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FAMILY BUSINESS MATTERS

Newsl etter of the Familiy Business C t

SUMMER 201/"8

,ESSAGE FROM THE FAQGLTY DIRECTOR

Joe Schmieder, the Principal Consultant for the
Family Consultant Group in Chicago will lead this
yeards FBCH Retreat on
Joe had 25 years experience working in a family
firm before beginning his highly successful caree
as a family business consultant. He is the autho
of Innovation in the Family Business: Succeeding
through Generationone of the best selling books
on family business. This will be our 12th annual
retreat, continuing a tradition that started when
David Bork served as our first retreat leader in
2007.

| think we should all be proud of the continuity of
our organization. | recently attended the Family
Business Alliance meeting, a group of family bus
ness center directors, at Cornell University. One
of the speakers pointed out that he was able to
identify 130 family business centers that had
existed but that only 45 that currently exist. Wha
was particularly distressing was that Dalhousie
University in Halifax, which hosted our meeting in
2016 and The University of the Pacific, which
hosted our meeting in 2017 have each shut
down their family business centers.

John Butler, Faculty Director

amily Business
based model is effective because it pro-
vides the incentive to attend events, espe-
cially the annual retreat. This is how you
get value from your dues. In addition, by

including up to four members, this encour-

There was some discussion as to why so many
centers have closed, with lack of financial sup-

port being the culprit usually blamed. This miss- ages members to make meetings a family

es the point in most cases because the lack of . . .
i 'p it i ! affair. The Shidler College of Business, of
financial support is usually caused by some other

course is delighted to be supportive. We
factor. Many of these centers are togown af- . . .
) i . believe family businesses are extremely
fairs where programs are designed for family

i . important. | think a good set of partners
businesses and they are then offered much like .
helps make for longevity.

,an executive education model where interested

Special thinks to all our members who have
helped us to continue to grow and thrive.

individual pay to attend events.

| believe one of the reasons we have been so
successful, as we head into our 25th. year is that
our model is a partnership model. The dues

er

nd.

Center
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WAYNE KAMI TAKI PROVI DES ADVI CE ABOUT Uus.
SEARCH FI RMS WHEN HI RI NG EXECUEI WMEASNERASM

You have been working hard building up your firm and now reali
that you are in your sixties and might some day want to step bac
from day to day operations. Now, you look around your firm to
see if you have a manager who is ready to move up to a positior
such as chief operation officer or even president of the firm. Yot
di scover that you dondt have
perhaps scold yourself for not paying more attention to manage-
ment development. Years ago, you could put an advertisement
the Help Wanted section of your local newspaper and sifted
through the applicants yourself. Today, help wanted ads are no
very effective and operended searches on the web will leave you
overwhelmed with applicants, most of whom are not qualified. I
some cases they will even tell you that they are not really interes
ed in your job but rather the

There is nothing more important than staffing, yet research shov
that it is something that most managers feel is extremely prob-
lematic in terms of selecting the best applicant. Executive Re-
cruiters (AKA Head Hunters) have played an important role in th
recruitment of executives although it is hard to find information
on how well or bad the process works.

Wayne Kamitaki, President of HouseMart spoke to the Big Islant
Chapter on July 5, 2017. Wayne pointed out that the four princi-
pals in the firm are in their 60s and that there was a gap in terms
of having managers currently capable of assuming senior execu -
tive positions in the firm. Deciding they needed some seniavel
additions was relatively easy. However, it is much harder to find
the right person and executive search firms are a great source of?vayne Kamitaki, President of HouseMart speaking to the Big Island
assistance. Basically, you outline the position, the duties, the  Chapter of the Family Business Center of Hawaii at the Hilo Yacht Club

characteristics you value, and most importantly the remuneratior
package. as well as the indicators that will be used to assess acceptable perfor-

mance.

While we tend to think of HouseMart as a local firm, they now . ‘ . _

have 29 retail outlets in four states. Thus, they decided to use a HouseMart also did something that was very sound by including both
search firm to identify candidates for the Chief Operating Officer third generation owner/executives as well as some fourth generation
position. They also chose to use a mainland firm because they children in the interview process. This way they were able to get some
felt the pool of candidates would be larger. There are not many Ccrossgenerational input when assessing candidates. In the end, they
books providing advice on employing Executive Recruiters and had unanimous agreement about the best choice and it was not the one
those that exist are usually written by the recruiters. It was grea the recruiter ranked first.

