
meeting system. Thus, from a concrete governantenadoshin management would
become operative, as well as its associated meeatystem and its family business
governance indicator, which would act as a sighdhe direction set by the enterprise and

as a vehicle of organizational learning and control

VIIl. THE ROLE OF CULTURE

The proposed tools have the hallmarks of Japdrfraquently we hear references to the
difficulty of applying them in other cultures, dse¥ would be products of a unique social
and cultural environment. | do believe, howeveat ttihe socio-cultural view is limited; it
assumes that socio-cultural values are the exmganatariables while management
methods are the dependent variables. In practaeever, socio-cultural values evolve and
it would be inconsistent to assume that the realitpnanagement is determined by culture
alone. There might be some features in Japanesgeusuch as discipline and groupism,
which cannot easily be transported to other cutubeit the key to effective learning from
the Japanese consists in adopting technologictd tbat transcend culture and history and

can be applied in foreign cultures.
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By consistently applying them, a new culture dan created through a large-scale
company-wide effort. Systematic adoption of thegyoance tools proposed in this article
implies what Shiba et al. (1993) call ‘a mass moeeth that is, a set of activities and
change actions that reach everyone in the compdfyr the mass movement to take place,
the role of the CEO and middle managers in leadimgj implementing change is key, as

any practical change theory would maintain.

IX. CONCLUSIONS

Good family business governance is the conflaefaood concepts and good practices.
Good concepts are provided, among others, by IFBD8Rin its handbook. | sincerely
believe that the techniques presented in thislartan serve as a solid framework for
implementation and control of a family governanoaaept application at ABC.

In order to be successful, management toold) ascthe ones here proposed, should be
kept simple. If necessary, the techniques shoulth&de easier to understand and should be
shared by as many people as relevant at ABC. Sharedledge acts as a powerful glue
that leads the organization to success througherbettotivation, coordination, and
transparency.

Much effort is devoted in this article to govange measurement through a quantitative
approach that resembles in its structure the NakiQuality Awards, with dozens of items.
The proposed indicator is flexible and can accomatedifferent preferences and, equally
important, new developments in the governance arahagement fields, such as
sustainability, a topic displaying a strong impuiséay.

At this point, please let me quote Lord Kelvimce again:

“l often say that when you can measure what you sgeaking about, and express it in
numbers, you know something about it; but whencamnot measure it, when you cannot
express it in numbers, your knowledge is of a meand unsatisfactory kind; it may be the
beginning of knowledge, but you have scarcely iar yhoughts advanced to the state of
Science, whatever the matter may be."

Needless to say, most improvement efforts mustideboth quantitative and qualitative
tools, such as those from Organizational Develogmiémally, the hoshin and meeting

systems, as long as they are kept simple, provideexcellent field in which the

! Shiba et al. (1993), p. 307.
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organization can arrange its human, physical, aformation resources for governance

improvement and control.

19



APPENDIX |

THE STRUCTURE OF THE FAMILY BUSINESS GOVERNANCE IND ICATOR

Indicator’s dimensions and elementsNumbers show the maximum score allowed for eaeh, a

theme, dimension and element. Appendix Il shows kaeh score was calculated. This structure

could become a questionnaire for measurement.

Area

Themes

Dimensions

Elements

General principles
of governance (70)

Explicit

Explicit document on the importance of governance 2

Documental (5)

Section on governance in the annual memory 3

consideration of
governance (10

Adoption of a code of good practices 3

Organizational (5)

Appointment of a person to follow-up governance soees 2

Information

Transparency criteria|

Actualization of accounting criteria 10

(20)

Information on future performance objectives 10

provision (30)

Appointment of a person responsible for informatavision 5

Organizational (10)

Existence of a mechanism to answer inquires frakestolder$

Family governance
(330)

CEO duality | CEO duality (30) Whether the CEO is a permanerotiar 15
(30) Whether the CEO is concurrently chairman of thathd®
Communication of | Whether values, mission and long term vision areraanicated to
values, etc. (7) all family members. 7
Communication of | Whether family members, especially those who aténmolved in
Content of accomplishment, | the business, are kept informed about major busines
communication| challenges, strategies accomplishments, challenges, and strategic diresti®
(20) (6)

Communication of
rules and decisions

@)

Whether the rules and decisions that might affectify member’s
employment, dividends, and other benefits they lisgat from the
business are communicated. 7

Communication

Communication
system (15)

Whether formal communication channels that allomifg members
to share their ideas, aspirations and issues @%st.

and meeting
system

Regular meeting
system (40)

Whether the family comes together regularly and esadny
necessary decisions. 40

(70)

Fair communications
(15)

All family members have the same access to famibiriess
information, regardless they work at the familyibess or not. 15

