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Family business genograms

To begin to understand the complexity in your family business, identify 

the individuals in your family system and their relationships with each 

other. The system is probably more complicated than you think. Start 

by sketching a genogram (a family tree) with all your family members, 

including spouses, and going back to the generation that founded your 

business. A genogram helps you map a business family at a glance—and 

identify potential issues in the future. In figure  1-1, we map the Dillons, 

a typical third-generation family business in the pet care industry.a

FIGURE 1-1 

Sample genogram for the Dillon family

JoEllen
G1

G2

G3

Henry Nick LaurenTasha Phil

Ben Ana Lisa

Judy

MeganSamPatrick

Kelly

Key: Male

Female

Divorced

Deceased

TomTomTom

George

Note: G1, fi rst generation; G2, second generation; G3, third generation.

a. The name and the nature of the business are fi ctionalized.
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TABLE 1-1 

The seven possible roles in a family business

Role Example of the role Examples of primary interests

1.  Family owners who are 
employees

Creators such as Freder-
ick and Ian

Invest to grow the value of their company, 
perform meaningful work, steward the 
company

2. Nonfamily employees A nonfamily chief fi nan-
cial offi  cer (CFO)

Progress career, protect their job, be fairly 
compensated

3. Nonfamily owners An outside investor in the 
company

Increase the economic value of the company 
and the fi nancial distributions from the 
company

4.  Family members who 
are not employed and 
are not owners

Spouse of an owner Protect their nuclear family, especially 
their spouse and children, from harm; have 
employment and fi nancial opportunities for 
their spouse and children

5.  Family members who 
are employed by the 
business but not (yet) 
owners

A daughter who recently 
joined the family business 
at an entry-level job

Build a career, aspire to be an owner of a 
thriving fi rm

6.  Family owners who 
are not employed at 
company

Stay-at-home parent who 
is an owner

Steward the company well, increase the 
value of the company and the fi nancial 
distributions from the company

7. Nonfamily employees 
who are also owners

A CFO who has been 
granted equity but is not 
related to the family

Build their career, protect their job, be fairly 
compensated, and grow the value of their 
equity 
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Owners

Board

CEO

Managers

Employees

FIGURE 2-1 

The inverted pyramid: the hidden power of owners
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Design

Decide

Value

Inform

Transfer

Rights of
family

owners

 
 

Choose the type of
 family ownership you want

 Structure governance
 to make great 

decisions together

Create an Owner Strategy 
 to define your success

Use effective 
communication to build

trusted relationships 

Plan for the transition
to the next generation

FIGURE 2-2 

The fi ve rights of family owners
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TABLE 3-1 

Trade-off s in your design choices

Why integrate? Why separate?

•  Provides a powerful motivation to keep the 
family unifi ed

•  Allows family to gain the benefi ts of scale, 
both in business and in areas like investing 
and philanthropy

•  Avoids major diff erences in levels of wealth 
across the family—diff erences that could 
come from pursuing investments separately

•  Protects the family’s businesses and wealth
by keeping their assets together

•  Decreases the risk of family confl ict by reduc-
ing the number of decisions you have to make 
together

•  Creates more “emotional diversifi cation” by
reducing total reliance on shared assets

•  Avoids family members’ dependence on the 
business; dependence can be risky as the fam-
ily grows or as the business declines

•  Reduces business and family complexity, 
which can be diffi  cult to manage 

Why be inclusive? 
(operators, governors, investors)

Why be exclusive? 
(only operators and/or governors)

•  Avoids creating strong incentives to join 
the company in order to be owners, even 
when family members are ill-suited (“golden
handcuff s”)

•  Maintains capital in the business, rather 
than using it to buy out family owners who no
 longer meet eligibility requirements

•  Broadens the family talent pool across 
generations

•  Expands the estate planning toolkit by sep-
arating ownership from role in the business 
(see chapter 7 for further discussion)

•  Avoids pitting relatives against each other if 
there are limited roles available

•  Avoids confl ict over the defi nition and en-
forcement of ownership eligibility criteria

•  Better aligns interests among the owners of 
the business (see the discussion of the three-
circle model in chapter 1)

•  Reduces confl icts over why some are benefi t-
ting from the hard work of others

•  Allows for more focus on the business, less on
dealing with questions or interference from 
people not actively involved

•  Establishes a clear exit path for family mem-
bers who are not interested in the business

•  Ensures that all family shareholders have 
fi rsthand knowledge and understanding of the 
business 

Why share control? Why unify control?

