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1 º SLIDE ( INTRODUCTION )

First of all, I would like to say that I am very happy to be here, taking part in this important event that covers matters that I have been involved with for the last twenty years of my professional life: the family firm and corporate governance.
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2 º SLIDE  (A -THE FAMILY FIRM AND CORPORATE GOVERNANCE)

The fact of the matter is that family businesses and corporate governance are very old themes indeed – the novelty lies in the modern techniques of dealing with them.

Let me give you an example: When prehistoric man took part in a joint economic activity with his family, such as a hunting expedition, planting food crops, or even, perhaps, the breeding of domestic animals, he was forming a family business.  Although that family business was not in today’s legal format, its dynamic and problems must have been very similar.

To quite a significant degree, corporate governance whose main objective is relationships between partners, was also present in these economic activities.  But, on the other hand, if we remember that the Family Firm Institute has only been around for less than 20 years and that the expression, Corporate Governance was used for the first time in the United States only 15 years ago, we tend to think that the modern treatment of what is really an ancient condition, is quite recent.

Throughout this presentation, we’ll also see that these two topics are becoming increasingly convergent, and there are many reasons for family businesses to apply good corporate governance practices.
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3º SLIDE                              ( B. THE FAMILY FIRM IN BRAZIL)
Let me start with the extreme diversification of the Brazilian family firm environment.  This is mainly due to the historically unique manner in which Brazil was colonized by its European discoverers, the Portuguese.  A part of this, also, is Brazil’s longstanding policy of liberal immigration laws, which, in addition to the Portuguese, attracted immigrants from Spain, Italy, Syria, Lebanon, Germany and Japan.

The second reason for this diversified Brazilian environment is the large income imbalance between its many regional areas, particularly, the North and the South.  These economic indicators have led to Brazil occasionally being referred as to “Belindia”, aluding to the combination of the country’s economic standards similar to both those of Belgium and those of India.

Also, according to Alvin Toffler, Brazil is now going through three big waves: that of agriculture, the old economy, and the new economy.

In additional to this, today, ten years after the economy opened up, Brazil has become increasingly globalized.

Therefore, Brazilian family firms must survive in a highly diversified and increasingly global economy.

As a general rule, a family business is the result of the successful activities of a single entrepreneur.  The main characteristics of such people, among others, are the ability to take risks, dedication, perseverance, and independence, to a much greater degree than the rest of us.

But seldomly are these exceptional qualities automatically incorporated into a family firm, mainly because few such businesses survive their founder.

The truth is that, statistically, most family firms are short-lived.  Only thirty percent survive into the second generation and only ten percent survive into the third generation.  Thus, it can be seen that the worst risk faced by family firms is the succession process.
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4º SLIDE 

( B. THE FAMILY FIRM IN BRAZIL-cont.)
Family firms can have a number of different corporate structures, which we shall now examine.

In Brazil and in many other countries, we can still find family businesses with no non-family association.  Many of them are in the process of succession from the first to the second generation, or from the third to the fourth generation or even older family firms.

Again, thanks to the extreme diversification of the Brazilian business environment, we also have the following:

· Family firms in association with other family firms;

· Family firms with foreign capital investment;

· Family firms in association with private equity; and even

· Family firms in association with market shareholders, in the case of publicly listed companies.

It is practically a given fact that increased numbers of partners in any organization create the potential for conflict.  This is particularly true of family businesses where, all too often, emotions overrule reason.

It is within this context that in Brazil, and many other countries, corporate governance becomes the solution for improved management and minimized risk for the family firm.  And the main risk faced by these firms is the succession process and potential conflict between family member shareholders.

All of these situations above are found in Brazil today
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 5º SLIDE
                     (C. CORPORATE GOVERNANCE IN THE FAMILY FIRM )

Corporate governance has many definitions: But, in the specific case of the family firm, it is a system that includes all family partner relationships, all relationships between the family partners and the company, and the way in which these partners manage their firms.  Above all, corporate governance must garantee transparency, fairness and accountability .
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6º SLIDE
                    (C. CORPORATE GOVERNANCE IN THE FAMILY FIRM –cont). 

What are the principal tools for practicing corporate governance in family firms?

In Brazil, as in many other countries, there are three legal instruments of corporate governance available to the shareholders or family partners of a family business.  These are the Shareholders’ General Meeting, the Board of Directors, and the External Auditors.

The Shareholders’ General Meeting is the main center of decision for the shareholders or partners of any organization.  This is true provided that this center of decision is the source of all the company’s business guidelines. On the other hand, this is where the board members, who are shareholder representatives and in additional to this, are accountable for company operations, are appointed.

Therefore, the good corporate governance team needed by the shareholders or partners of any Brazilian organization, family owned or not, is completed by reliable external auditors, and there are many of them in Brazil, all working to international standards. 