Family protocol
(60)

General aspects (60

There exists a family constitution, or family creed family
protocol, or family strategic plan, or statemenfashily principles,
or family rules and values, or family rules andulegions. 60

Family policies

There exist clear and written employment poliches establish
suitability for the job and other terms and coraisi of family
employment within the firm. 10

Family member
employment policies
(30)

Whether the written employment policies are faicavering the
treatment of family member employment as well &dmployment
of non-family employees. 10

Whether the written employment policies are madslable to all
family members to clarify expectations. 10

(50)

There exist clear shareholding policies that setidjht expectations
among family members regarding shares” ownersgigi(for
example, whether in-laws are allowed to own shart. 5

Family member
shareholding policies
(20)

Whether an existing set of policies define the raeitms that allow|
family members to sell their shares. 10

Whether there exist a Shares Redemption Fundsionitar
institution in order to buy back any shares thatifamembers
would like to liquidate. 5
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Area

Themes

Dimensions

Elements

Family governance

Conflict of
interests (30)

Conflict of interests
among different
kinds of family

shareholders (30)

Whether there exist conflicts of interests betwkegnily members
who work at the firm and those who do not. 30

Existence of
institutions (40)

There exists one or several family governancetingins, such as
the family assembly, the family council, or the fanoffice and
other various committees (education, shares redempmtareer
planning, family reunion and recreational commiktéeat help
strengthen the family harmony and relationship# it business.

(Cont.) (330) Family 40
gr?s\ﬁ”:%r:;e Whether family members are well informed aboutghepose and
instituti . .| activities of established family governance ingiits. 15
(200) Information to family - — = -
Whether family members distinguish between the ebkamily
members (30) A ; h .
governance institutions and the governing bodigh@business,
such as de board of directors and senior manageffent
Written procedures | Whether there exist written procedures for famiyernance
(30) institutions and they are shared with all familymixers. 30
Advisory Consideration of Regardless of whether there exists an advisorycbaanot, the

Boards (230)

boards (15)

advisory boards (15)

organization has evaluated the advantages andvdistadjes of
advisory boards. 15

Resources (10)

Directors have sufficient resources to oversee gement and other|
family members. 10

Board of There exists in the board one or more independeetttdrs (free of
directors, Independent directors links to management, the family and others thatccmfluence
general aspectg (50) his/her judgement. 25
(70) Whether the chairman of the board is an independiesttor. 25
Directors’ The CEO or his/her family occupy positions on toard. 5
representativeness| Whether the CEO and the chairman of the board geloithe same
(10) family or group of control. 5
Meeting frequency. 3
Meetings (10) Presence of top management at meetings. 4
Existence of fix rules for meeting call, agenddrdisition,
preparations, etc. 3
Division of labour among directors. 3
(;'i:’:‘crg)g Directors act as guides to strategy and decislurtsio not perform

routine (40)

Division of labor (10)

day-to-day management activities, which are resktoe
management. 4

Division of labour between the board and the CEO. 3

Evaluation and
follow-up (20)

Existence of rules on evaluation and follow-uptaf board’s
decisions. 7

Existence of annual evaluation of the board’s wark.

Existence of evaluations of the board’s work aftezh meeting. 6

Knowledge (10)

Ability in areas of knowledge relevant to the fir.

Familiarity with industry conditions. 3

Board of Familiarity with firm operations.3
directors’ Compromise (20) Preparation for board meetings on the part of thrsc10
ability and P Compromise during board meetings. 10
compromise The board searches for strategic information tffitén addition to
(40) Information (10) that received from top management. 5
The board makes acute questions to top managemehéio
proposals. 5
Conflicts of interest | Cases of conflicts of interest in a transaction iimelves directors.
Board of 15
. ., (15)
director’s _ _ _
composition Disciplinary measures against the board or the gemant in the
and behaviour Disciplinary last three years. 5
(35) measures (10) Disciplinary measures against directors for violgtiheir fiduciary

duties in the last three years. 5
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Area Themes Dimensions Elements
Board of Managers’ salary is linked to their performance. 5
dlrecto_r_s Management Existence of a board’s agenda on the evaluatitimeahanagement
composition 5

Boards (Cont.)
(230)

and behaviour
(Cont.) (35)

evaluation (10)

Board of
directors’
control and
monitoring (15)

Initiative (5)

Initiation of decisions on markets, customers, eygés, products,
technologies, budgets, etc. 5

Ratification of
decisions (3)

Ratification of decisions taken by managers on etatlkcustomers,
employees, products, technologies, budgets, etc. 3

Support (4)

Support to managers for implementing decisions arkets,
customers, employees, products, technologies, bsidgfe. 4

Monitoring (3)

