r..v

X

nands on | advice and news for wunning youw family

N-Laws vs.
Out-laws

How to keep harmony between
family members who work for
the family business, and those
who don’t.

by aviva sapers

Normally, “In Laws” would be used to refer to a person’s
spouse or the spouse’s family memibers. In family busi-
nesses, there is another definition of “In Laws.” They
are the family members working “in” the business, thus
making family members outside of the business the “Out
Laws.”

Family-run firms comprise 80 to 90 percent of all busi-
ness enterprises in North America. Yet only a little over
30 percent survive into the next generation and just 12
percent transition into a third generation. That's why
business succession plans are especially important for
families to transition into the next generation. Equally im-
portant is being sensitive in passing down family assets
to the “Out Laws.”

But being fair in business succession planning is
not always about being equal.

A great tool, and one that is not always consid-
ered when planning for family business succession
and estate planning, is life insurance. Unfortu-
nately, too many family businesses don’t make it to
the next generation because proper planning hasn’t

been done. Even if planning has been done, often

the business succession plan is fraught with prob-
lems. Parents often desire to be fair to all of their
children, giving each child a piece of the business
even if some of those children aren’t working in the
business.

Life insurance is ultimately a vehicle that can help
cover risks that are not affordable. It ensures that a
family is prepared to recover fully from life’s unex-
pected events. For family businesses, life insurance
can be used as a means of being fair while not jeop-
ardizing the future of the business.

Here’s an example of where
life insurance has been used to
successfully help in business
succession planning:

A father and his daughter cur-
rently lead a family med-tech

business in Quincy. The father
AVIVA SAPERS has two other children who are
not involved in the business.

The father’s assets include the med-tech busi-
ness valued at $6 million, a $500,000 annual income
from the company, homes worth $2.1 million and
investments and a 401k plan totaling $950,000.

The original succession plan was for the owner
to leave the business to his wife, in trust for their
Continued onPage 8
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On the death of a family business owner, estate taxes
can threaten to destroy the family business. Where
will the cash come from to pay federal estate taxes
(and state taxes depending on the state) nine months

after the death? Will the family be forced to sell the

Ways To Insure Cash On Exec’s Passing | 4y witliam rees

while control in the business is retained. Gifts of part
of the company can be made at discounted value for
tax purposes. Grantor retained trusts allow gifts with
no tax consequences. And a charitable component of
gifting can reduce taxes.

business to a third party ata fire
sale?> Will the family need to

. . 3 = “Freeze” the asset: sell assets to children (or
take out a loan against the busi-

T i others) at (low) appraised fair market value. The

payments?

Proper planning can alleviate
the family’s financial burden
and save the family business for

owner can sell the assets to a “defective” grantor
trust to avoid capital gains tax. It is also possible to
sell assets for a private annuity or self-canceling in-
stallment note (“SCIN”) whose value disappears at
death, further reducing the estate.

WILLIAM REES

the heirs. Here are five options to consider:

4 = Will the estate will qualify for installment pay-
ment of federal estate taxes? This is possible if the
business is at least 35% of the estate value. The busi-

1 = Purchasing life insurance to provide cash at
death. Using an irrevocable life insurance trust, in-
surance proceeds can be free of estate and income . . .
ok ness must be “active” (a passive real estate investment
will not count). A qualifying estate can defer paying
tax for 5 years, then pay in 10 annual installments.

2 = Make life-time gifts to children or others, re-
ducing the value of the business in the estate. Re-

5 = Raise cash during life. |

capitalizing the business can allow value to be gifted

WILLIAM REES IS A FOUNDING PARTNER OF GILMORE, REES & CARLSON, AN ESTATE PLANNING FIRM IN BOSTON.
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THE
RIGHT
QUESTIONS

If you are a business
owner with family
members involved in
your business, ask
yourself:

Do I have a current
buy/sell agreement?

Does the agreement address
a buyout at death, disability,
termination or retirement?

If something happens to one of the
active family members, do other
active family members want to be in
business with their in-laws?

What other assets do | have? Can
| leave these assets to “Out Law”
children and leave the business to
kids working in the business?

If the other assets are not worth as
much as the family business, am

| insurable? Have | considered life
insurance?

In-Laws vs. Out-Laws

Continued from Page 6

daughter in the business with her as trustee,
and other assets in a credit shelter trust for the
two “Out Law” children who were not in the
business when their mother would die.

In essence, the child in the business would
inherit an asset worth $6 million and the other
kids will inherit $1.5 million each. The father
has consulted with an estate tax lawyer who es-
timated the taxes due at his and his wife’s death
to be approximately $750K. They purchased a
survivorship life insurance policy owned by a
trust for the two “Out Law” children in order
to purchase one of the houses from the estate
and to give the estate the cash to pay taxes.

Given that two “Out Law” children were
going to be getting fewer assets than the “In
Law”, he was considering giving them some
stock in the med-tech business.

But a better plan would be that he purchase
some additional life insurance on his life to
provide income to his wife upon his death and
ultimately to equalize the estate. His com-
pany would pay the majority of the cost of the

insurance.

