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Imagine a painter with no paintbrush. A photographer with no camera. A potter
without a pottery wheel. While these artists may improvise, they require foundational
tools to ply their craft. Successful family enterprises are no different—they require
the right tools and capabilities not only to compete, but to succeed. And that takes
planning and forethought, not only about the issues and opportunities that present
themselves today but those that are likely to arise in the future.
At Deloitte Private, we work with family enterprises, advising them on charting a
deliberate course through the stages of their evolution—be it a big investment, a
potential sale or acquisition, or the passing of the torch from one generation to the
next. We call these events pivotal moments.
Will you be ready when your pivotal moment arrives?
This guide is designed to help you identify and prepare for those important events in
the life of a family business as you’re looking to grow, strengthen, and evolve. When
it comes to family businesses looking to grow, we cover the foundational structures
leading family businesses to strengthen their governance and expedite sound
decision-making. We also discuss how to assess your business’s capital needs and
identify financing options that can help you take advantage of future opportunities.
A family enterprise’s ability to advance is defined by the strength of its leadership team
and underlying infrastructure. To this end, we share insights about the role that
long-term incentive plans can play in both identifying and retaining future leaders and
rewarding them appropriately. And we examine how a well-articulated plan is often
supported by a solid technology infrastructure.
Finally, we explore issues that can impact the ability of a family business to evolve over
time. Areas of focus include legacy assessments to understand the implications of
the passing of a shareholder, developing the next generation of family members and
transitioning them into leadership roles, and balancing their wants and needs along
with the future of the business. In a dedicated chapter, we highlight the role that family
offices play in getting ahead of these potential conflicts while managing key aspects of
wealth accumulation and preservation.
No matter what’s coming next for your business, we hope you can leverage this guide
as a resource to help you get prepared and aligned. Happy accidents might work in art,
but we find planning and purpose are the hallmarks of thriving family enterprises.
Wendy Diamond, Family Enterprise Leader, Deloitte Tax LLP
Foreword
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Family business governance
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Create and refine the right model
for your family business
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does complexity, as companies may now be supporting
growing stakeholder groups. They will need to manage
the varied perspectives that exist within a family
system. As new generations emerge, company leaders
should ensure the appropriate legal and organizational
structures are in place—such as wills, trusts, and
succession plans—to execute on their objectives.
Furthermore, as organizations diversify into new
businesses, geographies, and products, they may
find themselves at a disadvantage if their governing
bodies lack the discipline to adapt to these transitions.
Governance helps family leaders anticipate and address
challenges by bringing greater discipline, transparency,
and accountability to the issues that matter most.
As a next step, it’s helpful to decide what needs to be on
the governance agenda. To be clear, the goal of family
enterprise governance is not to create administrative
burdens and bureaucracy, but rather to provide input
and oversight on the strategic direction of the business,
protect family relationships, and steward an enterprising
legacy for future generations.
Every family enterprise faces pivotal moments that
can alter the course of their business, from leadership
transitions to external market forces beyond the
team’s control. Maneuvering through these challenges,
mitigating risks along the way, and embracing new
opportunities are at the core of a carefully designed and
implemented governance model.
Family enterprises that aspire to reach this objective can
channel the same entrepreneurial energy that helped
them build enduring, multigenerational enterprises
and business portfolios. A strong foundation of
governance can help family enterprises make decisions
in areas including capital needs, technology, leadership
transitions, and incentive planning. With an informed
perspective, enterprising families can unleash the
shared vision and values that inspired their business in
the first place.
Checking the vitals
One of the first steps family enterprises can take is
recognizing the important issues that could affect the
family and business over time. As families grow, so, too,
1 Q
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Agenda items may include expertise and guidance in
functional areas such as mergers and acquisitions,
marketing, international trade, or technology. Some
companies may benefit from improvements in
internal communication, while others can build more
sophisticated processes to elevate from compliance to
smarter governance, ultimately helping to ensure a more
sustainable enterprise.
The value of independent oversight
In order to develop these processes, it’s important to
put infrastructure in place that works for each individual
enterprise.
For instance, the addition of independent directors on
family enterprise boards can bring fresh perspectives
and insights. Some organizations accomplish this
through a well-functioning board that offers diversity
of thought, experience, and relationships to influence
the strategic direction of the business. Boards are
successful when they’re accountable to shareholders
and stakeholders in delivering the vision, strategy,
values, and culture set by the owners. What’s more,
skilled and objective independent directors can help
expand management and shareholder perspectives,
serving as a source of encouragement and supporting
informed decision-making.
It’s important to note that having a board doesn’t mean
giving up control. Rather, a well-functioning board
serves in an oversight capacity—helping support an
agreed-upon agenda that helps align family strategy
and business strategy. It provides for input from family
shareholders, and guidance for executives, to help them
remain focused on their roles and responsibilities.
Multiple governance forums
Enterprising families can benefit from the creation
of distinct forums representing various family
stakeholders. For example, a Shareholder of Owner’s
Council provides shareholders with a forum to gather
to continually seek and build alignment and consensus
around key issues such as purpose, as well as decision-
making on areas such as investments and company
distributions. This forum also sets criteria for success
and key policies such as a company’s philanthropic goals
and family employment within the enterprise.
1 Q
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These forums, including a Family Assembly or a Family
Council, can provide stronger alignment between family
strategy and business strategy. For example, a Family
Assembly is the gathering of the entire family in which
the focus is on family bonds. The purpose of such a
forum is to nurture and strengthen family relationships.
An annual Family Assembly can help encourage
emotional ownership of the family enterprise and
reinforce a sense of pride in the family legacy by
educating the next generation about the plans, priorities,
expectations, and operations of the organization.
A Family Council can serve as a bridge between the
business and the family, ensuring the vision and values
of the family are influencing the daily operations and
opportunities of the business. This forum’s design
encourages and creates dialogue between the
business and the family. By definition, a council is a
body that draws on a larger group. The Family Council
is often established as the family grows to create a
distinct body that represents the evolving needs and
interests of the family.
Through strong governance, enterprising families have
an opportunity to build on the richness of their legacies
for the benefit of current and future stakeholders,
thereby helping them manage each pivotal moment,
as a family. As we will discuss in subsequent chapters,
a well-established governance structure can provide
channels for communication, independent thought, and
varied perspectives, which are all valuable to the success
of a family enterprise. Investing the time and resources
to establish these structures can be foundational to
building agility, addressing unanticipated disruptions,
and capitalizing on opportunities.
Through strong governance, enterprising families have
an opportunity to build on the richness of their legacies
for the benefit of current and future stakeholders.
1 2 3 4 5 6 7 8 Q
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Assessing capital needs
2
New capital options can
create new opportunities
for family enterprises
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“Being prepared for the capital needs of your business
almost always leads to increased strategic flexibility,”
says John Deering, managing director at Deloitte
Corporate Finance LLC. “It’s a good way to know an
optimal solution can be available when you need it.”
Traditional and nontraditional lenders are
expanding the spectrum of funding choices
In the past, family enterprises had few options for
accessing capital. As a result, they largely relied on
traditional commercial banks. Unfortunately, commercial
banks often took a conservative stance and restricted
how funds could be used, thereby limiting what a family
enterprise could achieve. While the debt markets have
since evolved to include new, nontraditional lenders,
many family enterprises are not aware of these options.
For the forward-looking family enterprise, opportuni-
ties abound. Whether diversifying into new industries,
expanding existing lines of business, or adopting the
latest technology, growth opportunities will likely present
themselves. And, if they do, additional capital might be
needed.