Monitoring of decisions on markets, customers, eyges,
products, technologies, budgets, etc. 3

Board of
directors’
advice and

networking (15)

Advice (10)

Advice on issues related to administration, legabnomic,
financial, technical, marketing aspects, etc. 10

Lobby and corporate|

Influence on important parts of the environmentetduce
uncertainty. 3

image (5)

Influence on important parts of the environmergdpport the firm
and enhance its image. 2

Senior
management and
succession (170)

Senior
management

Senior management positions are occupied by exprieand
qualified professional managers, regardless whektagrare
family members or not. 8

The organization has designed a formal structudectaarly
defined the roles and responsibilities of all semanagers,
present and future. 8

Professionalization (40

The organization strives to have the best availpbtgle running
the organization, be them family or non-family. 8

The organization has evaluated the skills and fications of all
senior managers. 8

The organization has replaced or hired senior mensags a
comparison between needs and realities indicated. 8

(70)

Decision making and approval powers at all levedsveell
defined. These powers are linked to the roles agpansibilities
of managers and no to their ties to the family. 8

Strategic issues (30)

The company develops an internal training progtaah allows
skilled employees to be prepared for taking onagpobs in the
future. 8

Establishing a remuneration system that providesitht
incentives to managers based on performance apdngbility
and not on their ties to the family. 7

Senior managers use business resources strategicelkclearly
separates business and family assets and setguldrimidgets. 7

Awareness of its
importance (20)

The family firm is aware that CEO and senior mamnaeyet
succession is a key issue for all kind of comparasily and
non-family. 20

CEO and
senior
management
succession
(100)

Whether the family strives to set a sound formatsgsion plan
for the family firm’s CEO and senior managers. 13

Whether the selection process of the next CEOsstarearly as
when the current CEO is appointed. 13

Sound succession plarn
(50)

Whether the family gets advice from the CEO, thardanembers,
the family council or other sources to help thecegsion process.
12

Whether a consensus is reached about the futurea®@eBg key
stakeholders including the board of directors, sewior
management, family or non-family. 12
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Area Theme Dimension Elements
Senior CEO'and Whet_her therg exists a career deve_lopment systet‘nddqest
management and senior Career development anfi po_s;lble candldate'that prepares him or her thredgication,
succession (Cont management transition (30) training and periodic f_e_edback on performance. 15
' succession Whether a clear transition process for both theectrtCEO and

(100)

(Cont.) (100)

the successor is developed. 15

Stakeholders (200)

Shareholders’
position (80)

Search for economic
benefit (20)

Search for value creation. 7

Search of benefit for the shareholder. 7

Search for future income. 6

Information
transparency to
shareholders (30)

Information that goes beyond that required by Iav.

Scope of accounting and other information. 10

Reports requested by minority shareholders. 10

Lack of complaints
(15)

Lack of complaints from shareholders not in tharbdo15

Control rights (15)

Minority shareholders take parsetting agenda. 8

Veto rights of minority shareholders. 7

Employees’
position (20)

Salary (4)

Frequency of salary discussion at the board. 2

Average difference, in percentage, between compasajary
and industry’s salary. 2

Job security (4)

Rate of new job creation. 2

Turnover rate. 2

Working conditions

Indicators of safety and occupational health. 1

Working hours. 1

Benefits. 1

) Cafeteria at the plant. 1
Recreation area at the plant. 1
Average number of job-related training hours peryser
Training (3) employee. 2

Average number of job-unrelated training hoursysar per
employee. 1

Existence of information channels for exclusive ake
employees: newsboards, newsletters, etc. 1

Information (2)

Utilization of information channels: yearly numiur
informative actions of prioritary or exclusive ingst to
employees. 1

Feedback (2)

Existence of systems for transmission of employeeptaints
and opinions. 1

Degree of utilization of complaints and opiniontsys. 1

Customers”
position (25)

Product and service quality. 4

Quality (8) Guarantee policy and after sales service try téegetcustomer’s
royalty. 4
Price (6) Least possible price. 3

Truthful publicity. 3

Complete information on products and services. 3

Information (6)

Existence of complaints. 3

Existence of complaints. 1

Existence of lawsuits against the firm. 2

Feedback (5)

Existence of a system for handling claims. 1

Existence of a system to know customer opinion. 1

Position of
banking and
non-banking
creditors (10)

Economic competencs

@)

® Annual gross sales. 3

Cash flow
management (2)

Application of modern techniques. 2

Broad, updated, transparent. 1

Financial and other

Available on Internet. 1

information (3)

Possibility for creditors to participate as obsesvat meetings. 1

Complaints and law
suits (2)

Existence of lawsuits from creditors against the fil

Existence of complaints from creditors againstfitme. 1
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Area