Persistent Problems

If the family business is the largest asset in
the parents’ estate, the decision often is to give
all children stock in the business. But those
plans are often destined for trouble when
some or most of the children are not actually
working in the business. The potential prob-
lems are:

® “In Law” child resents having to work for
his or her “Out Law” siblings or having to
support them if they depend on distribu-
tions as a key income source.

® “Out Law” children can feel a sense of en-
titlement whereby they demand dividends
or distributions of the sibling in the busi-
ness.

® “Out Law” children may feel they really
didn’t get a fair inheritance as they don’t
see any real value of owning a company
and may encourage a sale.

Sometimes, the “Out Law” children receive
non-voting stock while the “In Laws” receive
voting shares. Although this approach is a
slight improvement over dividing all stock
equally among all children, it stll puts the

child or children in the business in a position
to support or to answer to their siblings.

Equality At Issue

A second scenario resembled this situation
with an Andover-based family who owned
a manufacturing company in Lowell. The
company had a value of $10 million, and the
parents had additional assets of $5 million.

The parents had a son in business with them
and a daughter who was not involved in the
business, both of whom were married. The
daughter, in this case the “Out Law”, had two
kids. 'The main goal of the parents was to
treat both of their children equally. Their
concern was that if they did not leave the “Out
Law” some shares of the company, she would
inherit half as much as her brother, in this
case considered the “In Law” as he worked for
their parents.

In fact, since the business was not really liq-
uid, the estate taxes which would be due at the
parents’ death was approximately $4 million.
This would use up almost all of the assets to
be left to the daughter.

The solution was to purchase some life
insurance to enhance the inheritance to the
daughter. In fact, the son, with the help of
the business, purchased a policy for $10 mil-
lion on the life of his parents. When they did,
indeed, pass on the proceeds were used to pur-
chase the business from the estate. The estate
then had enough cash to pay estate taxes and
pass another $10 million to the daughter, thus
treating both the “In Law” and “Out Law”
fairly.

Real Estate Solution

If the property upon which the business is
located is owned by the business, it is useful to
separate the two, putting the real estate in trust
for all the children and having the business
pay a fair rent to the trust. This can provide
income to all of the children and allow them
to all benefit from the appreciation of these as-
sets. Also, in putting the property in trust, the
property can be protected from any one child
getting divorced and having their spouse have
access to that property. One problem that still
exists is where will the money come from to
pay estate taxes at the older generation’s death,
if the bulk of the estate is greatly made up of
real estate and the business? Life insurance
owned by the trust can be used to purchase
the real estate from the estate to give it the
liquidity to pay the taxes and, if need be, the
premiums can be paid for by the company. B
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INsecure About Security Law

New Rules In Massachusetts Will Put Big Burdens On Family Businesses

by matthew j. putvinsti

DO
DILIGENCE

Every business uses third-parties to
fulfill some of the duties inherent to
running a business. CMR 17 affects
them as well but don’t think that

since they’re handling the payroll
function or credit card processing

that you're off the hook. A formal
vendor management program provides
assurance that the third-parties you
use are taking the appropriate steps to
safeguard your information. Questions
to ask your vendors are:

o What confidential data do you need
in order to fulfill your contractual
obligations?

o |f the vendor only needs a first
and last name, delete that account
number column in the report you
provide them, or truncate the number
to show only the last 4 digits.

¢ How long do you keep confidential
data before it is destroyed?

o How is it destroyed?

e (Can | see a copy of your Information
Security Program?

o \What steps will you take in the event
of an information security breach?

You must have language in your
contract where your vendors states
that they are in compliance with CMR
17. If you can document that you
have a strong vendor management
program, you will be better able to
prove that accountability for a breach
at your vendor lies with them rather
than on your shoulders.

10

By now you’ve probably heard that Massachu-
setts is requiring businesses to comply with strin-
gent identity theft regulations. What you may
not know is that this regulation gives much more
power to the Commonwealth in holding compa-
nies accountable for a security breach, meaning
more liability for criminal and civil charges.

The official name is M.G.L. c. 93H 201 CMR
17, commonly referred to as CMR 17. If you
have as little information on a customer or em-
ployee as a first initial with last name combined
with a Social Security number, state issued iden-
tification number, financial account, credit, or
debit card number, you are required to comply
with CMR 17 and will be held accountable in the
event of a security breach. Unsure of what you
need to do to protect your data and your com-
pany? Read on to learn the steps you must take to
limit your risk, ensure compliance, and protect
your data.

Birth Of A Regulation
The genesis of the regulation was spurred by

some very public losses of customer information.
According to the Privacy Rights Clearinghouse,
a leading consumer information advocacy or-
ganization, there were more than 83.6 million
records lost or stolen in 2008. A study released
in February by the Ponemon Institute, a data-
protection and research group, and PGP, a data
encryption company, calcu-
lated the cost of each lost
record at $202. For family-
run businesses with as little
as 150 customer and em-
ployee confidential records,
loss of such records can add
up to more than $30,000.
Additionally, the reputa-
tional hit could linger for
much longer, seriously crippling the business’
ability to compete.