While seizing these opportunities can be exciting, it
may introduce some unique complexities for the family
enterprise. Family dynamics can have a big influence
on what requires additional capital, when it’s needed,
and how it’s accessed and deployed. As we discussed
in the previous chapter, establishing a formalized
governance structure prompts the business to align on
the “what,” “when,” and “how” in advance. Not only can
this prepare the business to seize new opportunities
with confidence and agility, but it helps ensure the
needs of the business are balanced with those of
family members.
Being prepared for the capital needs of your business
almost always leads to increased strategic flexibility.
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BDCs are noteworthy non-bank lenders as they have
emerged as a compelling vehicle for accredited and
institutional investors looking for an alternative to
public equity and debt markets. With record amounts
of investible funds, or “dry powder” being raised, BDCs
have become a popular choice among middle-market
companies seeking first-lien term loans, unitranche
financings, subordinated debt, structured equity, and
equity co-investments.
Private equity funds have also emerged as an important
alternative when evaluating long-term capital needs and
shareholder liquidity goals. Like BDCs, private equity
funds also have large amounts of dry powder. There was
roughly $1.3 trillion in uninvested private equity capital
as of September 2021, and fund managers are under
increasing pressure to deploy it in fresh opportunities.1
However, rising deal values by private equity is a key
theme in looking back at 2021.
“The private debt markets have rapidly evolved, and
today there are a lot of versatile, creative, non-bank
alternatives to fund a family enterprise’s capital needs,”
Deering says. “They can also provide more flexibility,
including the ability to add on to credit facilities or
refinance as conditions change. A common theme
when evaluating debt alternatives is finding the optimal
balance on cost versus flexibility.”
The commercial lending landscape has seen business
development companies (BDCs), hedge funds, insurance
companies, and mezzanine funds play a more significant
role in capitalizing private companies in recent years,
accounting for a majority of all private leveraged finance
transactions (S&P Capital IQ). These emerging players
are providing creative capital structures to pursue
acquisitions and other growth initiatives, accelerate
capital expenditures to fuel organic growth, fund special
dividends, buy out minority shareholders, or restructure
debt to eliminate existing, potentially restrictive financial
covenants.
1 Q
8
6
4 7
5
3
2
 


	11. 11
Pivotal moments for  family enterprises
“The big story will be when private equity took over as
the driving force for M&A,” says Phil Colaco, managing
director at Deloitte Corporate Finance LLC. “ In 2021,
private equity funds were paying higher multiples than
strategics, which I’ve never seen in my career. The rise
in the past year of private equity-backed deals has been
astronomical.”
The chart at right demonstrates the various types of
financing sources driving competition and flexibility
across the private debt markets, as well as how this
competition yields a range of structural creativity and
pricing dynamics.
Provider cost and flexibility
Lending sources
Cost of capital
SOFR: Secured Overnight Financing Rate
LOWER Cost and flexibility HIGHER
Traditional
banks
Business
development
companies
Insurance
companies
Hedge
funds
Mezzanine
funds
Private
equity
funds
Credit
funds
0 to SOFR+400 12–16% 15–19% 20–25% 25%+
SOFR+600 to 1,000
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accessing future capital. With family enterprises, capital
needs assessments encourage family members to
talk about the needs of first-, second-, and even third-
generation family members to help ensure quick, well-
informed decisions can be made when needed.
“The capital needs assessment can be the trigger that
gets family members to better understand, from a
strategic perspective, what the potential needs of the
family and the business are,” says Max Hughes, a senior
vice president at Deloitte Corporate Finance LLC.
Capital needs assessments can also reveal possibilities
family businesses may have previously ruled out due to
assumptions of ineligibility. “We’ve seen many situations
in which companies get excited when they learn they
can finance an acquisition that’s larger than they would
have thought while simultaneously taking chips off the
table,” Deering says.
As the interests and priorities of family members evolve,
a capital needs assessment may also help alleviate
building pressures, such as when a family member
who may have substantial equity in the business
The importance of a capital needs assessment
The proliferation of capital solutions is certainly good
news for family enterprises, as it affords them greater
creative license; however, proper timing is an important
consideration to take full advantage of these options, as
both internal and external factors play a role.
Within the business, leadership transitions, pending
distribution requirements, and major initiatives may
help determine the optimal time to execute a capital
acquisition. Likewise, environmental factors such as
economic trends, the political landscape, and workforce
issues are also key considerations that can elevate
one solution over another at a moment in time. Also,
companies should factor in the time it takes to build key
relationships with funders. Just as an owner spent time
building a relationship of trust with their original lender,
it’s important to build relationships to gain access to the
non-bank capital providers.
This is where a capital needs assessment can help.
It helps business and family leaders determine their
capital-raising goals and priorities, assess optimal timing,
and explore funding options—all in preparation for
wants to move on. It might also pinpoint an overlooked
issue needing to be rectified, as in the case of a family
enterprise that needs a new debt structure to transfer
it from one generation to the next or to redeem a
shareholder who passed away.
“Sometimes the point of the assessment is to get ahead
of issues before they snowball into bigger ones,” Hughes
says. “In other cases, assessments help ensure that
businesses aren’t needlessly limiting their options due to
a lack of awareness of what’s possible.”
When a capital needs assessment identifies a near-term
need, the family enterprise should explore the pros and
cons of each capital alternative, including the cost of
capital versus its flexibility. They should also understand
real-time pricing from a wide variety of sources and have
relationships to connect with lenders to execute the
transaction.
Ultimately, if it’s the family’s desire to remain a family
enterprise, understanding and evaluating its liquidity
options allows the family to remain in control of the
trajectory of the business and meet the needs of
current and future generations.
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Building technology
infrastructure
3
Modernizing your technology
infrastructure for growth
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Family enterprises have a well-earned reputation
for being customer-centric, relationship-driven,
and long-term oriented. These attributes can help
businesses when it comes to building and maintaining
the components to run their IT environments. As
technology plays a more important role in driving
growth, increasing productivity, and capitalizing on new
market opportunities, it’s critical to understand that
creating a robust technology infrastructure is a multiyear
journey that requires sustained investment, strong
executive support, engagement with employees, and
deep relationships with vendors. This understanding and
forward-thinking approach to technology is fundamental
for family enterprises to position themselves for the
opportunities, or pivotal moments, that may arise.
Scalable, strategic investments
As we explored in previous chapters, capital resources
influence how family enterprises approach new
initiatives, such as technology adoption. “Among the
capital allocation decisions businesses undertake,
many companies can benefit from establishing a solid
technology baseline that allows for flexible, rapid, and
scalable growth,” says Chris Jackson, managing director,
Deloitte Consulting LLP. Jackson points to investments in
technologies such as cloud computing, AI, and machine
learning as key areas of focus necessary to navigate the
rapid pace of technological change.
Following that baseline, maintaining an inventory of
technology assets, and developing a well-articulated
plan for evolving the infrastructure, are essential for
ongoing success. There are multiple benefits that can
accrue from this approach:
• Supports growth: Technology can support the growth
aspirations of an organization, improve its engagement
with customers, and enhance the value of its brand.
• Enables expansion: A technology foundation is also
useful when considering opportunities that may be
presented as the lines between traditional industries
and sectors continue to blur, now known as industry
convergence. Examples of industry convergence
include brick-and-mortar retailers expanding into
health care and wellness or online shopping through
the rise in buy now, pay later options where retailers
operate in an area that was formerly the domain
of banks and credit card companies.2
According
to Jackson, companies that haven’t invested in
core technologies will have fundamental gaps that
can impair their ability to be agile if convergence
opportunities arise.