•  Balances power; prevents any one person 
from making decisions that could undermine
the business

•  Avoids a situation where owners may want to 
sell if someone else is in control, which could 
divert capital from growth or threaten the 
viability of the business

•  Streamlines decision-making and thereby 
 enables the business to make big decisions 
more quickly

•  Places limits on confl icts by having a single
authority who can resolve them
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Creating a shared asset map for your family

Asset class
Shared asset
(rough value)

Who can 
own assets?

Who are 
the current 
owners (%)?

Who can 
be owners 
in the next 
generation?

Anticipated 
issues

Operating 
companies 

Dillon Pet 
Care ($30M)

Operators 
only

Henry (33%), 
Nick (33%), 
Lauren (33%)

Only third- 
generation 
members 
who work in 
the business

Megan needs 
to work in busi-
ness to be an 
owner. If she 
doesn’t, Lauren 
would need to 
sell her shares 
to her brothers.

Active invest-
ments (e.g., 
companies 
your family 
controls 
but doesn’t 
operate)

Controlling 
interest in 
probiotic 
chicken sup-
plier (PCS) 
($3M)

Owned by 
Dillon Family 
Trust

Dillon Family 
Trust (51%) 
with fi rst and 
second gen-
erations as 
benefi ciaries. 
Nonfamily 
company 
management.

Future ben-
efi ciaries of 
trust are all 
Dillon third- 
generation 
members 
(distributed)

Will there be 
confl icts of in-
terest between 
the business 
owned by the 
whole family 
and that owned 
by the subset 
who work in 
Dillon Pet Care?

Passive 
 investments, 
(e.g., jointly 
owned mu-
tual funds)

None

Real estate 
(e.g., vaca-
tion homes, 
land, oper-
ating real 
estate)

Beach vaca-
tion home 
($1.5M)

Owned by 
Dillon Family 
Trust

Dillon Family 
Trust (100%)

Future ben-
efi ciaries of 
trust are all 
Dillon third- 
generation 
members

There are no 
current shared 
family property 
rules about 
use, upkeep, or 
expenses (see 
chapter 13).

Family- 
controlled 
philanthropy 
(e.g., founda-
tions, donor- 
advised 
funds, 
affi  liated 
nonprofi ts)

Dillon Dog 
Adoption 
Family 
Foundation 
Endowment 
($0.5M)

Controlled by 
foundation

Owned by 
foundation

Owned by 
foundation

Third genera-
tion all sit on 
foundation 
board to make 
grants. Grant 
priorities of 
individuals vary 
widely.
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FIGURE 3-1 

The four most common ownership types of family businesses
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TABLE 3-3

Benefi ts and challenges of diff erent family ownership types

Defi nition Benefi ts Challenges

Sole Owner: 
A single family 
member in 
each genera-
tion holds all 
the ownership.

Works best when the 
business requires a 
single leader with 
decisive control and 
when there are other 
assets for those 
who do not become 
the Sole Owner or 
when the business 
creates enough li-
quidity to take care of 
nonowners.

You must address the question of who the successor 
will be and how they are selected becomes central. The 
Sole Owner must also wrestle with what benefi ts the 
rest of the family will receive. Parents will sometimes 
give other assets to their children who are not chosen. 
Others keep most of the assets in the business but 
expect that the Sole Owner will take care of everyone 
else. Sometimes this expectation is documented, but 
usually it is set by the family culture. If the Sole Owner 
is  selected by a rule such as primogeniture, the individ-
ual’s merit for the role is set by the rule, not by ability.

Partnership: 
Only those 
actively partic-
ipating in the 
business can 
be owners.

Functions best when 
the business benefi ts 
from active participa-
tion by multiple family 
owners, and when 
there are other assets 
for those who do not 
become owners or 
when the business 
creates enough li-
quidity to take care of 
nonowners.

You must clarify the rules by which family members 
enter and exit the ownership group, as well as what 
happens to those who are not active participants. 
Some partnerships will limit the shared assets to 
operating companies, keeping investments or family 
properties outside the business and allowing all de-
scendants to own them.  Many partnerships require 
each generation to purchase their shares from the 
previous one. This practice, however, requires the com-
pany to recapitalize itself each generation (reducing 
investment in the business). Recapitalization can also 
preclude the use of valuable estate planning vehicles 
that can reduce taxes but require knowing who the 
owners will be many years in advance. 

Distributed: 
Any descen-
dant is eligible 
to be an owner.

Fits well when the ma-
jority of family wealth 
is held in a single 
asset and when either 
the family culture or 
the legal system re-
quires shared owner-
ship across all family 
descendants. 