The requirements of CMR 17 have their roots
in the best practices of data security. Elements
of the law include a written information security
program, a member of your staff responsible for

MATTHEW
J. PUTVINSKI
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compliance, the use of technology controls,
and contractual obligations with your third-
party providers. Many of the required ele-
ments have to do with documenting the pol-
icies, procedures, and systems that you have
in place to deal with the data you have.

Where To Begin?

To get started, formally choose a trusted
employee to manage your security pro-
gram. Many businesses have an information
technology provider they call for system
upgrades or problems, but this third-party
relationship must be overseen by your se-
curity program administrator. He or she
should have the appropriate qualifications
and authority to undertake the project and
will ultimately be responsible for maintain-
ing compliance.

Once you've picked a program adminis-
trator, start by mapping out all of the areas
where you could have any of this confiden-
tial information. Look at both electronic
and paper files and document how they are
stored, transmitted, and destroyed. Deter-
mine the employees who have access to this
type of information whether it be access to
paper files or what permission levels they
have on your network. Once you have doc-
umented these locations, internal controls,
and policies and procedures, combine them
into the required written Information Se-
curity Program. Anytime you perform any
type of information security work, docu-
ment what you did and maintain it in a file.
In the event of a breach, this documenta-
tion will provide evidence to the Attorney
General to help prove that you are making
a concerted effort to protect your confiden-
tial data.

The aspect of CMR 17 that could prove
challenging to businesses that capture or
maintain confidential information are the
specific technology controls required to
protect the electronic data. These controls
include creating unique user accounts for
each employee, setting user password and
lockout controls, the use of encryption and
firewalls, and having anti-virus security on a
regular update schedule.

While most of the controls can be taken
care of by spending a little more time on
your technology procedures, encryption is
one where you should expect to have some
out-of-pocket costs. Encryption does not
have to be enacted throughout your orga-
nization, only where confidential informa-
tion is stored. If you choose a well-known
encryption company to help you determine
what level of protection you need and what
machines need it, you’ll find an option that
will be cost-effective for you.

You’ve put in all this time so don’t let all

your efforts go by the wayside. Train your
people on where their responsibilities lie
in protecting confidential information as a
program is only as strong as the people who
follow it. Also, create a monitoring program
to check how you’re doing and what things
need to be updated as policies and technolo-
gies change.

A Final Word

A warning to procrastinators: Don’t un-
derestimate the amount of time it will take
to bring all of these elements together. We
routinely see companies surprised by the

sheer volume of data in their business pro-
cesses and the number of hours necessary
to document it all. If you follow the steps
as outlined above, you will be much better
prepared and better able to protect your
business in the event of a security breach.
Getting started now will help make sure
you’re ready by the deadline.

Editor’s Note: The current deadline for
compliance is January 1, 2010. There has
been a proposed deadline change of March
1, 2010. At the time of printing, no decision
had been made by the Commonwealth to
accept the new compliance deadline. [ ]

Caturano Helps Brew
Success in New England

success has been brewing since 1986.
As their business advisor, Caturano has
provided New England’s craft brewery
with the essential ingredients to
successfully navigate...rapid growth...
acquisition...and the challenges of
multiple locations.

Do you have a thirst for your own
success? We are ready to serve you.
Caturano is New England’s largest
regional full-service CPA, consulting,
and wealth management firm.

Connect with a partner: 617-912-1216
Mathew.Talcoff@caturano.com

caturano

www.caturano.com
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The Kraft family at Gillette Stadium at the start
of a New England Patriots football game.

By Seott Van Voorkis



Krafting Their Goals

Continued from Page 13

Say the names Robert and Jonathan Kraft and the first thing

likely to come into mind is the father-son team that turned the
New England Patriots into a professional sports powerhouse.

Yet the Patriots are just the very public face of a family business
that stretches across the globe, and, in addition to Jonathan,
now includes three other Kraft sons as well.

Behind the glamor and headlines generated by the family’s

masterful performance with the Patriots, Robert Kraft and his
sons have built a sprawling business empire that ranges from
forest products to real estate development.

In their success, the Krafts exemplify
many of the things family businesses need
to do to both survive and thrive, from
helping individual members find the right
niche for their talents to learning how to
work closely together and talk through
tough issues.

The roots of this unusual father-and-
sons collaboration go back decades to
the strong bond Rob-
ert Kraft built with
his sons during their
formative years, from
watching football to-
debating

dinner

gether to

around the

table.
Along with working

ROBERT KRAFT

well together, there is an inherent trust
each has with the other, a benefit of work-
ing with other family members that can’t
compare to a traditional corporate situa-
tion, Jonathan Kraft notes.

“There is implicit trust,” he said.
“When you are working with a business
partner that isn’t family, you always have
to wonder. You can be pretty strong as a
group and do more things. It makes us
strong.”

Think paper, not football, if you want
to get at the roots of the Kraft family’s
stunning rise in the business world.

