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Corporate Governance 
in Family businesses

YeoH oon J in

Corporate governance is now an accepted necessity in all businesses. 
It helps to ensure that there is accountability to stakeholders and 
sustainability in the business.

Good corporate governance practices are equally, if not even 
more, important for family businesses, since the overlap between 
family life and work life, and the rigidity of the family hierarchy, 
present challenges that are absent in non-family firms.

For some family firms, the irrational fear of losing control can be 
the main obstacle to the adoption of improved corporate governance 
practices. However, good governance principles can be of great help 
to family firms in dealing with two particular threats to their growth 
and continuity: internal conflicts and succession.
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internal ConFliCtS

Family harmony and business prosperity go hand in hand. Hence, 
having the appropriate framework for ensuring harmony is 
important.

The standard model for family businesses highlights three key 
players: the family, management and owners. Acknowledging the 
presence of and recognising the interplay between these three groups 
will do much for a family business. Too often, the three groups 
overlap and intertwine, thereby generating an emotionally charged 
environment for planning and problem solving. This can result in 
poor communication, resentment and lack of commitment to the 
future – the very things the family business should be trying to 
avoid.

For example, family shareholders who are not employed in 
the business can have different views about the level of dividends 
to be declared, as compared with the family owners who work in 
the business. Both viewpoints are generally legitimate and must 
be reconciled in a respectful way to set the right direction for the 
business and preserve harmony in the family. The management 
of these conflicts is therefore critical to the success of the family 
business.

An attempt should be made to separate business issues from family 
issues in resolving conflicts. It helps if all parties can agree upfront 
to basic principles of fairness, transparency and consistency.

Family business governance arrangements can work informally. 
However, they will be more robust and reliable if, after a rigorous 
discussion and process, the applicable governance principles, 
structures and processes are agreed upon and documented.

A good governance framework for families should include:
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A written family constitution setting out clear rules and•
protocols
A family forum (or a family council) for communication,•
consultation and planning
Formal conflict resolution mechanisms•
Incorporation of the needs and involvement of the next generation•
in these mechanisms

SuCCeSSion

Succession should be at the heart of the family governance system. 
The lack of or weak succession planning is the main reason for the 
high rate of family business mortality.

Succession, even if kept in the family, is an opportunity for 
change. Businesses are constantly changing and often require a 
different set of skills going forward than from those demanded of 
their founders. The needs of the business in the future should be a 
key factor in the succession planning.

Usually, succession brings about changes that create more 
complexity in the business. For example, a parent who divides his/her 
shares among several children will create succession complexity. An 
incoming owner who appoints younger and more diverse managers 
to the board of directors does so, too. Focusing on operational 
imperatives and the strength of leadership can help deal with these 
changes in complexity to ensure a company’s success.

Succession often affects all parties: the owners, the family and 
management. For this reason, they can be difficult, will take time 
and will require skills and objectivity.

Successful succession planning is a process rather than an event. 
It is not a one-off exercise, but requires proactive planning, careful 
execution and adjustments. Early arrangements need to be in place 
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to support effective succession and to mitigate the risks. Effective 
governance happens when the right people are in the right roles 
with clearly defined decision-making responsibilities.

What works for one family business will not necessarily work for 
another. And what works for a family this year may not necessarily 
work next year. Continual planning and adjustments is therefore 
needed.

In summary, good and formal governance arrangements can be 
critical to the growth and sustainability of family run businesses. These 
governance arrangements need to deal with the unique challenges of 
conflict resolution and succession planning in family businesses.

For families who are not yet facing these challenges, the best time 
to establish these arrangements is when the family is harmonious. 
Build or fix the roof before the rain comes! ■