• Improves valuation: An appropriate technology
infrastructure may increase the intrinsic value of an
enterprise, which may be an important consideration as
a family enterprise considers capital-raising alternatives.
Creating a robust technology infrastructure is
a multiyear journey that requires sustained investment.
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Taking stock: Establishing an outcome orientation
Once the family and board are aligned on evolving the
technology infrastructure, the next step is assessing
the state of the enterprise’s technology landscape to
determine if its existing systems are poised to meet the
strategic goals of the business.
“Intentional planning around technology requires
organizations to think through the specific value they
want to derive and how technology can support that
now and into the future,” says Jackson.
Picture a family enterprise that has traditionally relied on
custom-developed software and on-premise systems to
address customer and compliance needs. If a company’s
goal is to free up developers and other practitioners
to work on higher-value business needs, cloud-based
technologies and software that leverage leading
practices and controls could support that objective.
As family enterprises consider these investments,
boards can play a critical role in challenging and guiding
management’s decisions. Consistent with the principles
of good governance in providing input and oversight,
board members can provide diverse perspectives
to help shape the strategy. A strong board may add
value by challenging the status quo and prompting
management to consider how to better leverage
technology for competitive advantage, either by
improving customer engagement or in operations, such
as research and development, HR, or finance. Board
members may be able to provide insights based on their
experiences as to the importance of these investments
to stay competitive for generations to come. Finally, it
may provide input when trade-off decisions need to
be made, such as how much business investment is
needed versus distributions to family members and
shareholders. Technology and transformational change
can be a multiyear journey, so leadership and the board
should consider the level of effort and capital required
to bring an organization along that journey.
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Likewise, technology can support talent goals.
Technology tends to have a direct correlation on an
organization’s ability to attract, inspire, and retain talent
that wants to be in an environment where they can
work with new and emerging technologies. This can
be beneficial as organizations compete for talent in
positions that are no longer bound by geography as
employers embrace remote arrangements.
And the benefits to talent strategies extend beyond
remote work. In industries where workers need to work
in person, companies may gain an edge by investing
in technologies that create a richer, more engaging
employee experience. This is especially true in industries
such as manufacturing. In a Deloitte survey, 86% of
manufacturers3
said smart factories—with highly
responsive connected systems that learn from new
conditions in real or near-real time—would be the main
driver of competitiveness in five years.
While the technology platforms may play a role in
attracting talent, keeping employees engaged requires
a robust technology adoption strategy of its own.
“Digital transformation isn’t about just putting in
technology, which is a material cost,” Jackson says.
“Getting technology and new processes to be adopted
by the people in the organization is a heavy lift as
well. Employees, like customers, need to be brought
along the journey as they sometimes push back if you
don’t involve them upfront. So, change management
as it relates to technology transformation is certainly
something organizations should be thinking about.”
Digital transformation isn’t about just putting in technology...
Getting technology and new processes to be adopted by the people
in the organization is a heavy lift as well.
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A lesser considered outcome that technology can
support is aligning to a company’s purpose, such as its
environmental, social, and governance (ESG) approach.
If your purpose includes a commitment to your
community, do you employ technologies that honor that
commitment? For example, consider a transportation
fleet that uses artificial intelligence to maximize route
efficiency and reduce its carbon footprint. “That
matters when you talk about generational shifts—and
the individuals coming in to take over family-owned
businesses who may have different priorities than their
predecessors. Effective governance, diverse talent and
ideas, and a focus on purpose and impact are the key
ingredients organizations should use to plan for the
future,” Jackson says.
Alignment among vendors and internal
stakeholders
Whether a family enterprise is in the early stages of
evolving its technology stack or is more advanced,
collaborating with the right vendors can help ensure
it is achieving its technology objectives with solutions
such as software as a service, technology packages, or
systems integration.
External technology providers can help organizations
streamline operations or enhance productivity, but
family enterprises that depend on outside technology
support should also know how to navigate and leverage
the power of these ecosystems. When evaluating vendor
proposals, companies should consider factors that might
affect the relationship over the long term, such as the
relationship between price increases and inflation.4
There’s an art to the process: Making the most of
strategic partners requires a defined strategy to ensure
all parties are aligned around key outcomes. Without
clear lines of communication across leadership on
ownership, timing and implementation, and a well-
defined technology strategy, decision-making can
undermine enterprisewide goals. However, with these
conditions in place, along with the support of the board,
an understanding of the investment, the value to be
derived, and a long-term orientation, family enterprises
may once again position themselves for continued
success.
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Long-term
incentive planning
4
How long-term incentive planning
can bring your business goals
into focus
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have promoted talent from within their own ranks.
However, many family enterprises are now competing
with publicly traded companies for candidates as
successive generations consider opportunities outside
the family business. Likewise, some family enterprises
are choosing to look externally—such as to executives
from adjacent industries—as the operational needs of
the business become more complex. These factors,
in part, have driven many family enterprises to create
more comprehensive compensation packages,
specifically award programs.
“Fifteen or 20 years ago, if family enterprises offered a
deferred compensation plan to help save for retirement,
or offered a few shares of stock, that might be enough,”
says Blaise Kah, a partner in Deloitte Tax LLP’s Global
Employer Services Rewards practice. “The whole market
has changed. Now, family enterprises are competing for
talent nationally with public companies—and people
have shorter attention spans.”
Many companies describe talent as their most valuable
asset. Today, with the demand for talent outpacing
supply, many employers are prioritizing attracting and
retaining a high-performing workforce. However, the
Great Resignation continues to impede companies
looking for top talent, with seven in 10 employers
globally saying they are struggling to find workers with
the right mix of technical skills and human capabilities.5
Today’s top talent has an advantage, and they know it.
With so many job options, candidates are empowered
to dictate where they work, how they work and—of
course—what they’re willing to work for. And if you think
public companies are the only ones struggling with this,
think again.
Redefining compensation for the changing talent
landscape
Many family enterprises might also feel strain in tight
labor markets. In the past, these organizations might
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Core components of an LTI
To encourage performance, LTI plans can specify cash or
equity to be awarded to participants after the achieve-
ment of financial goals—this is a performance-based
structure. Sales growth, profit margins, and cash flow are
among the financial and strategic metrics organizations
can set as performance measures when designing LTI
awards. Companies can also decide whether executives
must meet threshold, target, or maximum goals on a
performance curve, as well as how the individual metrics
are weighted when conferring the award.
For instance, 45% of an incentive reward could be
based on revenue, 45% based on profitability, and the
remaining 10% on individual performance, says Kah.
To encourage future-focused thinking and retention,
family enterprises can elect to create plans based on the
passage of time—this is a time-based structure. Many
family enterprises have determined that three years is
the sweet spot for LTI plans—it provides enough time for
leaders to generate momentum in their roles, put their
personal stamp on enterprise initiatives, and achieve
Done well, award programs can not only help incentivize
top talent to join the ranks and stick around, but also
help drive employee performance and align shareholder
interests with management behavior to help drive
increased shareholder value. So, the benefits are mutual
to the employer and the employee—and are potentially
quite substantial. What type of plan can meet all those
objectives? Let’s explore long-term incentive (LTI) plans
and the value they can add for family enterprises.
In a world where instant gratification has become
commonplace, LTI plans can help family enterprises
counteract short-term thinking and focus the business
and its employees on meeting long-term goals. As a
leading practice, LTI plans should be based on increasing
shareholder value, with talent acquisition and retention
as another significant benefit. To get started, family
enterprises can design the LTI plan that works best for
their organization by thoroughly thinking through three
core components: award structure, payout timing, and
award type.