Mid-State Roots

The saga of the Kraft family and its
many enterprises can be traced back de-
cades to a cardboard box company in
Worcester.
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Robert Kraft got his start at Rand-
Whitney and later purchased the compa-
ny. A second major deal followed in 1972,
when Kraft launched International Forest
Products, a trader of paper commodities.

By the 1980s, Kraft, now at the head
of a major, paper products company and
commodities trader, began to convert a
long-time fan interest in the Patriots into
something more concrete.

Having watched the team play since its
launch in the 1960s, Kraft first bought the
land underneath the old Foxboro Stadium
in 1985. He followed that with a deal for
the stadium itself in 1988.

In 1994, Kraft took another big gamble,
plunking down a then-record $172 mil-
lion to buy a football franchise that had
experienced more downs than ups over its
history.

The rest of the story, at least on the
field, is well known, with the emergence
of the Patriots, under the Kraft family’s
guidance, into one of the most consistent-
ly successful teams in the NFL.

The Long Ball

But off the field, Robert Kraft and his
sons leveraged this success into new and
even greater ventures.

The Krafts rolled the dice again in
2001, tearing down the cramped and in-
adequate Foxboro Stadium and replacing
it with a state-of-the-art football palace,
Gillette Stadium.

Never one to rest on their laurels, the
Krafts followed up by building a 1.3-million-
square-foot mall and entertainment complex

around the stadium called Patriot Place.

There are now branches of the Kraft
family business empire — under the Kraft
Group umbrella — devoted exclusively to
investing in other companies, construc-
tion and development, philanthropy, and
last but not least, an MLS franchise, the
New England Revolution.

Helping drive this growth, in turn, has
been the emergence of Robert Kraft’s sons
as major players of their own in the family
business.

The best known is
Jonathan Kraft, who
has emerged over the
years to become his
father’s right hand
man on both the Pa-
triots and his other

business ventures.

JONATHAN KRAFT

Jonathan came to
work for his father in 1990, after earning
a Harvard MBA and working two years at
Bain & Co.

Jonathan Kraft today is president of the
New England Patriots, owner/investor in
the New England Revolution, and presi-
dent and chief operating officer of the
Kraft Group.

Jonathan, whose office is next to his fa-
ther’s at the Kraft Group’s headquarters,
plays a wide ranging role in the family’s
affairs.

With day-to-day operations run by line
managers, Jonathan Kraft helps to untan-
gle problems and look at larger strategic
issues, whether at the Patriots or Interna-
tional Forest Products.

It is the culmination of a lifelong dream
that began when he was a boy of eight or
nine, visiting a corrugated box factory
with his father and checking out the de-
sign room.

“From the time I was a little boy I
wanted to work with my Dad,” Jonathan
Kraft recalls. “I loved being with my fa-
ther. From an early age it was something
I wanted to do. I wanted to go to the
schools he went to, I wanted to do what
he did. Until this day, my Dad is my best
friend, along with my wife.”

By contrast, Daniel Kraft spent several
years selling advertising for TV stations

Continued on Page 16
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Krafting Their Goals

Continued from Page 14

in New York City before coming back to
work for the family’s rapidly expanding
portfolio of businesses in the mid 1990s.

Beyond The Gridiron

Daniel Kraft spent his first few years
hammering out team and stadium spon-
sorship sales as well as broadcast and me-
dia rights deals. From
1995 to 1999, he also
served as

executive
producer of the Patri-
ots pre-game broad-
casts and of the team’s
weekly TV show, “Pa-
triots All Access.”
However, over the

DANIEL KRAFT

past 12 years, Daniel has shifted away from
his early role with the team into an inten-
sive focus on International Forest Products,
of which he is now president and chief op-
erating officer. He is also the Kraft Group’s
international president as well.

Itis a shift that Daniel, who has developed
an expertise in international business, is per-
fectly happy with. A Monday morning with-
out questions and comments about the big
game the day before is just fine with him.

Under his oversight, IFP has continued to
grow and now ranks well within the top 50
exporters from the U.S.

While his brother Jonathan could give
a discourse on the various paper and forest
products produced and sold by the Kraft
Group’s IFP and subsidiaries, Daniel could
give a rundown of current events and the
business climate in the 80 countries IFP now
does business in.

“I like going to work and doing my job
and not reading about my performance in
the paper,” Daniel reflects.

Two other Kraft sons have also begun
to get involved with various branches of
the family empire as well. Joshua Kraft is
chief executive of the Boys & Girls Clubs
of Greater Boston and president of the
New England Patriots Foundation, one of
the family’s major philanthropic endeavors.
David is increasingly involved in the Revo-
lution and other branches of the family busi-
ness as well.

“We all kind of march to our own beat,”
Daniel said. “We are all very different per-
sonalities.”

16

Dad Sets Direction

At the head of the family business, of
course, is Robert Kraft, chairman and
chief executive of the Kraft Group. While
the sons help hammer out the tactics, Rob-
ert provides the big-picture strategic guid-
ance. He has a keen sense of where the
world is headed and how to position the
business to take advantage of these trends.

He also enjoys a reputation as a master
negotiator, with a knack for reading the in-
tentions of those on the other side of the
bargaining table, his sons note.