¢ .I;}at t E eh née mbde rs Pwel II/I'e ahk_)_l € (tj ®Finally, there was the actual negotiations with the candidate. The appli-
with younger brother Guy and cousin Paul Mizoguchiin attend- . " " &' ¢ 4| ar y demand was much highe

ance to provide moral support. given the recruiter. It could be that applicants do more serious investi-

Were they happy with the results? Generally yes, but he pointec gation when they actually get a job offer in terms of the higher cost of
out that you have to be very clear about your parameters, espe- living or perhaps the cost of private schools. This suggests that it may
cially the salary range you are willing to tolerate. In a sense, hir- be wise to provide the executive recruiter an information package on

ing an executive can be like buying a house. The recruitergets 0 | i vi ng i n Hawai 6i 6 that includes a
) .

set perceptage of th? agreed upon s_?liry, say 30% ?]f the f'r:S_t Finally, of course, one of the benefits of being a member of the FBC is

?/nsntafereo s sabary. us, the ' Cthat you can ask fellow members to recommend or not recommend ecru

recruiters that they have used.
Wayne also pointed out that you want to pay attention the degre
of recourse you have if the person you hire does not work out in
the shortterm. It is important to be specific about the time frame
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NEXT GENERATION MEETING AT WAIALAE COUNTRY CLUB

The Next Generation Peer Group (aka Néxens) aims to help those in the next
generation transition into leadership roles within their family businesses by expos
ing them to various issues that may arise. The group meets approximately four
times a year. It also gives participants a chance to discuss issues with others who
likely have faced similar issues and provide a sympathetic ear and helpful advice.

At the June 6, 2018 session they decided to try something a little different. Based
on the feedback of the group for more unstructured time, they set out to create a
session that focused purely on the members of the NextGen group to share their
experiences, challenges, and family stories. This is very similar to the feedback
the FBC often gets to provide members with more time for networking

er , af tifciae-N f
i ci pantisSaeh e

There was some hesitation at first,
circle if6 and other fun camp games,
they have more in common than they realized. For every obstacle discussed, they
also heard about some recent successes. They related to how awkward it can be tQ# - '
network. Scooping rice also came up more than once. A few shared recent heart-
breaking experiences which humbled us all. In the end, participants walked away
with inspiring stories and support for one another. They are looking forward to con-
tinuing the dialogue in coming sessions and encourage NextGen members to join
us.

If you are interested contact Krystal Lee at krystals@hawaii.edu.

Special thanks to Noel Pacarro Brown, CIMA®, CPWA® at

The Pacarro Group at Morgan Stanley for extC
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WHAT A FAMILY MEMBER PAYS FOR THE FAMILY FIRM VERSUS
WHAT A NONFAMILY MEMBER WOULD LIKELY PAY FOR THE FIRM

Many individuals not involved in family firms assume that ber purchaser.
sons and daughters simply inherit the firm, in effect, receiv-
ing a 100% discount on the market price of the firm. | sus-
pect there are some potential successors who feel they have
contributed sufficient sweat equity to warrant a 100% dis-
count and a number of parents who want their successors to
have this discount. Although this type of data is hard to get
there is evidence that successor often pay a price for the
family firm and that transfer is not based on pure altruism.

In fact, several years ago at a family business retreat Blake
Nordstrom pointed out that the second generation of
Nordstromds had to take t he Siudeptsnajgringin business or edycatiprealso ipdicated |y n ¢

What affected the level of discount? In cases where a stu-

dent indicated their family had a high level of family cohe-

sion, the discount was higher. However, in cases where the
student had doubts about their ability to be successful run-

ning the firm they indicated a lower discount. The discount

was also lower in those cases where the student indicated

that a | arge percentage of the
the firm. This makes sense since the retiring owners would

need some money in their old age.

retirement so that the third generation could inherit suffi- that they felt they would get a larger discount in cases where
cient stock to have a majority ownership position and main- the family had high levels of cohesion and less of a penalty in
tain family management of their stores. cases where a large percentage of wealth was tied up in the

family firms. It may be that these students were more confi-
dent in their ability to be successful and that this would en-
hance family wealth.

On the flip side, there is evidence that owners of family firms
charge a premium when selling to outsiders, with some evi-
dence that they demand the premium as the price of not
being able to maintain family ownership and family succes- Remember, there were no US people in this sample so the
sion. Thus, owners seem to prefer family succession and ~ Same discounts may not apply here.

may make pricing decisions designed to achieve it. Recent-

ly, a group of academic, led by Thomas Zellweger at the Cen-

ter for Family Business at the University of St. Gallen in Swit- A s

tudy of Swiss family firms

zerland, have done a study that attempted to identify the Success Facotrs for Swiss SMES