Consider the pros and cons
of each award structure,
and balance them as needed
Time-based
Consider a company that offers $100,000
in cash that vests at the end of three
years, with no performance upside. While
simple and easy to understand, the
real value at grant is less than $100,000
because of inflation over the vesting
period. Likewise, time-based awards
don’t have any influence on performance,
which is a disadvantage to the employer.
Performance-based
Consider how performance-based
metrics could be hampered by factors
beyond an employee’s control, such as
global supply chain issues, and determine
KPIs that truly measure the employee’s
individual performance.
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existing shareholders who are often family members.
More commonly, many family enterprises prefer to
offer phantom stock and performance-based cash
incentive plans, which are like a bonus with performance
measured over a specified period. This award type
tracks value of the overall company like real equity
would, and helps employees participate in value
creation, but it’s not real ownership, so owners don’t
dilute their equity stake.
Making a good plan work even harder
Once a family enterprise identifies the award structure,
timing, and award type that’s best suited for its goals,
the next step is to consider ways to make the LTI plan
work even harder by using it to help reinforce the
organization’s mission, purpose, and company culture.
While it’s a leading practice to identify KPIs that help
drive financial results, LTI plans don’t always have to be
rooted in financial metrics. To help elevate the value of
the plan, consider including nonfinancial metrics such as
the fulfillment of quality and safety measures, customer
satisfaction, and community impact.
Creating clear parameters across the executive suite in
areas such as operations, strategy, HR, and hiring can
allow companies to stay directionally focused across all
leadership functions. “This helps get everybody rowing
in the same direction so they’re collaborating instead of
competing,” Kah says.
Designing an optimal LTI to attract and retain talent,
drive employee performance, and align internal
functional groups can be rewarding yet complex, and
a board of directors can play a valuable role in the
development and governance of an LTI plan. Working
with management, an independent board can help
by sharing its expertise and views on the plan design.
Subsequently, the board can help ensure the LTI plan
continues to align to the culture and strategy of the
predetermined performance goals. Family enterprises
can even leverage a combination of performance- and
time-based awards to help maximize output.
“The three-year time frame most family enterprises
abide by helps support retention, while also allowing
for robust goal setting in the case of performance-
based plans,” says Ian Dawson, principal and HR
strategy leader at Deloitte Tax LLP, who has advised
organizations on their reward strategies, including
executive compensation and incentive design.
As for the type of award, companies should consider if
they want to confer equity rights or offer phantom stock,
also known as tracking stock. Real equity is typically
offered on a very limited basis in family enterprises
because it may inherently dilute ownership, which can
become a challenge when managing the interests of
Working with management, an independent board can help
by sharing its expertise and views on the plan design.
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enterprise, while also supporting its risk and compliance
needs, which are key value-adds of any well-functioning
board. Additionally, the board can add value when it comes
to compensation of family members working in the business.
Lynn Nowicki Clarke, an independent director who was
named Private Company Director of the Year in 2021 by the
National Association of Corporate Directors, points out, “The
intersection of family interests and business interests makes
transparent communication critical for family enterprises.
Whether it’s designing a CEO compensation package or
creating a long-term incentive plan that may benefit family
members working in the business, an independent board
can provide insight and perspective that aligns interests and
ensures equitable outcomes.”
No matter how a family business chooses to structure its
LTI plan, a well-thought-out plan can yield significant value
for the enterprise and its many stakeholders. For family
businesses looking to increase shareholder value, sustain
top talent and incentivize their performance, and align
internal functions, it’s no longer a question of “if” there
should be an LTI strategy, the question should be “how do
we get started?”
Family harmony, wealth, prosperity,
wealth management, participation,
community role, communication,
education, family values, legacy,
philanthropy
Daily operations,
finance, reporting,
strategic planning,
employee relations,
customer and
supplier relations,
cash flow
management
Shareholder value,
liquidity, succession,
profitability,
assessment of
performance and
results
Family
Business Ownership
Family
Council
Management
Team
Board of
Directors
Three-circle family and business system model
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Preparing for the loss
of an owner
5
Estate planning and legacy
assessments for family business
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At some point in the evolution of every family business,
its founder and/or present leader is going to pass on.
Even when it happens unexpectedly, the consequences
don’t need to come as a complete surprise. Proper
planning through a legacy assessment can help position
and prepare the family and/or the associated business
for continuity and provide a clear understanding of the
founder’s/leader’s wishes.
A legacy assessment goes far beyond that—helping
the family and the business understand the ripple
effects from a family leader’s passing, including
potential liquidity gaps for covering estate taxes, who
will ultimately control the family business, unintended
repercussions of charitable gifts, potential conflicts
among beneficiaries, and other matters related to
ensuring the family’s business stability and financial
strength. Legacy assessments can provide a more
holistic view and empower families and their businesses
to make decisions while there is still time to adjust
and evolve. After all, an owner’s perspective on their
business and who they want to take over often changes
over time. It’s important that assessments are regularly
reviewed and tested to make sure they remain aligned
with the owner’s present goals and objectives.
Preventing the preventable
There is plenty of evidence that family businesses
could do a better job preparing for future succession. A
pulse survey MLR Media recently conducted of private
company leaders—many of which are family-run—found
that 52 percent of respondents have no formal board
process for succession planning, and only 30 percent
review their succession plans annually.
The implications for these oversights can be severe.
Real-life examples illustrate the costs when estate plans
go awry. A child is “disinherited by accident” because
their estate tax liability outweighed the value of the
business they assumed. A family business is gutted by
executive departures after it was left to a charitable
organization with no intention of retaining it. The
administration of a large estate is left to siblings with no
history of being able to cooperate. The list goes on.
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Determine leadership demand
• Assess growth objectives and competitive demands
• Identify critical functions and roles
• Define criteria for capability and potential
• Formulate leadership strategy
• Validate and review talent pool
• Calibrate talent against business objectives
• Determine priorities and risks
• Determine build vs. buy strategy
• Provide targeted development
• Monitor, measure, and adjust
Evaluate talent supply Mobilize and develop leaders
Key processes in management talent assessment and development
It can eliminate the need to make important decisions
quickly during a mournful time and provide confidence
that a well-considered plan is in place.
For anyone who may be impacted
In many high-net-worth families, the senior generation
may own a large share of the assets and exert significant
control over the family enterprise, leaving them
concerned about what will happen when they pass on.
Legacy assessments seek to attain a full picture of the
implications when a key family member passes away or
steps away from their responsibilities. These evaluations
can put the family business and, most importantly, the
family, in a significantly better position to address the
potential implications of losing a family member. Through
a broad-based, thoughtful, and organized process, a
legacy assessment could help identify gaps in knowledge,
documentation, and other critical areas that could impact
business continuity and the family’s financial strength.
But there are scores of other parties who may be
focused on sustaining the family legacy—from family
office leaders who are focused on potential legacy
issues, to non-family C-suite leaders who need to know
the company—and their jobs—will survive the loss of a
key family leader.
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2. Cash flow and other
financial projections
This part of the
assessment involves
reviewing all the assets and estate
planning documents to understand
the immediate financial implications
of the individual’s death. It quantifies
the projected expenses, liabilities,
and potential taxes owed, and then
identifies sources of liquidity to pay
them. It helps survivors understand
their short-term cash requirements
and whether their access to cash will
be restricted or delayed in any way. “A
creditor could be knocking on your door
in short order,” says Craig Janes, Partner
at Deloitte Tax LLP. “You can get yourself
into a lot of problems if you don’t have
access to cash.”