“He is a brilliant negotiator,” Jonathan
Kraft noted.

The Krafts approach of letting each
member carve out a role that suits his skills
won praise from Robert Nason, an expert
on family businesses and entrepreneurship
at Babson College’s Arthur M. Blank Cen-
ter for Entrepreneurship.

Such an approach both helps family
members find the right niche as well as fu-
eling growth into new areas, he said.

It also helps move the business away
from the old and sometimes damaging
pattern in which various members of the
younger generation battle it out for the
top spot. Instead, there can be multiple
paths to success.

“I think the Krafts do fit the model of
having a business that grows into a portfo-
lio of businesses,” said Nason. “It is using
the family’s assets to move into different
industries and also using the expertise and
passion of the next generation of family
members to drive it.”

While each of the Kraft sons has found
his niche within the ever-expanding big
tent of the family business, this is a group
that also knows how to work together as
well.

And the closest working relationship in
the family is between Robert Kraft and his
sons Daniel and Jonathan.

The trio now has roughly 20 years of
experience working together, notes Jona-
than, and has ironed out an effective and
efficient style of collaboration.

Sending Signals

Robert and Jonathan have offices close to
each other and talk multiple times a day. Un-
less he is traveling, Daniel will also join in.

The discussions are valuable for cross-
fertilizing ideas and hammering out solu-
tions to problems as well.

“It’s just sort of an ongoing dialogue,”
Jonathan Kraft notes. “We talk about just
about any major decision before it gets
made.”

But the Krafts say they are also able to
hash out difficult issues when they come
up. The long-standing practice has been
to get the matter out on the table and deal
with it directly.

“When there is a lack of communication,
problems fester,” notes Daniel Kraft.

Sall, while they have learned much
working together over the past several
years, both Daniel and Jonathan say the
foundation for the successful chemistry
of the family business goes back to child-
hood.

It was the formative years they spent do-
ing things together as brothers, under the
gaze and guidance of an attentive father,
that forged crucial bonds that hold true
even today.

The brothers recall happy memories of
family vacations, lively dinner table conver-
sations, and, of course, all going to Patriots
games together with their father, Robert,
the consummate fan.

Valuable habits were formed during
these years, including airing any conflicts
out in the open, sometimes right at the
dinner table.

“In our family, when I grew up, if you
have to say something, even if it’s not pop-
ular, we say it at the dinner table. There is
no political BS we have to worry about,”
Daniel Kraft said.

“None of us is afraid to speak our minds
to the others,” he added.

Nor is this bonding a thing of the past.

The Krafts each year vacation together
and spend a fair amount of time socializing
with each other and their families.

The sons own vacation homes near each
other on the Cape. And there’s much more
than work to draw them together, with a
total of eight school-age children between
them.

“Those bonds probably do serve to lay
the sort of strong foundation you need if
you are all going to work together in a fam-
ily business,” Jonathan Kraft notes. [ |
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To Family-Owned Businesses

OCTOBER

Finding And Creating Work On Cape Cod
Sponsor: Venture

Date: Tuesday, Oct. 6 Time: 7:30 am.to 9 a.m.
Location: Venture Hyannis, 540 Main St.

Economic And Public Policy Breakfast
Sponsor: North Shore Chamber of Commerce
Date: Wednesday, Oct. 7 Time: 7:30 am.to 9 a.m.
Location: Sheraton Ferncroft Resort, Danvers

Mass. Family Business Awards
Sponsor: Family Business Association, Inc.
Date: Thursday, Oct. 15 Time: 5:45 p.m.
Location: Royal Sonesta Hotel, Cambridge

Landlord Training

Sponsor: Mass Rental Housing Association

Date: Saturday, Oct. 17 Time: 8:30 am. to 1:15 p.m.
Location: 9 Leominster Connector, Su 1, Leominster

Estate Planning and Family Litigation Avoidance
Strategies for Gay & Lesbian Individuals and Couples
Sponsor: Boston Estate Planning Council

-

GRAY GRAY GRAY, LLY
CERTIFIED PUBLIC ACCOUNTANTS
VISION e DIRECTION e SUCCESS
Westwood e Framingham
781.407.0300 www.gggcpas.com

Date: October 22 Time: 7:30 a.m. - 10:00 a.m.
Location: The Hyatt Regency Hotel, Boston

New England Business Expo

Sponsor: Worcester Chamber of Commerce
Date: Thursday, Oct. 29 Time: 9 am.to 7 p.m.
Location: DCU Center, Worcester

NOVEMBER

Women’s Network Breakfast - Suzy Welch
Sponsor: Boston Chamber of Commerce

Date: Wednesday, Nov. 4 Time: 7:45 a.m - 9:00 a.m.
Location: Fairmont Copley Plaza Hotel, Boston

LEED For Subcontractors

Sponsor: U.S. Green Building Council, Associated
Subcontractors of Massachusetts

Date: Thursday, Nov 5 Time: 7:30 am. - 1:00 a.m.
Location: NStar Headquarters, Westwood

RAMAES Awards

Sponsor: Retailers Association of Massachusetts
Date: Thursday, Nov. 19

Location: Bentley College, Waltham

Will you be able to proudly pass along a company that is on solid
financial footing? Call us today to find out how we can help you keep
the “family” in your family business.
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When family firms get to the third
generation, it’s time for some
serious analysis.

by tom davidow and wuss robb

When Rod Laver, one of the world’'s greatest tennis
players, reflected on his championship years of the 1950’s
and 1960’s, he said, “You are most vulnerable when you

are ahead.”