. . . Prachyi ckkal ter Christen et al ,
family member purchasing discount. Swi ss
The tough part is getting an answer because it is hard to
calculate the family member purchase discount. Instead, Zel |l weger, T., Kell ermanns, F
they sampled 93,265 college students to getdownto 3,293 (201 2) . Family control and f an
who identified themselves as likely successors inafamily ~CEOs: The i mportance of intent
firm. These students were mostly from European countries contQrogani zati,o n2adl(-85chi.edbcle
although Brazil, Argentina, South Africa and Singapore were
also represented. None of the students were from the Unit- - o | | we ger, T., Richards, M. Si
ed States. The students were asked a number of questons How Much am | Expectddd rtm® Pay
but the k Assumethatanvesemnaldbuyerwoud ENtrepreneurship,  TaCe(of)y 6Mnadl Pr
have to pay $1 million for your familyds firm. What woul
have to pay? Well the answer was a 55% discount. This is

consistent with a study of 561 German firms where the own-
ers indicated they gave a 59% discount to their family mem-



[ VOLUME 11 NUMBER 4 ] Page 6

THE HILTONS: A FAMILY THAT PLAYED OUT ITS PROBLEMS IN THE PUBLIC EYE

In 2007 the Blackstone Group acquired the 3,000 plus hotels

of the Hilton Hotel Corporation for $20.1 billion effectively i £, el oy Bt
ending the familyds control of
sistent with founder&és Conrad
maintain control. The sale provided $2 billion to the Conrad

Hilton Foundation, which now distributes approximately $60
million each year to various charities.

h was <col
the fami|l

THE NEW YORK TIMES BESTSELLER

HILTONS

The Hiltonds were often in the The True Story of an American Dynasty  JNtIGE-WNe Io BTN 11T
riage to Zsa Zsa Gabor and ol J.RANDY TARABORRELLI marri age
Elizabeth Taylor. However, their real achievement was the
building of one of the largest and best hotel chains in the
world.

The unique thing about the Hilton Hotels is that its founder,
Conrad Hilton always wanted his sons (Nicky, Barron and Eric)
to work for the family firm and to do so at the highest execu-
tive level. However, he made it clear that he did not intend to
leave his wealth or control of the hotel to them. He started his
first hotel in 1907, by renting out rooms in back of the family
house in San Antonio, Territory of New Mexico. He struggled The Hiltons by J. Randy Taraborrelli, (2014) , published by Grand
through the depression and gradually began to acquire and Central Publishing, NY. $30.00

build_some of the best hotels in Texas and other S_outherr_1 ~ wishes with respect to the disposition of his massive wealth.
I?catlons althoygh he may best remembered for his acquIS  He left relatively small gifts to his sisters and grandchildren,
tion and refurbishment of the Plaza Hotel and Waldorf Astona$750,000 in cash or stock to Barron and $300,000 in cash

Hotel in New York. in stock to his youngest son Eric. He also left $100,000 to

His first personal tragedy occurred when his oldest son, NickyConstance Francesca Hilton, a daughter that Zsa Zsa Gabor
(Conrad Hilton Jr.) died in 1969 at the age of 43. He was verjiad after they separated. The vast bulk of the estate then
despondent after the his f atwenétptheGonrag Hifton Eoungajieneon which Erigservadn a t i
division, which he headed, for cash and TWA stock. It was on@s @ member. Then the legal problems began, which result-

of the few illadvised deals his father ever made. His younger €d in a lengthy period of time before the estate was finally

brother Barron started his own firm after turning down his ~ Settled after his daughter Francesca lost her suit.

fatherds off er o foe mp Ioy me n toohaf FifoH fid hAvE aftbréel the bbs? ditorreyi tRe” Y O f
was too low. Eventually, he joined the family firm and went on,,41q4 and he had a good one but he needed one who was an

to serve as its presu_jent_ anq chief (?xecutwe_o_fﬁce. He also  gynert on taxes and the amount of voting stock a foundation
became extremely rich in his own right acquiring a net worth .o, hoid in one firm. Sorting out this detail added several
of over $26 million, although much less than the $500 million .o years to settling the estate and ate up millions of dol-
his father was worth. lars.

Conrad Hilton died in 1979 at the age of 91. His son Barmon 1yg ig sort of a gossip book but it does cover a lot of issues
was one of the executors of inh‘pbrl%mtt%%%il?ﬁrrﬁs. so he knew his fat]l
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SUNSET CRUISE IN MAIALM SEAS AND GREAT FOOD

ol The Maui Chapter of the FBCH held the 4

| annual social by taking a sunset cruise on
one of Trilogy6s ca
June 15, 2018. It helps to have Trilogy

as members and Ginger Lucy did a great
job getting the event organized. We had
perfect weather and calm seas. The food
was great and varied so that even our vec
¥ etarians could leave full. Special thanks

to Krystal Lee for flying over from Honolul
and for providing the administrative sup-

port for the event. The Faculty Director o
the FBCH was also glad that he took the "
trip over. If we ever do it again | urge you
to sign up .

"

A | SLELFRTY
' 1758
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