Theme

Dimension

Element

Stakeholders (cont.
(200)

Suppliers”
position (25)

Contractual conditions (10)

Payment according to contract terms. 5

Search for a long-term relationship. 5

Supplier development (8)

Supplier development programs. 4

Training of suppliers to improve quality. 4

Complaints and lawsuits (7)

Existence of lawsuits from creditors against the fi4

Existence of complaints from creditors againstfitm. 3

Position of
government
(10)

Job creation (2)

Existence of an explicit policyja creation. 2

Facilitating government actiof

Adequate supply of information requested by govemir]
organs. 3

(6)

Facilitation through publicity campaigns of goverem
actions aimed towards general welfare (for example,
towards heath care). 3

Enhancing industry
transparency (2)

Supply of relevant information to strengthen free
competition in industry. 2

Position of
society and the
environment

(30)

Facility and operational safe
(10)

Resource investment to strengthen facility and
yoperational safety. 4

Collaboration with insurance companies and industry
chambers to improve safety and occupational health.

Consultation with experts on industrial safety &ad
social impact. 3

Provision of information to authorities on healtida
safety. 3

Information (6)

Provision of information to the public on topics of
general interest. 3

Savings in natural resources and sustainability. 4

Environment (7)

Campaigns to avoid damaging the environment. 3

Diffusion of social policies to protect the envimant. 3

Initiatives of corporate social
responsibility (7)

Existence of a policy of corporate social respaiigib2

Concrete actions of corporate social responsibiity

To a great extent, the methodological aspectseofpendix | follow Yacuzzi (2007, 2008).
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APPENDIX I

CALCULATION OF THE SCORES FOR THE INDICATOR’S STRUC TURE

In this appendix the method used for maximumresamalculation of the indicator’s
structure is explained. So far, the questionna@i® ot been written, but the procedure can
equivalently be applied to the tables in AppendiXHe appendix starts with considerations
on measurement in the social sciences, where & lawnber of variables is usually

necessary. Next, scores for each item are detednisiag utility theory.

A.l. MEASUREMENT IN THE SOCIAL SCIENCES *

Some variables, such as temperature and ame&ecabjectively and precisely measured.
In management research, however, there are hundfedsiables, such as compromise or
leadership, which are subjective and difficult teasure. How do we handle such abstract
concepts and measure them? We analyze abstraceptenalong their dimensions and

elements, in what is called “operationalization”.

Operationalization of variables
Variable operationalization, which leads to tmeasurement of abstract concepts, is

achieved by looking at the concept incorporatedeacth variable from its different
dimensions and elements—observable and measutadilels examine, for example, the
operationalization of the concept “position of #maployees in the firm®'This concept is
part of our indicator and tries to measure the ee@f consideration than the position of
employees ocuppy in the mind of a director. We wwrsthat directors concerned about
their employees will share the following generahdnsions:

(1) Salary. They will be concerned about their employees” gdtarel.

(2) Job security. They will think about providing job security to cant

employees through time.

! Yacuzzi (2007) is followed in this section.
2 Sekaran (1992) is followed in this section.
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(3) Working conditions. They will be concerned about offering working
conditions that are attractive and, at least, coaipa to those offered by
other industry competitors. Obviously, they willnsider safety and
occupational health.

(4) Training. They will allocate important resources to train éogpes.

(5) Information. They will keep their employees informed about compa
related themes of potential interest to them.

(6) Feedback. They will promote the creation and maintenanceystesns

that collect personnel opinions and complaints.

Governance dimensions at family business

Dimensions (1) through (6) above describe thendg of a director concerned about her
employees as stakeholders. They explain the meafifegployee position” to the eyes of
a director, but measuring them requires furthermeration. One way to examine a
dimension is to divide it in its constitutive elem® Constitutive elements are aspects in
which dimensions show up as human behaviour or mdtrative facts and can be
measured more easily than dimensions. For exanipiege take thesalary dimension
directors’ concern about salary is an abstractighile one of its possible constitutive
elements, “the number of times per year salaryl lsveonsidered at board meetings”, is an
easily measurable element. Other elements thattnlighpart of the salary dimension
include a percentage comparison between averagey salid at a firm for a given position
and the average salary paid at the industry lerdahie same position. And so on.