You will be challenged to align the interests of diff er-
ent owners, since owners may have diff erent levels 
of engagement. And with no owner having a majority 
share, you will have to defi ne ways of delegating and 
making decisions that build consensus. Because no one 
is required to be active in the company, the ownership 
group risks becoming too distant from the business 
and losing control. (For more on this situation, see 
chapter 14.)

Concentrated: 
Any descen-
dant can be 
an owner, but 
a subset has 
ownership 
control.

Works well when the 
business requires 
decisive action even 
when there are multi-
ple owners.

You solve many of the problems of the Distributed type 
of business but create others. As with a Sole Owner or a 
Partnership, the question of who gets to exercise con-
trol becomes more complicated with each generation. 
Is control passed down through the same branch? Or if 
it goes to the most qualifi ed, how is that defi ned? How 
do those who have control keep the other owners from 
becoming disengaged, since the others’ vote doesn’t 
matter? 
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Owner Room

Board Room

Management Room

Family Room

• Owners
• Beneficiaries
• Trustees

• Directors
• Advisers

• CEO
• Management
• Employees

• Descendants
• Spouses
• Next gen

FIGURE 4-1 

The Four-Room Model
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TABLE 4-1 

Family business boards at a glance: What type do you need?

Description Advantages

Informal advisory board: advisory group that 
provides informal advice to company execu-
tives and owners; has no legal authority

•  Easy to implement
•  Flexible
•  Limited liability

Formal advisory board: advisory team that 
meets regularly to provide advice to share-
holders and executives; has no legal authority

•  Flexible
•  Limited liability
•  Structured advice
• Institutional memory
•  Some outside directors will only take advisory

roles

Fiduciary board: formal group of directors 
legally empowered to make board-level deci-
sions about the business

• Institutional memory
•  Makes tough decisions
• Can provide stopgap leadership
•  Members have legal responsibility to represent 

all shareholders
•  Some outside directors will only take fi duciary 

roles

Hybrid fi duciary/advisory board: mixture 
of fi duciary family directors with voting 
power and outside advisers without fi duciary 
responsibility

•  Mix of advantages from the formal advisory
board and fi duciary board
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TABLE 4-2 

Four Rooms at a glance

Room Key decisions in room
Who occupies room and 
has decision authority?

Typical forums 
in room

Owner Room •  Decide who can be an 
owner

•  Make fi nal call on decisions 
that change meaning of 
ownership

•  Set owner-level goals and 
standards

•  Elect board members

•  Current owners
•  Next-generation owners
•  Benefi ciaries
•  Trustees

•  Owner council
•  Shareholder meeting

Board Room •  Hire and fi re CEO
• Plan management 

succession
•  Set executive 

compensation
•  Approve business strategy

and material decisions
• Ensure compliance
•  Set annual dividend

• Family directors
• Independent directors 

(who have fi duciary duty) 
• Independent advisers 

(whose guidance and wis-
dom you value)

•  Board of directors
•  Board of advisers

Management 
Room

•  Recommend business 
strategy

• Implement strategy
•  Run the day-to-day 

business 

•  CEO
• Management
• Employees

• Management 
meetings

•  Executive committee

Family Room •  Build family unity
•  Educate family members
•  Develop next generation

•  Family members, includ-
ing spouses and next 
generation

• Family council
• Family assembly
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TABLE 4-3

Sample partial decision-authority matrix 

Decisions
Owner 
council Board Management

Family 
council

Major acquisition or sale A D R I

Annual dividend payouts A D R

Raising major equity or debt capital A D R

Selecting/removing board members D R I

Hiring/fi ring CEO A D I

Hiring/fi ring employees D

A = approve���D = decide���R = recommend���I = inform
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TABLE 4-4

The most common problems in family business governance

Problem Indicators you have an issue

Loft: An informal decision-
making approach with few 
boundaries between decision 
makers. Rules and roles are 
unclear. For example, the 
business rarely has an organi-
zation chart.

•  Boundaries are lacking; business decisions are made over
the dinner table.

•  Exclusion is a problem. If you’re not in the room when deci-
sions are made, you may have no input, even if a decision 
aff ects you.

•  Fundamental decisions (e.g., shareholder agreements and 
estate plans) are avoided. 

Silos: Replicates the 
 decision-making approach 
of a loft but within individual 
areas, or silos. People avoid 
any important cross-business 
decisions. 

•  Owners tend to dig in on why their branch is in the right 
rather than learn to collaborate.

•  The business has diffi  culty passing ownership to the next
generation, which is not prepared to collaborate across 
silos. 

Missing rooms: A key forum is 
missing from governance. Often 
missing is the Owner Room.