1. 90-day drill
This process involves
identifying the necessary
financial, accounting, legal,
regulatory, and administrative action
items that need to be addressed in
the period immediately following the
individual’s passing. Some may benefit
from going through the process of
preparing the federal estate tax form,
or at least understanding where all
the information is for doing so. “It’s a
dress rehearsal for the real thing,” says
Courtney Reitman-Deinlein, Managing
Director at Deloitte Tax LLP. “No matter
how well-prepared someone thinks they
are, there is often something missing,
and all the related information required
may be easier to locate when the
individual is still alive.”
3. Asset disposition analysis
A legacy assessment helps tell the
story of what is going to happen
to the family wealth, how each
generation will be affected, and who will oversee
each asset. In addition to trusts, this step
considers retirement plans, insurance policies,
and equity-ownership agreements that may
come into play. It provides an analysis of issues
related to the disposition of specific assets—
such as large, concentrated equity positions,
unique real estate holdings, and other hard to
value and illiquid assets—and examines the
likely financial implications of their disposition
or gifting. “A trust agreement is a story but it’s
a long one, and heirs don’t often understand
what’s really going to happen to the assets,” says
Laura Hinson, Managing Director at Deloitte Tax
LLP. “The process helps bring all the pieces of
the narrative together so that family members
can understand the path forward.”
4. Leader
engagement
Along with
understanding
documentation needs and gaps,
financial projections, and asset
disposition options, perhaps the
most important value in a legacy
assessment is the participation of
the founder/leader. Understanding
his or her expectations and desires
can cement their legacy, preserve
family harmony, and eliminate
potential guesswork or conflict after
they’ve passed.
Where to start
A legacy assessment examines the family balance sheet and asks the question: What would happen to the assets if the person in control were to pass on?
Typically, the assessment involves four key dimensions:
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Time to course correct
Importantly, a legacy assessment generates concrete
steps the family or business can take to address the
issues identified during the fact-finding and projection
phases of the process.
“Phase Two of the assessment is about identifying
certain aspects of the plan that need improving
or digging a bit further to better understand what
problems might arise so the family or the business can
implement the right solutions,” says Janes.
In the case of a child “disinherited” by estate tax liability,
a legacy assessment can help avoid such outcomes by
highlighting the need to restructure the asset distribution
to have all siblings pay their fair share of taxes.
To help keep family businesses from being impacted by
sudden executive departures, leaders can implement
certain financial incentives intended to encourage
employees to remain with the company for a stipulated
period (e.g., “golden handcuffs”).
Conflicts among family trustees, another common
issues that arises, can be avoided by confining the
administration of the estate to family members with a
history of objectivity and collaboration.
In one final example, family businesses can utilize
existing income tax attributes, such as net operating
losses, to prevent the loss of tax benefits tied to the
business owner upon their passing.
Accounting for life
While a legacy assessment can be conducted at any
time, it can be particularly valuable when the family has
recently experienced a big life event, such as a marriage
or birth, or a family member or the business is facing
cash flow challenges. Changes in tax laws can also serve
as a trigger for legacy assessments.
“Life happens, and big changes or changes of heart can
upset even the most well-laid plans,” Hinson says. Hinson
and her colleagues recommend families revisit their
legacy plan at least every three to five years to ensure it
is up to date and accounts for these life-changing, and
potentially legacy-changing, developments.
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Succession planning
for family business
6
Leadership transition
and the next generation
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on many important matters, including generational
succession. With good governance in place, confusion
may be replaced with celebration as the family looks
forward to ushering in the next generation of leadership.
Current leaders play a significant role in setting the
tone for the transition when a leadership change
is forthcoming. Sometimes the older generation of
family leaders expects the next generation to maintain
continuity in the business without deviation from
established operational practices. This can not only
hamper the business’s growth potential and innovation,
but it can leave the next generation feeling a lack of
authority and reduce their desire to take leadership
roles. However, the forward-thinking leader views a
transition to the next generation as an opportunity to
infuse fresh thinking and elevate the business while
simultaneously sustaining the family’s legacy.
For family enterprises, the process of transitioning
from one family leader to the next can be a time of
trepidation and uncertainty, excitement and optimism,
or perhaps a combination of these and other emotions.
In most cases, the fate of the transition is determined by
how well the business, board, and family have prepared.
As we’ve shared throughout this report, a well-run family
enterprise is grounded by a solid governance structure,
which guides the business, the family, and ownership
1 Q
8
6
4 7
5
3
2
 


	30. 30
Pivotal moments for  family enterprises
Achieving that balance of allowing next-gen leaders to
find their own way while honoring the values, principles,
and purpose that helped establish the business to
begin with requires current family and business leaders
to approach the transition with open-mindedness and
intentionality. And that begins with observation.
The value of observation and involvement
In many families, parents serve as role models—
imparting values and expectations along the way. As
children observe their parents, they’re learning what
family, relationships, money, community, and work mean
to them. They’re also forming their own perspectives.
Within the family enterprise, observation can be
just as powerful a guiding hand. When rising family
members are put in a position to watch and learn,
and participate in discussions regarding the business,
they’re getting valuable education. Engaging them in
this way encourages relationship building as they learn
to share values or other commonalities with family
members and business leaders—paving the way for
strong collaboration in the future. Observation also
helps build emotional readiness so they’re prepared for
the pressures they might encounter later. Finally, they
can learn how best to contribute on their own terms
to the family’s efforts and initiatives, allowing the family
to cultivate entrepreneurial energy and responsible
ownership across generations.
How can family businesses accomplish all of this?
Enterprising families should think about how they can
incorporate next-gen leaders into day-to-day business
operations. Within some family businesses, rising family
members are invited to attend regular board meetings
as observers, with time reserved afterward for them to
ask questions. As they become more familiar with the
intricacies of the business, it can be valuable to make
them aware of key business decisions and activities,
including business investments, potential opportunities
to monetize parts of the business, and corporate
sustainability/social responsibility efforts for example.
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worldly. Many have benefited from participation in
specialized training programs or organizations for young
professionals. There is also a belief that a best practice
for potential next-gen family enterprise leaders is to
launch their careers in other companies and industries.
This diverse knowledge and experience can be very
valuable. In many instances, family enterprises find
themselves facing new and different challenges, such as
bridging the digital divide, strengthening environmental
stewardship, or ensuring equitable opportunities
among their workers. Next-gen leaders may offer not
only new perspectives for tackling such obstacles
but also the passion to do it. Enabling them to tap
this passion within the family enterprise is not only
important to the continuation of the family business
but also may help it stay relevant as the operating
environment continues to change.
There’s power in multigenerational thinking. Enterprising
family leaders who have successfully transitioned
from one generation to the next tend to blend old
and new perspectives. Graduating from “my way” to
This level of inclusion can not only help them build their
decision-making abilities before they assume leadership
roles but also create opportunities for inspiration and
engagement while strengthening business knowledge
and skills.
A two-way street
As senior family leaders impart their wisdom and look
for opportunities to expose next-gen leaders to the
inner workings of the enterprise, it’s important for them
to leave the door open to the new perspectives that
might come along with that. There’s a tendency among
some first- and second-generation family enterprise
leaders to want their successors to do things their way.
But, in some critical ways, they need to be able to take
a risk on the next generation, tapping the same spirit of
entrepreneurialism and innovation that they used to get
the business going and growing.
One shared trait we’ve seen among some successful
multigenerational family enterprises is that they have
been empowered by the new thinking and approaches
that next-gen leaders bring to the table. Today, many
rising family members tend to be well educated and
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requires very specific capabilities and financial acumen,
while leadership roles within the family office or the
family council might place more emphasis on “softer
skills” such as emotional intelligence, communications,
and negotiating prowess.
