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Understanding “Family Governance”
By Paul E. White, Ph.D.
Director of Family Coaching
“Family Governance” is a global term used to describe various structures and policies utilized to help expanding families more effectively address family issues.  Since the term “family governance” is used by a variety of professionals in different ways, there is often confusion on the exact meaning.

It is best to think of family governance as an overall term which encompasses a variety of specific tools and structures.  Thus, it is easiest to gain an understanding of the term by looking at the more specific vehicles.  First, let us look at the purpose of family governance.

The purpose of family governance is to create a more structured process for the positive characteristics of a healthy family to continue and grow.  It has been well documented that open communication and trust are key elements for the health of a family.  Additionally, it has been demonstrated that communicating a clear vision is critical for future generations to stay together.  Clarifying roles and responsibilities among family members is also important, as are building strengths and competencies among the next generations.  And helping family members balance interdependence and independence, allowing individuals the freedom to participate at their level of interest, has also been indicated to be necessary for healthy extended families. 

These characteristics will not develop within the family over time without structured communication, occasional meeting together as a family, and clarifying the family members’ expectations.   In fact, the opposite will occur – an increased distance among family members;  a lack of knowing, understanding and trusting one another; the loss of any shared vision or mission within the family, and the eventual disintegration of the family as a collaborative unit.

Families choose different family governance structures and strategies to address these issues.  Depending on the number of generations involved, the geographical location of family members, the ages and life stages of the next generation members, and the goals the family wants to achieve – the appropriate family structure and activity needs to be chosen.  Thus, there is no one family governance mechanism that a family “should” do, or one that is best for every family.  (Although certain family advisors have their personally preferred methodology.) Rather, each family needs to determine which process works best for their family’s characteristics and goals.

In some ways, this makes it difficult for families to know what to do.  They hear that “family governance” is important from their advisors and from materials they read, but it is unclear which of the family governance structures and processes they should undertake.  Let us therefore look at a variety of family governance structures and processes, and see what each accomplishes.

Family Council

The family council is one of the more frequently used family governance mechanisms (although it may be done formally or informally).  The purpose of the family council is to provide a designated group of family members who are charged with facilitating communication among family members, planning activities to help the family achieve its goals, educating the extended family about important family issues or events, and making decisions as a representative group for the family-at-large.  

Family councils can include all current family members or they can be individual family members chosen from different branches or generations of the family.  The key distinguishing characteristic of the family council is that its purpose is to deal with family issues, not family business issues (that is, issues related to the family-owned business).  Thus, the family council addresses issues of communication, decision-making, and leadership within the family, and the development of the next generation family members (for example, career development, financial management, family life, personal competencies).

Family (Owner) Board
The family owner board (known in some families simply as the “family board”) is another functioning group, but its purpose is to provide the structure and communication among family members who jointly own family assets. This may include a family-owned business, but usually includes other assets as well (such as commercial real estate, or  large blocks of stocks and invested assets).  The family owner board provides the mechanism for the cooperative ownership group to obtain information on how their investments are doing, make high-level decisions about their investment strategies and priorities, and to hold whoever is managing the assets accountable.

Family owner boards are important to demonstrate and communicate the importance of the principle “with ownership comes responsibility” to current and future family members.  Without involvement in the oversight of the family’s shared assets, the potential increases for mismanagement by appointed managers as well as a lack of understanding and poor decision-making by family owners.

Family Constitution

A family constitution is a document which the family drafts to formalize the family’s expectations of family members, and which provides guidelines for the family with regards to decision-making and expected behaviors by the family.  Additionally, the family constitution clearly defines the rights and obligations of family members.  Family constitutions are increasingly important to families who have multiple generations and a large number of family members, since they communicate in writing (rather than informally or just verbally) what the family decides is important to them.  Issues such as buy-sell agreements for family holdings, rules for employment within family entities, and responsibilities associated with using family properties are examples of issues often addressed in family constitutions.

Family Mission Statement

The family mission statement has been promoted and used to help family members across generations come to an agreement of what the purpose and “mission” of the family is to be for the coming years.  Unfortunately, some advisors (and thus, families) view the family mission statement as the “end”.  Rather, it is a tool which then can be used by the family to help them frame their priorities for the uses of the family’s resources (financial and intellectual capital), and to guide the family in planning future activities together.

The family mission statement is an extremely useful tool in assisting multiple generations to communicate and come to agreement on the core values important to the family.  But this must be followed by a plan and action steps to be implemented.  (Thus, a family council is very helpful in conjunction with a mission statement.)

Family Meetings and Retreats

Some families utilize scheduled family meetings and retreats for their primarily mode of family governance.  They can occur annually, semi-annually, or every quarter, depending on the needs and desires of the family.  Often different groups of the family meet at different intervals, with senior generation members and their children meeting more frequently, and including  the “next generation”  only once or twice a year, given their life stages and demands.

Family meetings and retreats can be used as a time to “catch up” on what is going on in other family members lives.  They also are an excellent medium for training and educational sessions for the next generations (interspersed with some fun activities).  These meetings can also be used to review financial and business issues, and to make decisions corporately across the extended family.

Family Communication Structures

Primarily this refers to strategies that families use to keep in contact with one another.  These strategies can be used as “free standing” structures – that is, they exist in isolation by themselves -- or they can be a tool utilized in conjunction with other vehicles (most commonly, the family council and/or family meetings and retreats).

Many families in the past have used family newsletters as a means to keep in touch with each other.  Generally, there is a central person (or family) who collects the information and then periodically publishes the newsletter (either in paper or electronically).

A number of families have set up email groups, where instead of sending numerous emails to individual family members, they send an email to the family group and this is distributed to all who have signed up for the group.

Family websites are becoming more frequent each year.  These are often set up as intranet sites (only accessible to the family members) or Internet sites with passwords.  For larger families, special interest chat rooms are sometimes used as well as the variety of Internet communication tools available today (instant messaging, blogs, etc.).

Conclusion

As can be seen from the above descriptions, “family governance” is a multifaceted term that includes a variety of tools and structures which families can use to their benefit across generations.  Additionally, multiple vehicles and processes can be utilized by families to help them obtain their goals of family health and a successful transfer of wealth across generations.
To discuss possible ways Dr. White can assist your family, contact him at (316) 681-4427 or pwhite@navitasltd.com.
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