Dimensions can be measured by means of a goeatie with appropriate scales. The
guestionnaire, not written as yet, would be based\ppendix | and would be similar to
that in Yacuzzi (2008). For instance, a questionualthe salary dimension might be:
“Please indicate the degree of validity for yountiof the following statement, using the
scale provided: ‘Salary level is a major concermopf management in our company.” And
the question would be answered by choosing a Jatune a five-point scale, ranging from
“Absolute disagreement” to “Absolute agreement’e®ame reasoning applies to items in

the structure of Appendix |.
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Appendix | presented a list of items for our figngovernance indicator. Its columns are:
areas, themes, dimensions, and elements. Thedabtents could be deployed with great
detail in the future questionnaire, on the basiswbich governance scores would be
calculated. Generally speaking, each question correspondsiécetement, although there
might be some exceptions. Notice that the dimemssmithe concept of family business
governance cover five areas: General principlegosernance, family governance, boards,
senior management and succession, and stakeholdgpendix | can be analyzed by

variable operationalization. The relevance oftallireas cannot be overlooked.

A.ll. DETERMINING THE SCORES FOR EACH ITEM

Let us analize in greater depth item scoresnklvevery element were perfect and free
from measurement errors (impossible features),eash if all important dimensions and
elements were included, and irrelevant ones exdluge still would have to deal with the
hard problem of assigning importance to each iten @ the sections in which items
cluster. In other words, in designing a measurenmasttument, proper weight must be
given to score graduation.

In this work we calibrate maximum scores in esgettion by using a preference function
with multiple attributes. This method, even thouhdoes not completely eliminate
arbitrary scoring decisions, is based on systemgtiestioning to decision makers and
governance experts about their preferences. Thecig of the indicator could be, in the
last instance, to establish a hierarchical ordesragrfirms, according to the quality of their
governance. The order would be established ondhbss lof scores assigned to each firm.

Let us consider the major areas that definedmeept of governance. We must determine
the weight of each area and, to that end, a pmefer&unction is built. At this stage we aim
at finding weights for each of the five areas; agalsly, we will find weights for themes,
dimensions, and elements in Appendix I.

Maximum scores assigned to each area will defiaedrly on the values assigned in a

preference function. This function will finally edtlish the hierarchical ordering of firms on

! The indicator’s structure is fundamentally basadtte following sources: IFC (2008), CEF (ca. 2005)
Gabrielsson (2003), Blair (2004) and Clarke (204 b
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the basis of their governance quality. The basmcguure to determine this preference

function is described, and then we apply it toahsignment of scores to our structtire.

Step 1. Preference function determination
Preference function P is assumed additive, thighform:

P(M, V2, V3 V4, V5)= WyV1 + WV + WaV3 + WaV4 + WsV5 (Equation 1)
where P is preference, theare the values that the governance expert asgigine areas
of the questionnaire, and thg, weights for each area. Weights and value funstiare
scaled in such a way that

dw=1 0sw<1l and
v, (bestlevel) =1
Vv,(worstlevel) =0, fori=11to 5, where i is the area.

A frequent doubt is related to the legitimacytius additive model. We believe that it is
sufficient to check thalifference independenasondition for each area. This condition
establishes that the magnitude of the differencinénintensity of the preference between
two levels in area i does not change when fixedlkin other areas change. Let us assume,
for instance, that a decision maker is given twlues, y = 0.1 and y= 0.7, where values
0.1 and 0.7 are taken from a 0-1 scale that memshesvalue assigned to the strength of
the area “principles of governance” in a firm; G7igher than 0.1. The decision maker is
asked to answer if the intensity of her prefereiocgo from 0.1 to 0.7 is influenced by the
fixed levels at other areas. (In other words, shasked whether she would be conditioned,
in choosing a firm with better governance principldy the levels of areas “family

governance,

boards”, “senior management and ssior” and “stakeholders”.) If the
levels of other areas do not affect the first ateasidered, then this area is considered
differenceindependentrom the rest.

If the area does not pass the test, we can ehaomodel that takes into account

interactions among areas, or else areas can benediso thadifference independendg

! The procedure follows in general that describedhbffa and Sarin (1987), with minor changes in way
to calculate unidimensional values.
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achieved. In our work, we follow the criteria ofsjuone expert (the author), and the
rationale to justifydifference independendellows*

“In the first place, let’'s look at the relatibis between the areas “principles of
governance” and “stakeholders”: a firm with gooddg@mance must have solid principles of
governance, regardless whether it adopts an adtitiavorable to its shareholders,
employees, creditors, etc. In the second placejdetxamine the relationship between the
areas “principles of governance” and “boards”: theards could function properly,
regardless of the existence of (explicit) solichpiples of governance. In the third place, let
us consider the relationship between the area ébtakers” and “boards”: a board could
function properly, be involved with its work andlfav a reasonable routine of control and
networking, regardless of how the firm, by its peidphy of governance, considers the
position of stakeholders. And so on with the renmgjrareas.

Even though this reasoning is preliminary andl@¢de confirmed by better qualitative
and quantitative analysis, Buffa and Sarin (1987/(Q2) maintain that additive preference
functions are quite robust and, in most situatiomdl, produce small errors, even when

there is a moderate interaction among areas.