As part of the transition process, senior family leaders
should pay attention to the interests of next-gen
leaders and work to determine their level of literacy
across financial, emotional, interpersonal, and other
dimensions.
In the best of cases, enterprising families have set clear
expectations for leadership positions. All candidates
for positions in question need to understand the
qualifications and requirements as well as have input
into the process. It doesn’t necessarily need to be
“equal,” for instance, in the case of two family members
who entered the business at different ages. But full
“our way” can be difficult and takes concerted effort,
yet many businesses have benefited from sharing
decision-making across generations—at least to
some degree—before the senior generation exits the
business. Together, the present and future leaders can
work to formalize the values and principles they have in
common, while trying out new approaches and ideas
as a team. Sharing in decision-making can also identify
areas where they lack adequate solutions and can
engage others—such as independent board members
and advisers—to help close the gaps.
Finding the right roles
Leadership succession doesn’t look the same at every
family enterprise. Based on their skills and interests,
there are very distinct roles that rising family members
might assume within the family enterprise system—
and the capabilities required can be very different. For
example, a functional role such as chief financial officer
transparency in leadership succession decisions tends
to keep acrimony at bay and help ensure buy-in from
key stakeholders such as non-family executives and
employees.
While many families take pride in passing the leadership
of their enterprise down to the next generation,
for a variety of reasons that might not be practical.
Leaders that recognize this will then look outside the
organization for leadership that can help the business
prosper. In either case, good governance processes
can aid in supporting smooth transitions and success
rests on the ability to manage relationships, keep an
open mind, and involve next-gen candidates as early as
possible. In other words, there is an art to it—and, as
any successful artist will tell you, it takes lots of study
and experimentation to hone your craft.
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The future of the business
7
How to prepare for a sale
and other exit strategy options
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But the lifecycle of family business ownership is
complex, and decisions to exit, in whole or in part, are
often driven by individual family members’ wants and
needs. The next generation may not be interested or
prepared to take over. There may be multiple partners
or family members involved, many with different
aspirations. Some might want to keep growing the
business, while others seek to cash out their stakes.
If a sale is in a family enterprise’s future, its level
of preparedness to sell will likely impact the level
of interest, valuation, and terms it receives. Fully
understanding the options and opportunities can put
shareholders in a position to choose the route that is
best for the business and their individual needs.
Balancing liquidity and control
In past publications, we have underscored the
importance of building internal alignment7
between
the family strategy and the business strategy to create
a shared view of the future. This process may become
even more complicated when considering succession8
along with a liquidity event. There are often only a few
candidates from the family who are realistically able to
move into leadership and sustain multi-generational
success. Understanding who is ready and willing to
step up well ahead of time can help the family start the
succession process by developing future family leaders.
When you create something great, it can be tough to let
it go. Many artists struggle with the thought of selling
their work, and some have even gone so far as refusing
to sell to someone they didn’t think valued it as much as
they did.
It’s a conundrum familiar to many family business
founders, who have worked so hard to realize their
vision and can’t imagine it in the hands of someone
outside the family. In our global survey of family
enterprises,6
only one in 10 respondents saw an
outright sale to a third party or an initial public offering
as preferred options for executing their company’s
leadership succession.
1 Q
8
6
4 7
5
3
2
 


	35. 35
Pivotal moments for  family enterprises
But it’s also valuable to consider if non-family partners
will likely be needed one day, whether it’s to provide
liquidity to a family founder, infuse cash into the
business to accelerate its growth, or help the family
diversify its investment portfolio. There are a host of
reasons why a family enterprise might need access to
outside capital—and plenty of options for accessing it
without ceding control.
“Family business owners who balk at the idea of selling
their businesses might find there are other options
that enable them to access the capital or liquidity9
desired with far less dilution or even no dilution,” says
Max Hughes, managing director of Deloitte Corporate
Finance LLC. “You’re limited only by your ultimate goals
and imagination.”
For example, family leaders wanting to retain control
might consider taking on additional debt, with investors
receiving a fixed return and only board observation
rights or limited board representation.
Even when it comes to equity investments, there
are different ways to structure the transaction (e.g.,
convertible preferred, participating preferred, or
minority equity) which can allow the family to retain
control while raising capital for growth or family liquidity.
When family members express an interest in divesting
the company or just their stakes, it’s beholden on
the rest of the family to better understand their
reasons for wanting to sell. Sometimes, a third-
party intermediary can help the family explore their
individual needs, look across the capital structure,
and offer a perspective of what could be possible
based on the amount of liquidity everyone needs.One
of the most difficult stages of this process tends to
be balancing larger and smaller distributions among
shareholders, which typically requires reallocating
equity relative to the unequal distribution of the
proceeds. This could be why many families in this
situation often have buy-sell agreements in place that
designate prices for the internal transfer of equity.
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Overview of equity alternatives
Examples of equity investments and “typical” terms utilized in today’s market
Minority equity
Participating preferred
Convertible preferred equity
Structured debt
Debt
Traditional form of minority equity
Provides a minimum fixed return and
upside through equity participation
Provides a minimum fixed return and
upside through conversion to common
equity
Provides a largely fixed return and less
dilution for shareholders
Typically a fixed return (limited to no
dilution for shareholders)
Overview
Pari passu with common equity
Senior to common equity
Senior to common equity
Senior to common equity
Senior to common equity
Security
Equity value at investment determines
percentage ownership
Valuation less relevant to fixed portion,
but determines amount of equity
participation or warrants (penny warrants
or strike price)
Equity value at investment generally
dictates the percent of converted
common equity ownership
Valuation less relevant unless warrants
are attached (can be penny warrants or
have a strike price)
Valuation less relevant
Valuation
No preferred / accrued dividend, payout
is determined by equity value at exit
Preferred PIK dividend of 8%-12% plus
equity upside through warrants (penny
warrants or strike price based)
Preferred PIK dividend of 8%-12%; payout
is higher of principal plus accrued interest
or percent of converted common equity
Preferred PIK dividend of 12-16% plus
possible warrants (penny warrants or
strike price)
Cash interest with potential for payment
in kind (PIK) option (L+6% to 14%)
depending on pricing/structure
Terms
None (due to common ownership)
None (due to participating ownership)
None (due to convertible feature)
Warrants likely / balanced with other
terms (e.g. PIK)
Warrants less common for senior debt
Warrants
Negative covenants
Negative covenants
Negative covenants
More debt-like; may have some
covenants that align with lenders
Debt covenants (potential financial)
Covenants
5-7 years
5-7 years
5-7 years
5-7 years
5-7 years
Term
Customary minority shareholder rights
and board representation consistent with
ownership percentage
Customary minority shareholder rights
and board representation; more involved
than structured equity
Customary minority shareholder rights
and board representation; more involved
than structured equity
Basic minority rights and potential for
board representation or observer rights
Potential for observer rights or limited
board representation
Governance
Less dilutive vs. more dilutive
1 Q
8
6
4 7
5
3
2
 


	37. 37
Pivotal moments for  family enterprises
Readying for a transaction
Once the possibility of a sale is on the table, the next
step is putting the company in the best possible position
to receive a strong offer. Many family businesses have
experience as acquirers but may not have as much on
the other side of the table, says Jake Wise, managing
director at Deloitte & Touche LLP. “This might be the first
time they’ve gone through the selling process, so they
may not know what they should know,” Wise says.