The innuendo of Laver’s statement is to be extremely
careful when you are cruising along with the forseeable

position of easily winning, only to find that once the
momentum shifts to the “other” player, the previous
predictable victory becomes very much in doubt.
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And so it is with many third generation family busi-
nesses, which by all logic and common reason should
be almost assured of continued success once they reach
the time earned success in entering the third genera-
tion of continual operation. Yet, just like the tennis
analogy cited above, family businesses become highly
vulnerable as only one out of 10 such businesses suc-
ceed in the third generation.

Let’s take a look at one such company as it reached
the third-generation tipping point. We’ll call this

company the Bridgewater Leather Bag Co. The com-
pany and its facts are real, but the actual identity of
the business and its principals have been disguised for
confidentiality purposes.

Getting It Started

Founded in 1920 by Tony Manzella who immigrat-
ed to this country from Milan, Italy after World War
I, the company withstood the test of time in the high-
end luxury woman’s leather bag business. Alessandro,
Tony’s son, became CEO in 1965, and his nephew,
Louis, became CEO in 2000. Over the years, BLB al-
ways made money, but most of it was paid out to the
family members by way of dividends to the sharehold-
ers and by way of salaries to the five family members
working in the company.

In 2004, BLB peaked at $140
million in annual revenue. Then
in 2005, BLB’s major African
leather supplier delivered two
months late, which was devastat-
ing for a highly seasonal business.
In 2006 BLB’s major customer,
representing 30 percent of its en-
tire annual sales, cancelled all of
their orders when the leather bag
shipment was half way across the
Atlantic Ocean. With $20 million
of bank debt personally guaran-
teed and fully collateralized by
the Manzella family stockhold-
ers, the 85 years of business mo-
mentum was severely jeopardized after two major up-
heavals in two consecutive years.

All of a sudden, after all those years of blissful prog-
ress, BLB was out of financial covenants with its bank
and there was a call on the family members to provide
the bank with more collateral and guarantees on the
loans or liquidate the company. Historically, all mem-
bers of the family had been living off the company’s
income with little of BLB’s earnings reinvested in the
business.

RUSS ROBB

Family Self-Assessment
At the point of crisis, a family business consultant
was retained to bring about a family consensus weigh-
ing both the family issues and the business issues.
Some of the major considerations were as follows:
* The different levels of involvement by the family
members, i.e., those who worked in the business
and those who did not.

TOM DAVIDOW IS THE PRINCIPAL OF THOMAS D. DAVIDOW & ASSOCIATES IN BROOKLINE.
RUSS ROBB IS MANAGING DIRECTOR OF TULLY & HOLLAND IN WELLESLEY.



® The latter contingent are almost always less connected to the com-
pany emotionally and yet these non-management family share-
holders caused nightmares for those managing family members.

® The company (in this case) is an asset which for several years has
not yielded any income to the non-management stockholders, nor
does the future appear to be any more positive.

What became clear is that the third generation had no exit strategy
(85 percent of family businesses do not) and that most of the BLB’s
shareholders’ assets were tied up in this business (75 percent of family
owners’ net worth is in the company).

Since the family members were at odds with each other, there was
a distinct possibility that BLB might fail and not survive the third
generation. Louis, age 60 and the current CEO, was the only family
member currently employed by BLB who appeared to be capable of
running the business

The issues of whether to sell the company now, or wait to sell until
the business improved or not to sell the business were all possibili-
tes.

Dual Problems
Actually, the company is faced with two critical issues simultane-
ously. One is the deteriorating business issue caused by substantial
loses for two years coupled with a bleak outlook, thus causing man-
agement to curtail all dividends to the family members. The other
major issue is the aging family CEO without a succession plan in
place nor the likelihood of finding unanimity amongst the family
members on this issue.
The business is facing this crisis due to their historical lack
of communication about issues that are of vital interest to
the family and the business. Families generally abhor
addressing emotionally laden issues. The family had
to face these questions: Can the business survive
unless there is a sharp reduction of the work- x
ing family members’ compensation and an in-
definite curtailment of dividends to all family
members including the non-working fam-

ily members? And does the family have the

ik |

derstanding that minority investments in illiquid companies are
valued at a discount.

¢ Conveyed to all family members that almost always there is an in-
herent problem of family members who have divergent interests,
so therefore it becomes paramount that the family members come
together as a community to communicate their common interests.

¢ Created a form of complete transparency with all family members
on financials, strategic goals, capital expenditures, etc. through
regular meetings which include all members.

The various issues of compensation, management benefits, strate-
gic direction, and executive succession were resolved over a year of
continual and intense interaction with the counsel and guidance of an
unbiased, third party, family business consultant.