In addition to these management tools, Brazilian shareholders or partners have a additional legal mechanism for supervising company operations.  This is what we call in Brazil, the Shareholders Appointed Audit Board.  This Board, which can strongly influence company management, is under used or badly used in most Brazilian family firms. 
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7º SLIDE
                    (C. CORPORATE GOVERNANCE IN THE FAMILY FIRM –cont). 

In the past, very few companies applied corporate governance principles, nor did they regard the advice of their boards of directors as a useful management tool.

But today, the situation is changing.  A number of family firms now apply corporate governance principles and the larger firms depend more and more, on their boards of directors that include outside board members.

Why are more and more Brazilian family firms applying good corporate governance practices?  The answer lies in the ability of good corporate governance in avoiding conflicts and to deliver added value to these companies, and thus increase their partners’ or shareholders’ wealth.

Let’s examine in detail how this is being done.
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8º SLIDE
       (C THE IMPORTANCE OF CORPORATE GOVERNANCE TO THE FF)

Nowadays, more and more Brazilian family firms recognize the importance of putting into practice principles of transparency, fairness, and accountability for family shareholders who are not involved in company management.  It is a known fact that adherence to these principles can eliminate or at least minimize many typical family firm conflicts.

When we analyze these values in the context of the dynamics of a family business, we have to recognize that it is exactly the lack of corporate governance principles that leads to so many of these conflicts.  It has been known even to place the survival of the company at risk, not only in Brazil, but all over the world.  The reasons vary, and family business conflicts of the type that threaten the business continuity of the firm can arise from the lack of one or more of these principles.  Sometimes, it is lack of transparency with family members who are not involved in running the business; at other times, it could be unequal treatment of family members who, in theory, have equal rights; or it could even be a lack of accountability by the management for non-management family members.

Let me describe how the application of corporate governance principles in family firms can bring further benefits:

· The first benefit is that succession risks are reduced.

As mentioned earlier, one of the greatest, if not the greatest potential risk faced by a family firm, is its succession process.

A board of directors partially comprised of non-family members means that the company founder can, little by little remove himself from the operational side of the business with no risk to business continuity, and still continue to monitor the firm’s progress. There is no doubt that this reduces the succession process risk.

Another important fact here is that a board of directors like this can train the successor, thus increasing the likelihood of company and business stability, in the absence of its founder.

· The second benefit is that the company’s principal family shareholders or partners may be actively involved in company management without being involved in its operations.

As we have discovered, during its transition from the second to the third generation, a family company usually changes from being an organization of individuals to a capital based organization.  It is exactly at this moment, when ownership and management are split, that the principal owners who are not involved in operations need their own forum for action and supervision of their business.  It is here also that the board of directors, the principal corporate governance entity, is highly effective.

· Another advantage inherent to a board of directors in medium and large family firms, is the opportunity to improve the quality of management based on the contributions of highly qualified outside board members.

Since it is almost impossible to find all the knowledge and experience needed to run a company in one single family, the contribution of outside board members very effectively fills these professional gaps, and thus improves company efficiency.  This is becoming quite common in Brazil.  More and more family firms are availing themselves of the experience of expert market professionals, whose principal activity is being members on the boards of directors of family firms. 

Let’s look now at the benefits that good corporate governance can bring to the image of a family firm.  

Some areas of the market view family firms with a fair degree of suspicion.  Corporate governance can improve a family firm’s image before clients, suppliers, local government, or banks.  The Brazilian Federal Government is now examining the feasibility of rewarding publicly listed companies that practice good corporate governance, by arranging loans with favorable interest rates.  The possibility of extending this incentive to private companies is also being analyzed.

Therefore, a number of Brazilian family firms are forming associations with other family businesses.  Some have been forced into this arrangement by the increasing pressures of globalization; others resort to this solution to achieve the desired level of synergy for their business, to enable them to confront the increasingly aggressive competition.  Other reasons are family conflicts, or the fact that incompetence or apathy of the family shareholders or partners have left no solution other than sale of the company.

In many cases, thanks to their good corporate governance practices, some companies have become increasingly attractive for association or even for sale.

For all of these reasons, more and more medium and large Brazilian family firms depend on boards partially comprising of non-family member directors.
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9º SLIDE           (E-CONCLUSION)

In conclusion, let me just say this:

If we examine the Brazilian economy of today, we will identify family firms of every size and of the most diverse cultural origins, due mostly to Brazil’s all embracing immigration policy.  We also find some family firms associated with Brazilian or offshore institutional investors.  Then there are the antiquated family firms on one side and on the other side those run on state-of-the-art management lines.

However, one thing is true: Corporate governance practices are increasingly present in Brazilian family firms, and are contributing to:

· Greater harmony between family member shareholders;

· Improved management efficiency thanks to the recommendations of outside board members;

· Improved market image, resulting in increased wealth; and

· Reduced probability of the company disappearing during the succession process, thus assuring the transfer of wealth throughout the generations 

Thank you very much for your attention.
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