Specifically, family enterprises need be prepared to
address any issues that might have an impact on the
valuation prior to the transactional due diligence and
consider how the proceeds can build multi-generational
wealth for the family. Here are four preparatory steps
family business leaders may want to take before
considering a whole or partial sale.
No. 1 — Adopt a buyer’s perspective
A good real estate agent will assess the home you’re selling for its strengths and its weaknesses. Companies need the
same kind of advance work so there’s ample time to highlight value-enhancing advantages and address correctible
inadequacies. Bringing in an outside perspective can help pinpoint improvements that will lead to better offers.
“You need to be able to put yourself in the buyer’s shoes and come up with a short list of things that are likely going
to be issues for you in a sale,” says Ryan Stecz, an M&A tax partner with Deloitte Tax LLP.
No. 2 — Focus on quality of earnings
Many entrepreneurs achieve success through a blend of smart financial management and gut instinct. When it
comes time to selling, buyers will likely be far more interested in the former.
This is where the quality of earnings report comes in—it tells them what aspects of the company’s financial
performance are repeatable and which are non-recurring. It’s one of the first data points most buyers will want
to examine, and just a handful of items that are deemed unsustainable can reduce the perceived earnings before
interest, taxes, depreciation, and amortization potential of the business and may translate into a lower valuation. The
potential buyer will also likely be looking for justification for growth targets, particularly in new business forays that
don’t have much of a track record.
This means the business will need to ensure that its reporting systems are accurate and provide the kinds of insights
a potential buyer would need to better understand the business. There may also be time to follow in the footsteps
of an increasing number of companies that have invested in sophisticated forecasting tools10
that enable their
businesses to improve financial reporting and analysis.
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No. 3 — Get ahead of tax issues
Tax matters can have a significant impact on value in a transaction. Sellers should fully
understand and be able to clearly explain the business’s legal entity and tax structure,
tax filing profile and potential tax issues to a potential buyer.
For instance, a business that may not have been filing returns in several states where
it should have been may result in adding previously unreported tax costs. A thorough
review might also uncover potential tax-specific value drivers (e.g., opportunities to
obtain a step-up in tax basis or attributes that may be available to offset future taxable
income) connected to the business or the assets being sold, thereby boosting the value
for an acquirer.
To help spot these potential issues and opportunities, family enterprises should
consider preparing a “tax fact book”11
that describes the tax profile of the business
being sold. Further, this exercise might also prompt a consideration for mitigating
potential tax risks (e.g., amended return filings, voluntary disclosure agreements or
method changes) or could give rise to potential structuring alternatives that may be
mutually beneficial to seller and buyer.
No. 4 — Take steps to protect your proceeds
Wealth planning may seem less important than getting the business ready for sale
and closing the deal when it happens, but there are steps family business owners
can take in advance to potentially reduce their tax exposure from a sale and pass
on more wealth to their heirs.
One popular vehicle for multi-generational wealth transfer is a grantor-retained
annuity trust (GRAT), which business owners often use to gift business equity to their
spouses, children, or grandchildren ahead of a transaction. A GRAT effectively freezes
the value of those interests, which is likely to be lower before any sale, thus limiting future
transfer taxes.
In addition, families may want to evaluate whether a family office structure will be
required after the transaction closes. If an outright sale is being considered, someone
will need to manage the family’s new wealth and determine where to invest it in line
with the family’s goals and values (look for more on that topic in our final upcoming
article in this series on family office creation).
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Telling the right story
All this preparation will help the family present the
business in the best light to ensure they ultimately
realize as much value as possible and achieve all their
objectives in a sale. “It’s really a question of how you can
best position yourself for the process and put your best
foot forward when presenting to buyers,” says Wise.
A sale is a big decision for any enterprise, but for families
running a business together it can be especially emotional.
A sale is a big decision for any enterprise, but for
families running a business together it can be especially
emotional. For many, there’s a deep and rich history
that got them to this point, and the prospect of
stepping away from their creation can be distressing.
This makes it that much more important to bring a
fact-based, disciplined evaluation to the process. Just
a little preparation can go a long way in helping family
businesses paint the picture they envision.
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Setting up a family office
8
Open the door to new opportunities
for your family enterprise
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Take a deep dive into the benefits and considerations
of creating a family office, from managing wealth to
preserving and growing prosperity, and protecting your
legacy. As family businesses surpass major growth
milestones, many decide they need help directing the
increasingly complex aspects of a flourishing enterprise
that may extend well beyond the core business.
Often, employees from the family enterprise and key
members of the family handle these new tasks along
with their day-to-day responsibilities. However, as the
demands associated with overseeing new investments
and wealth generated outside the family enterprise
increase or in the event the enterprise is sold, it is
essential that families have the appropriate structures
and talent models in place to capture potential
opportunities and mitigate risks.
Many family enterprises have spent a significant amount
of time and energy building their enterprises and
growing their wealth. The effort needed to grow and
preserve that wealth outside the business requires a
similar effort, and a family office can be the mechanism
to formalize the future structure for the family.
Family offices are designed to assist wealthy families
in a variety of areas, including assistance in managing
wealth, implementing tax planning, and educating
family members about their wealth in an effort to
maintain the family’s legacy across generations.
These offices often handle investment management,
gift and estate tax planning, routine administration,
and charitable giving advice, as well as personalized
assistance such as concierge services—with a view
toward business continuity. While each family office
serves the unique needs of the founders and their
descendants, family offices work to seek preferential
investment access, create economies of scale, manage
financial and personal risks for the family, unite the
family around philanthropic goals, and maintain the
privacy of family affairs.12
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Staffing, skills, and risk management
When considering the staffing and management of
a family office, one of the typical leadership profiles
includes employees of the family enterprise who
migrate to a newly formed family office, including C-suite
executives who have close ties to the family and have
earned the reputation as trusted advisors. While trust is
essential when identifying individuals to employ at the
family office, it is also important to consider the value
that professionals with family office industry experience
can bring to the organization. Individuals with industry
experience should have a strong understanding of
family office operations and processes, office talent
requirements, service delivery models, and family
communication.
In some cases, a leader with deep experience in
investments might be hired to serve in the capacity of
chief investment officer, managing finances and creating
Two common scenarios, both involving significant
accumulation and transfer of wealth, tend to lead to the
formation of a family office:
Asset diversification: The profits from a family
enterprise are diversified into new investments. The
core family business employees cannot handle the
management of those investments, so the family’s
nonbusiness operations migrate to a family office.
Liquidity event: A family or entrepreneur sells an
interest in the business, triggering the need for a
family office to formalize governance and manage
reinvestment of the proceeds.
When considering the creation of a family office, a
common benchmark to justify the startup and ongoing
operating costs is a minimum of $100 million of
investable assets.13
a team that performs regular analysis of the investment
portfolio. Likewise, certain financial responsibilities fall
to a chief financial officer, who might have a controller
or accountants as direct reports. Some family offices
may appoint a chief technology officer to ensure that the
family office is prepared for the challenges of automation
and digital transformation as well as cyber risk.
Managing the risk environment is another area of
increasing responsibility for family offices: A 2022 survey
from Deloitte’s fourth biennial National Family Office
Forum14
shows that the vast majority of family offices
surveyed have been targeted for cybercrime, with
71% of respondents reporting that malicious actors
attempted to fraudulently extract funds from the
family office through email or other electronic means
during the prior year. Of those respondents, 13% said
cybercriminals had made more than 10 attempts to
defraud the family office.