BLB defied the odds and survived the third generation, but without
overcoming the ever dangerous tipping point. In this case study, the
family addressed the immediate financial crunch by indefinitely run-
ning the company on a severity program eliminating all dividends,
excessive salaries and “perks.” Simultaneously, the family solved the
succession issue and avoided the sale of the company by bringing in
a well-qualified family member who currently was an executive for a
Fortune 500 company as the heir apparent CEO.

The tipping point was real, the solution
was successful. |

strength to address the issue of whether the
company should be sold now or whether to
continue the business into another genera-
tion?

At this point in time, the company imple-
mented three intermediate steps in order for
BLB to rectify its family issues and survive
beyond the third generation.

¢ Established buy/sell agreements which en-
able those members who want to liquidate
their investment to do so. These agreements
have to be flexible and creative with an un-
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A Norwell Real Estate Co.
Finds That Family Can
Come Home Again
D . .

by ian muwyphy

The walls of Jack Conway’s Norwell office are dotted
with photographs. Many of them are of his father, who
was a sports editor for the Boston Record American
newspaper.

There are pictures of his three children, Jack, Carol and
Barbara, and his wife, Patricia. There are pictures of
numerous grandchildren, and even a great-grandchild.

Conway is a family man. He runs his business, Jack
Conway & Co., that way, treating employees like family.
He takes top earners on trips around the world; he takes
everybody to breakfast. He attends weddings, funerals
and birthday parties.

And on Dec. 9, when Conway turns 86, he’s
throwing his own birthday party. It will also double
as his retirement party. Conway is turning over the
reins to his daughter, Carol Bulman.

Conway will stay on as chairman of the board, to
offer experience and “maybe a little judgment” to
the running of his 52-year-old company. But Bul-
man will take over day-to-day operations, serving
as vice-chairman. Jack Conway & Co. will still be a
family business.

But until recently, that was far from a sure thing.

Bulman worked full time for her father for 18
20

years, starting straight out of college as a loan pro-
cessor and originator in Northern Mortgage Co.,
a full-service subsidiary lender Conway started in
1974.

“If I were really to count it, I started working for
[my father] part time when I was 14 years old, when
[my] mom used to drive me in and I would add up col-
umns in the accounting department,” Bulman says.

‘It Was Time’

When Conway sold Northern Mortgage Co. to
Mellon Bank in 1994, Bulman was tasked with creat-
ing their next venture, a mortgage brokerage called
Conway Financial Services (CFS).

“We were able to build it from the ground up,”
Bulman said. “We had a blast.”

Bulman served as president of CFS for eight years,
and in 2002 was named vice-chairman of the board
of Jack Conway & Co.

Weeks later, she abruptly resigned from the com-
pany.

“It’s a family business,” Bulman said. “My dad
and I have a wonderful relationship, but we’re both
pretty strong-minded. You know, it’s family. It was
time.”

At the time when she left, Bulman said she spent
many years thinking that she had to become more
like her father in order to effectively run the com-
pany.

“But I don’t feel that way anymore. My dad is my
role model, personally and professionally, but he un-
derstands that I have to be true to myself and chart
my own course. He wouldn’t want it any other way,”
she was quoted then as saying.

Bulman went on to work with National City

Continued on Page 22



Jack Conway and his
daughter, Carol Bulman.



Split Decisions
Continued from Page 20

Home Equity, a wholesale lender. When
that company went out of business, she
joined Washington Mutual Savings Bank.
Six months later, that institution failed as
well, and Bulman moved to Sierra Pacific
Mortgage.

“I went through a lot of change, and that
was good for me personally, to be able to
overcome that and learn new systems,” Bul-
man said. “[T was] just really able to get a
feel for what big corporate America does.”

Big Business

While Carol was gone, Jack Conway &
Co. went through the real estate boom.
The company was doing billions of dol-
lars in volume. For day-to-day operations,
Conway relied on a staff of long-time em-
ployees. But it was still up to Conway to
dictate the direction, and ownership, of
the company. Conway heard offer after
offer, all lucrative, but none satisfactory.

“There has been a rumor out there — for
20 years — that I'm selling,” Conway said.
“I talked to a lot of people, and they’re all
good people, and I liked them all. But I
didn’t like their game plan.

“They would dismember the company,
they would change the direction of the

company, and they would certainly change
the interior people who ran the company:
they would be long gone,” he said.

“I’'ve got an obligation to a lot of those
people,” Conway continued. “They
helped me build the company. Money
makes a lot of things happen, but money
is not my god. Just running this business —
that’s my goal — to run this business well,
and to take care of the people the best I
can who helped build it.”

Part of that pledge is to put Jack Con-
way & Co. in a position to make money.
Earlier this year, Conway negotiated and
created a joint venture with Wells Fargo
Bank — Conway Home Mortgage Co. —
which will take the place of CFES.

A Prodigal Daughter Returns

Last winter, Conway came down with
pneumonia. For the first time he could re-
member, he woke up and didn’t want to
go to work, and didn’t want to travel to
different offices. He didn’t want to drive.
Bulman noticed the difference in him im-
mediately. She began driving her father
across the state, working from her phone
and visiting clients on the way.

