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Corporate Governance is the system whereby a Company is directed and controlled.  This involves compliance with a group of regulations, procedures, practices, and relationships between Company shareholders and quotaholders, board of directors, independent auditors, audit board, and third parties (stakeholders).  Its purpose is increased administrative efficiency and to maximization of the Company’s operating activities, in addition to facilitating access to capital (obtaining funds).  The following four master guidelines are the basis for a Company wishing to implement good Corporate Governance practices: (1) disclosure; (2) accountability; (3) fairness, and (4) compliance.  The absence of these principles representing the core of Corporate Governance practices in companies has, in great measure, contributed to corporate conflict in Family Business. Recently, through information obtained from newspapers in the South (São Paulo) and Northeast (Alagoas and Pernambuco) of Brazil, we learned of two (2) incidents arising from corporate conflict.  The first was a court ordered partial dissolution of one of Brazil’s oldest and most traditional securities brokerage houses (Souza Barros) and the total extinction of the family holding company. The second was caused by the death of an entrepreneur, the shareholder of a traditional and longstanding sugar industry and alcohol distilling company in Alagoas (Usina Santa Clotilde). After analyzing the facts, we noted that the absence of Corporate Governance values leads to corporate conflicts that, as a general rule, put the survival of many Family Businesses at risk.  This is usually caused by lack of transparency (disclosure) before the shareholders and quotaholders who are not members of senior management, by the inequitable treatment of some family members holding equal rights, and even lack of accountability in relation to the results of the performance of the family members in top management positions, which undermines operational continuity.  In today’s business circles, fear of corporate conflict is seen as an additional risk in any type of company.  But, this is particularly true in the case of family businesses, where there is more fertile ground and space for such conflict to occur if no preventive measures are implemented.  And it is here that Corporate Governance is a vital and effective tool for minimizing this type of risk, thereby avoiding disastrous consequences.  Among others, the aims of Corporate Governance practices in Family Businesses are: (a) reduced succession procedure risks; (b) assuring shareholders or quotaholders of their right to take part in company management without being involved in its business operations; (c) to increase the Company’s efficiency; (d) improved management under the guidance of qualified external board members; and (e) reduced capital costs, thereby attracting new investments and ensuring Company growth.  Good Corporate Governance practices including compliance with principles of transparency, fairness (equal treatment/justice for all), and accountability to those not involved in management, prevents the existence of or, at least significantly contributes to managing, many corporate conflicts, which are so common to Family Businesses.
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