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Finding talent with the relevant experience as well
as the temperament to engage with family members
is no easy task. Also, the talent market has become
increasingly competitive, while the expectations by
family members for efficiency within the family office
has increased. To meet these increasing demands and
out of competitive necessity to attract talent, many
family offices have become more open to sourcing
talent from other geographies. Many have moved away
from more traditional expectations—that employees
work on-site full time to maintain confidentiality
and a family business culture—in favor of remote
or hybrid arrangements. In addition, many family
offices are exploring incentive compensation linked
to appreciation in the family’s investment portfolio to
attract senior leaders. This can be similar to incentive
planning implemented for leaders within the family
enterprise. (For more on this topic, please read our
Pivotal Moments series on long-term incentive plans.15
)
Understanding the fine print
Family offices may bring wealthy families a sense of
control, the ability to tap into bespoke services, and a
dedicated group of people focused on the family’s best
interests.
There are key tax and financial considerations when
establishing a family office. For example, it should be
determined whether the activity of a family office rises
to the level of a business for tax purposes because this
will have an impact on the deductibility of the expenses
incurred by the family office. Furthermore, an analysis
should be performed regarding how the family office
should be structured for income tax purposes.
Another consideration: Investment-oriented family
offices managing holdings on behalf of a family may
want to qualify for the “family office exemption” provided
by the US Securities and Exchange Commission (SEC),
thereby avoiding the need to register with the agency
and be subjected to audits and other types of scrutiny.
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Family offices may be compensated by family members,
trusts, and related entities through a fee-for-services
structure. Alternatively, when family offices oversee
the investment strategies for family investment
partnerships, they may receive a profits interest in
exchange for services provided, a compensation
strategy similar to what private equity or hedge fund
managers receive. In both instances, many family offices
choose to have a transfer pricing study completed
to demonstrate to the family that the fees charged
or profits interest allocated is similar to one that an
unrelated third party would charge. As with most issues
related to family enterprises, communication between
generations is critical. In this case, it is important that
the succeeding generations understand the value—and
expense—associated with maintaining a family office.
The SEC family office exemption emerged after the 2008
financial crisis, with the Dodd-Frank Act excluding family
offices from the definition of “investment adviser” under
the Investment Advisers Act of 1940.16
SEC counsel can
provide guidance on the applicability of this exemption.
Finally, attention should be given to the burn rate of
payroll and other costs required to run a family office.
A recent review of 187 family offices shows the average
cost ratio is 0.41% of assets under management. In other
words, the operating cost for a family office with $250
million in active assets could top $1 million per year.17
A sale is a big decision for any enterprise, but for families
running a business together it can be especially emotional.
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Integrated factors in the
decision to form a family office
Separation of
family finances
from the family
business Number of
family lines and
generations
served
Types and
level of
services to be
provided
Amount
of wealth
involved
Family
chemistry and
alignment
Desired level of
family control
over services
Complexity
of family
holdings
Importance
of family
legacy and
succession
Other family
specific
factors
1
2
3
4
5
6
7
8
9
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Many families are looking within, asking questions about
investment holdings and the social conscience of the
companies in its portfolio. One founder has moved 90%
of the endowment of his investing and philanthropy
platform into “mission-related” investments—part of a
push common among family offices to boost the share
of environmental, social, and governance or impact
investments within their sustainability and equity.20
Creating an enduring legacy
Creating a long-term strategy that considers the
social impact of business decisions is another vibrant
discussion among family offices. For instance, a 2021
survey by UBS18
found that sustainable investing in
issues such as environmental or educational causes is
firmly entrenched in family office portfolios, with 56%
of family offices having such allocations. Meanwhile, a
Deloitte survey of family offices19
shows that supporting
a family’s charitable endeavors is another priority for
family offices, with 62% of respondents indicating their
single-family office operation is focused on philanthropy.
Many families are looking within, asking questions about investment
holdings and the social conscience of the companies in its portfolio.
As these discussions occur within families, many
are deciding whether the focus of their efforts is
the formation of an investment-, philanthropic-, or
administrative-focused family office. While these are not
exclusive constructs, the increased institutionalization
and sophistication of the family office is a positive step in
helping high-net-worth families and other stakeholders
drive significant value.
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Questions for consideration
As you look to strengthen, grow
and evolve your family enterprise,
use these questions to help guide
discussions with your executive
team and board and prepare for
what’s next.
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1. Establishing a governance model
• Do we have a forum to meet regularly to discuss matters of importance to the
family and the business?
• Does our governance model consider the alignment between short- and long-
term needs of both the family and the business?
• Do we have the right board composition in terms of background, expertise, and
independent thought?
• Do we have the right type of governance structure that best serves us today?
• Do we have the right governance structure to help us achieve our future
objectives?
2. Assessing capital needs
• Do we need outside capital to achieve our goals?
• Do we fully understand the range of alternatives when thinking about the capital
structure of the enterprise?
• Would a potential partner add strategic value?
• Are our long-term goals aligned with the goals of our family?
• Is our capital structure built to last for the next few years? How about the next
10-20 years?
• Is there incremental future value to the family and the business to give up some
equity in the enterprise?
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3. Building technology infrastructure
• Is our technology strategy aligned with our business strategy?
• Are we considering the power of our data and how we are managing data for
value creation and risk mitigation?
• From a generational and succession standpoint, are we considering how ESG
factors into our technology decisions?
• Are there partners in our ecosystem that can help us advance our goals if we
engage them differently?
• Are we considering potential competitive threats from nontraditional providers as
the lines between sectors converge?
• Has our board recently reviewed the short and long-term capital investments and
the impact of new technology investments on our capital expenditures?
4. Long-term incentive planning
• Is the board initiating a discussion on LTI plans as part of its executive
compensation and governance agenda?
• Have we considered how LTI will affect the organization’s bottom line and tax
implications?
• Have we put performance measures in place?
• Have we considered which leaders should be included in our LTI plans?
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5. Preparing for the loss of an owner
• Do the family enterprise owners have an estate plan, and do we understand its
full consequences?
• Will the obligation to pay estate taxes affect the family enterprise’s ability to
continue growing?
• Are there any potential intra-family conflicts that could arise from trustee and
other estate leadership appointments?
• Have we mapped out our cash flow obligations stemming from a death in the
family and what available sources of cash will be used to pay them?
• Will we need to dispose of any family assets to cover the estate’s liabilities?
• If our family has charitable intentions for the estate, do we know how they will
affect the ability to keep the family enterprise operating?
6. Succession planning for family business
• Has the process begun for identifying and developing potential family successors
for key leadership roles?
• Are next-gen family members invited to attend strategy sessions and regular
board meetings?
• Are next-gen family members encouraged to strengthen their knowledge and
skills outside of the family business?
• Are channels available for rising family leaders to ask questions about company
strategy and offer their own perspectives?
• Have the preconditions for leadership succession been clearly established and
communicated to all interested family members?
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7. Exit options for family enterprises
• Are we aligned as a family to handle the capital needs related to ownership
succession?
• Do we have a firm grasp of what aspects of the company’s earnings are
repeatable and which will be viewed by a buyer as likely nonrecurring?
• Have any family members considered selling a minority interest in the company to
meet the enterprise liquidity and/or growth needs?
• Have we tried to present options to family members who are unclear about the
merits of selling the family business?
• Are we confident that our financial reporting and analysis capabilities would be
able to generate the kind of information we would need to furnish to a seller?
8. Forming a family office
• Does the talent in our business have the capacity and capability to oversee varied
investments?
• Do we need a greater level of sophistication to manage the expectations and
needs of the family to ensure an ongoing legacy?
• Have we evaluated the benefits of creating a family office against the needs of our
family and associated expenses?
• Do we expect growing complexity or a liquidity event that will create the need for
more focus on alternative investments?
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