Step 2. Construction of unidimensional value functins

An important problem is that of assigning values governance areas, themes,
dimensions, and elements. In what follows, we ohice a method to evaluate the value
function vy belonging to area i. Similar reasoning would allosvto study value functions
for themes, dimensions, and elements of the contteptcommon to establish a 0-1 scale,
where 0 indicates the worst level, and 1, the msl. These values emerge from utility
functions that will depend on each decision makeimothe case of a general use indicator,
on the consensus of the comunity of family goveceaaxperts at a given moment and
place. For this work, we propose the utility funats shown in Figures 6, 7, and 8.

The utility function of “general principles obgernance”, shown as table and graph in
Figure 6, was built so as to reflect the decisicaken’s way of thinking. For the lower
degrees of principle consolidation, the utility {@lue) increases linearly, at a rate that is

higher than that for upper degrees; for upper degrihe growth rate flattens. This implies

! Future versions of this indicator should inclugiéngons of a qualified group of governance expeste
Yacuzzi (2007, section V.2 Appendix V).
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that (relatively speaking) the decision maker valmeore small efforts towards family
business governance than more advanced enhancefieatseaning of different degrees
is shown in Table 4. This table is important, siiigaovides some objectivity to the search

for a preference function.

Degree of Degree, General principles of governance:
principle in Assigne utility function
consolidation number | dvalue
Null 0 0 19
In development 1 0.4
Partial 2 0.7 1 .
Total 3 0.9 .
Level of 0a
excellence 4 1 .
L
% 0E
=
0.4 #
0.z
I:I T T T T
0 1 2 3 4 s
Degree of principle consolidation

Figure 6. General principles of governance: utility function.

Degree Meaning
Null Governance principles are either unknown or nottioeaed at the firm. There are o
consolidation | references to them in director’'s or manager’s diiggourse; at the most, there are
isolated references.
o The topic of governance principles starts to beettgped, with some systematic order.
Consolidation | For example, ad-hoc documents are issued, or sem@epare trainned in governangce
in process of | themes, or responsible persons are assigned torgmae themes, or the organization
development | works on a code of good practices. Issues sucheasninagement of information |is
given explicit attention.
) There are evidences of a significative degree gflémentation in all themes and
Partial dimensions of the governance concept. For exarmapede of good practices has been
consolidation | enforced, and an accounting expert has been ctedrdo update the delivery of
information to markets.
Total The company displays knowledge and applicatiorobél governance principles at gll
consolidation | levels. Internal and external documentation reldtegjovernance is up-to-date and
available; transparency prevails in accounting @perational areas.
The company has not only totally consolidated gegnance principles, but it also
Excellence level| €xhibits its achievements to the industrial comrtyrthus becoming a nacional and
international model. In order to maintain goverreaminciples, methods similar to
those of continuous improvement in quality manag#raee applied.

Table 4.General principles of governance: Meaning of itgrdes of consolidation.
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Figure 7 shows the utility function for thelgtholders area. It is a linear function, that so
reflects a “democratic” perspective concerning tingportance of stakeholders: all
stakeholders are important, and the scores adde wahether they are assigned when
considering shareholders or any other stakehold@@ée meaning of the degree of

consideration of stakeholders is presented in Table

Degree Stakeholders: utility function
(Scope) of | Degree,
considered in Assigned 12
stakeholders | number | value
Null 0 0 1 *
Minimum 1 0.25 0.8
Medium 2 0.5 o *
Large 3 0.75 2 06
Maximum 4 1 = ~
0.4
0.2 *
0 T T T T
0 1 2 3 4 3
Degree of amplitude in congidering
stakeholders
Figure 7. Utility function for the stakeholders area.
Degree Meaning
Concern for shareholders holds absolute priorityspite of that, there is
Null litttle or null information transparency, and litttg null opportunities fof

amplitude dissatisfied shareholders to manifest themselvesntorce their rights ir
the context of the firm.
Concern for the shareholder holds priority, buteotitakeholders, such as
customers or suppliers, are considered as welideAsom the shareholde

. [
g/lrlr:“ﬂqtld(rjne stakeholders only get partial attention: for exammgmployee training i
P properly performed, but salary considerations alityuof working life are
ignored.
. Several stakeholders receive attention from top agament, including
Medium harehold | d lieraddition, f H
amplitude shareholders, employees, customers and supplieraddition, for eac

stakeholder, one or more dimensions are considered.
Large At least five out of seven stakeholders are cloatétlynded to. Attention, in
amplitude this context, means that, for each stakeholder]east two or threg
dimensions are properly taken care of, and, in efctension, a plurality
of elements is considered.
All stakeholders are considered in all dimensidfa. each dimension, all
elements receive at least some degree of consimteratt all levels in the
firm there exists a “culture of stakeholders”.