“I didn’t mind driving these long dis-
tances, as long as somebody else was driv-
ing,” Conway laughed. “I got my strength
back, and I told her how much I really

needed her knowledge. Carol said, ‘Well,
I think I'm ready to make a change any-
way.” And that’s how it happened.”

Richard Cahill, Jack Conway & Co.’s
president, said Bulman’s return gives the
company “a fresh look at longevity,” and
“nobody has missed a beat.”

“I couldn’t be happier, because it liter-
ally secures everybody’s job,” Cahill said.
“We now know how it’s going to continue
on, and we weren’t always sure about that.
It’s great for everybody involved. You can
already feel her touch in the business.”

Bulman officially rejoined Jack Conway
& Co. in June, just after the new deal with
Wells Fargo was struck. She’s oversee-
ing the transition from CFS to Conway
Home Mortgage Co.

“Carol, I felt, has the skills, and because
of the knowledge she had gained on an-
other plateau, to make this integration
to take this company, which is the best
privately-owned real estate company in
Massachusetts — and maybe in New Eng-
land - and move it ahead,” Conway said.
“We’re going to expand this company, and
make it bigger and better and offer more
services. I thought she could do it, and she
agreed with me. It’s been a perfect thing
that has happened.”

Bulman put it more succinctly: “It was
time, time to come home again.” |

WE INVEST YOUR MONEY RIGHT
ALONGSIDE OURS. NEEDLESS TO

SAY, YOU BENEFIT FROM SOME
VERY CAREFUL THINKING.

As a Bessemer Trust client, your wealth is invested together with that of our owners and employees. This leads to an alignment of interest

and a singular focus that eliminate many of Wall Street's distractions. For example, as the credit crunch loomed, we took steps to ensure that

our “cash equivalents” remained equivalent to cash. We also avoided investing in the leading financial institutions at the center of the storm.

At Bessemer, the key to long-term success is simple: If it's not good enough for our portfolio, it's not good enough for yours.

Contact Stephen Kistner, Managing Director, and Pamela Murray, Principal, at 617-279-4080, or visit www.bessemer.com. Minimum relationship $10 million.

BESSEMER TRUST

ENHANCING PRIVATE WEALTH FOR GENERATIONS™
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THE KELLIHER GROUP

Skittish about investing? If market volatility has shaken your confidence about
investing, then it's time for a fresh approach. Our core business is managing
customized portfolios for our clients and advising corporate retirement plans.

Custom Portfolio

* Risk-managed investment process

*  Fixed income, municipal bonds, mutual funds, stocks, ETFs, and Mutual Fund Portfolio Strategies
*  Discretionary, fee-based asset management through Morgan Stanley Custom Portfolio®™

e Accounts managed by experienced portfolio managers

Retirement Plans

*  Comprehensive fiduciary framework and support

*  Ongoing plan investment analysis, and employee education and communication

*  Named on the Nation’s “most successful” retirement and Plan Advisory practices by PLANSPONSOR
magazine, 2004—2008 (top 5 nationally in 2008*).

The Kelliher Group has grown to a practice of 14 professionals and well over $1 billion in assets. Our clients
include family businesses, unions and publicly traded companies, endowments, foundations and nonprofit
organizations. Explore how a disciplined investment strategy can help your portfolio recover. Please contact:

The Kelliher Group Stephen Kelliher Jack Corbett

600 Longwater Drive Senior Vice President Senior Vice President

Suite 202 Financial Advisor Wealth Advisor

Norwell, MA 02060 Senior Portfolio Manager Portfolio Manager

877-535-4437 stephen.kelliher@morganstanley.com  jack.corbett@morganstanley.com
781-681-4933 781-681-4913

* Source: PLANSPONSOR magazine, December, 2008. Ranking was based on overall client satisfaction, along with evidence
of increased participation rates, enhanced rates of participant deferrals, improved asset allocation, and either reduced fees or
expanded service levels for the 2008 year.

Morgan Stanley Smith Barney, Morgan Stanley & Co. Incorporated and Morgan Stanley Smith Barney’s Financial Advisors do

not provide tax or legal advice under the Internal Revenue Code or otherwise with respect to the services or activities described § E
herein, and this material was not intended or written to be used for the purpose of avoiding tax penalties that may be imposed on £2
the taxpayer. Individuals are urged to consult their tax or legal advisor before establishing a retirement plan or to understand the E §
tax, ERISA and related consequences of any investments made under such plan. S r\}%
Investments and services offered through Morgan Stanley Smith Barney LLC, member SIPC. ég
© 2009 Morgan Stanley Smith Barney 38




Wolf & Compan

into the futui :

& COMPANY, P.C.

Certified Public Accountants
and Business Consultants

Insight and Integrity

99 High Street, Boston, MA 02110 * Phone (617) 439-9700
1500 Main Street, Springfield, MA 01115 « Phone (413) 747-9042

125 Wolf Road, Albany, NY « Phone (518) 454-0880

www.wolfandco.com