Maximum
amplitude

Table 5.Meaning of the degrees of amplitude in the consitiiem of stakeholders.
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Finally, Figure 8 exhibits the utility functidor the boards” work. The first points are not
too highly valued: after all, there are certaintioes that all boards, no matter how shallow
its work, must adhere to. However, values growtthwreater slope when the percentage
increases, in order to highlight the importanca dbard that performs tasks that go beyond

the minimum practice. Table 6 shows the meaninghefdegree of effectiveness of the
boards’ work.

Board's work: utility function
Degree of
effectivenesg Degree, 12
of the in Assigned
board's work| number| value 1 *
.N.uII 0 0 08
Minimum 1 0.1 o
Medium 2 0.25 2 08 +
Large 3 0.6 =
Maximum 4 1 0.4
0.2 *
*
o T T T T
0 1 2 3 L) 5
Degree of effectiveness of the board

Figure 8. Utility function for the board’s work.

Figures 6, 7, and 8, show then three differemicfional forms, corresponding to the
criteria of a decision maker or governance exgeot. the remaining two areas, “senior
management and succession” and “family governartbe”figure and table for “boards”
will be used. On the basis of these utility funopthe expert can build tables and assign
values. Other decision makers might have otheergitand these could become explicit in
other different utility functions.
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Degree Meaning
The board has no work routine. Directors do notneliave a cleaf
consciousness about their role. They do no meeatrabwhat the law
establishes and they present an insignificant lesfelability and
Null effectiveness compromise with the organization. The board doet ewmaluate
management and, even if there are no conflictatefést, the board’s
behaviour is negative or null. Directors do notfpen tasks of control
monitoring, or networking, nor do they provide amvto managers.

The board understands the importance of its rolet this
understanding does not translate into innovativéoacor control

y&zmges bghaviour, due to a limited level of ability andngaromise from
directors. Just two or three themes of the boantek are treated
albeit insufficiently, in one or two dimensions hac
The board is reasonably competent and is involaealidimensions of
Medium the “ability _and competent” thgme. In gddition,tiﬁkes forvya}r_d g
. regular routine, and duly exercises monitoring aodtrol activities.
effectiveness

The board develops advising and networking taskyt |b
unsystematically.

All themes related to the board’s work are consideroutine, ability
and compromise, composition and behaviour of trerdyocontrol and
monitoring, and advice and networking. In additiat, least three
dimensions are covered for each theme.

All themes and all dimensions are properly congide/A culture of
continuous improvement is alive, applied to therdaawork. There
are even written procedures to evaluate the boaftEstiveness.

Large effectiveness

Maximum
effectiveness

Table 6. Meaning of the degrees of effectiveness in thedisarork.

Step 3. Determination of important weights for eactarea (w)

The most important area is identified first. §hs an arbitrary decision, although it
reflects a philosophical position towards familyslmess governance; if necessary, the
effect of this choice can be evaluated throughiseitg analysis. Let “family governance”
be our area of greatest importance. In order tduat@ weights we ask the following
guestion: “Consider firm A, with the worst level its “principles of governance”,;\= 0,
and the best level in “family governance? « 1. Consider now another firm, B, with ¥
1, the best level for its “principles of governahd&/hat should be levelor this firm B
so that you would be indifferent (as an externapegk that evaluates this firm’s
governance) between choosing A or B?

Assume that the answer is 0.8, i.e., decision maker at firm B is willing to traff
part of family governance consideration in ordeh&we perfect principles of governance.

By using equation 1 this situation is presented as:

! This means that,= 0.8 emerges objectively from the utility funetiand the description of degrees in
Figure 8 and Table 6. Taking intermediate valudsggimate.
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wyVv; (worst level of principles) + w» (best level of family governance)=
=wyV; (best level of principles) + % 0.8
WiX0+wpx1=wx1+wx0.8
Rearranging this expression, we have:
0.2w=w Equation 2
Next we pose analogous questions for the remaiaiegs. “Consider firm A, that has the
worst level in its boards” workz\= 0, and the best level in “family governance;,~v1.
Consider now another firm, B, withy ¥ 1, the best level in its boards” work. What dtiou
level » be for this firm B so that you were indifferens (@n external expert that evaluates
this firm’s governance) between choosing A or B3/olur answer to this question werg v
= 0.3 then:
wzvs (worst level in board’s work) +x (best level in family governance)
= wsVv3 (best level in board’s work) +,w 0.3
W3XO0+wpx1=wx1l+wx0.3
Rearranging this expression, we get:
0.7 W =Wws Equation 3
Analogously, for the areas “senior managementl awccession” (area 4) and
“stakeholders” (area 5) , we get:
0.5w =wy Equation 4
and
0.6 W =Ws Equation 5
The sum of weights must equal unity, i.e.:
Wi+ Wo+Ws+Ws+Ws=1 Equation 6
Therefore, with equations 2, 3, 4, 5, and 6:
0.2w+w,+0.7w+05w+06w =1
3wy=1
wy = 0.33,
and, as a consequence:
wy =0.07; w=0.23; w=0.17; w= 0.20.

And we take these five estimates as our impodaveights w i = 1 through 5.
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Step 4. Global values calculation
Equation 1 allows us to calculate our preferefmwea given firm as a function of its
governance quality. We will have, for instance:
P(Vi, Vo, V3, Va, V5) = WiV1 + WoVo + WaV3 + WaVa + WesVs5 =
=0.07 x0.75+0.33x 0.70 + 0.23 x 0.45 + 0.1035 +0.20 x 0.8 = 0.6745
This value is multiplied by 1000 in order to geate an indicator that covers the range
from O point through 1000 points. This operatioraisimple arithmetic step that does not
affect comparisons made with the governance inalicat

Step 5. Sensitivity analysis

The previous line of reasoning might be affedigdubjectivity. Subjectivity covers both
the selection of weights for each area and thgas®nt of its values. In order to increment
confidence in the indicator’s performance, sengjtianalysis could be performed. A
possible way to conduct this analysis is the foltayy

» take a set of firms and evaluate its governanch thi¢ developed indicator, with
the base values;

» establish a ranking for these firms on the basishef results obtained with the
indicator;

» obtain other (or others) indicator (or indicatofdsy changing values (utility
functions) and weights in steps 1 through 4 above;

» establish a new ranking of firms with the new iradar;

» compare results. If they agree, our level of caarick in the indicator will increase;
otherwise, it would be convenient to make a moodqund study of the philosophy
of governance and look for more information, inerdo find a more consistent
indicator.

Sensitivity to the utility function used coultba be measured. Yacuzzi (2007, Appendix
V, shows this case). A further way to conduct dentsi analysis is to compare the weights
that different decision makers or experts assigifferent governance areas, by following
steps 1 through 4 above. If weights are approxitpaquivalent, our confidence in the
indicator will increase. Important differences wuleflect different understandings of

governance, as shown in Yacuzzi (2007, Appendige¢ond section).
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A.lll. APPLICATION TO THE COMPLETE STRUCTURE

In the previous section we have shown how weighh be systematically assigned to the
five areas of governance. Something similar carddee to assign weights to different
themes in each area; to different dimensions irh géaeme; and, finally, to different
elements in each dimension (although in this wokk fallow a different way to assign
weights to the elements).

Likewise, weights for themes and dimensions wealkeulated: please see Appendix I,
where the results are reflected (multiplied by 1086 explained below). The following
criterion is adopted for the elements: If a dimensis made from just one element, then,
the weight of the element is equal to the weighthefdimension; if the dimension is made
from n elements, the weight of each element is) (tlimes the weight of the dimension. We
could have calculated each element’s weight bygusipreference function as we did with
areas, themes, and dimensions but, for practiealores, we chose the laplacian criterion
that gives equal weight to each element in a gdierension.

We are ready to assign points to each elemeariowing the National Quality Award
scoring standard, we assign a total number of pdimtthe range from 0 point to 1000
points. Given the weights of the governance angaists are assigned as follows:

* General principles of governancej t'vmaximum score to be assigned = 0.07 *
1000 = 70 points.

* Family governance: w* maximum score to be assigned = 0.33 * 1000 & 33
points.

* Boards: w * maximum score to be assigned = 0.23 * 1000 =ja30ts.

* Senior management and succession:*wnaximum score to be assigned =
0.17* 1000 = 170 points.

» Shareholders: y* maximum score to be assigned = 0.2 * 1000 = (24idts.

In a similar way points are assigned to themesaich area. Calculations are not shown,
but their results are included in Appendix |, ircleacell and between brackets. Notice,
finally, that in this work the concept of utilityifiction is used in two related but different
contexts: on the one hand, it is used to assigmesal(utilities) to the degrees of

consolidation, amplitude, or effectiveness of dbecareas, themes and dimensions (see, for
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example, Figures 6, 7, and 8); this use allowsgagsj points to the indicator’s areas,
themes and dimensions; on the other hand, the poned@l be used in the future
guestionnaire to assign points to different possiéomhswers in a multiple choice setting
(Yacuzzi, 2008}

! Reflections on measurement and considerationeemtlicator as a roadmap to good governance can be
read in Yacuzzi (2008).
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