•  The business often fails to make important deci sions 
 because it’s unclear who should make them.

•  The board is asking the owners what they want from the 
business.

Messy rooms: A room or two 
has lost its original purpose 
and function.

•  New people, such as spouses, enter the system.
•  No one wants to join the family council because it seems 

irrelevant.
•  There’s confusion between the board and the owner 

council.
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Growth

Liquidity Control

Growth + controlGrowth + liquidity

Liquidity + control

FIGURE 5-1 

The Owner Strategy triangle
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TABLE 5-1 

Financial guardrails: how to measure success 

Goal and objective Examples of common guardrails or metrics

Growth: Show owners that their 
assets are earning an expected re-
turn relative to peer companies or 
to other investment opportunities

•  Returns: ROIC, ROE, ROA, EVA
•  Asset appreciation: valuation, multiples, discounted cash

fl ow
•  Top-line growth: revenue, volume (e.g., pounds, units)
•  Earnings growth: EBITDA, EBIT, net income
•  Investments: growth capex, M&A

Liquidity: Show owners that the 
business is producing the ex-
pected amount of liquidity for uses 
inside or outside the business

•  Profi tability: gross margin, net margin
•  Free cash fl ow: margin, yield, free cash fl ow to equity
•  Dividends: yield, payout ratio

Control: Help owners understand 
and manage signifi cant risks that 
could threaten their control of the 
business 

•  Debt: total debt, debt-to-equity, debt-to-EBITDA
•  Viability: market share, market size
•  Volatility of earnings (net income, EBIT, EBITDA), cash fl ow
•  Stress testing: quick ratio, current ratio
•  Maintenance capex

Note: capex, capital expenditures; EBIT, earnings before interest and taxes; EBITDA, earnings before interest, taxes, 
depreciation, and amortization; EVA, economic value added; M&A, mergers and acquisitions; ROA, return on assets; 
ROE, return on equity; ROIC, return on invested capital. 
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What information can you share? 

Design •  The assets you own together, including key products and manufacturing sites 
•  How ownership of the business is held across the family today (e.g., voting or common

shares versus nonvoting or preferred shares)

Decide •  The roles and responsibilities of the Owner Room, Board Room, Management Room, 
and Family Room, including eligibility criteria to participate in each 

•  Key agreements (shareholder, buy-sell, family constitution) and policies (family em-
ployment, dividend, use of company resources)

•  Background and capabilities of your business leaders and board members

Value •  Your family history, sometimes already captured in a written form
•  Ownership goals for growth, liquidity, and control
•  Financial performance of the company (e.g., valuation)
•  Key operating metrics of your business, such as market share and price realization
•  Impact of your family or company in the community 
•  Current state of the industry and the business’s strategy within it

Transfer •  How assets will be transferred to the next generation 
•  The timing for the handoff  of leadership roles 
•  What capabilities the next generation will need to be successful

TABLE 6-1
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TABLE 6-2  

One family’s communication approach

Information Owners Next gen Spouses Employees Community

Design
•  The assets owned together
•  How ownership of the business is held

across the family today

x
x

x
x

Decide
•  The roles and responsibilities in each room
•  Shareholder agreements
•  Family employment policy
•  Background business leaders and board 

members

x
x
x
x

Value
• Family history
•  Ownership goals for growth, liquidity,

and control
•  Financial performance of the company
•  Impact of the company in the community

x
x

Transfer
•  How assets will be transferred to the next

generation
•  The timing for the handoff  of leadership

roles
•  What capabilities the next generation will

need for success

x

x

x
x
x

 Open communication��  Metered communication�� x Not communicated
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Parent

Adult

Child Child

Adult

Parent

FIGURE 6-1 

Who is talking to whom? Parent, adult, and child
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TABLE 7-1 

A senior leader’s glide path: how to successfully make the transition away 
from the business

Glide path element Advice

Job responsibilities you 
will keep

Hold on to the parts of your job you are most passionate about. 
One of our real estate clients liked the title Chief Deal Junkie be-
cause it described his passion and what he hoped to do for a long 
time while handing over management responsibilities to others.

Job responsibilities you will 
let go

Most people peel off  the parts they don’t like doing. Discuss with 
other owners how your responsibilities and title will change during 
the transition, and communicate these changes across the Four 
Rooms.

Offi  ce status For most executives, an offi  ce is a deeply emotional topic. Stripping 
away an offi  ce from a senior-generation leader can be devastat-
ing. We saw one tough eighty-year-old burst into tears when his 
son mentioned that he was remodeling his dad’s offi  ce to take it 
over for himself. If the offi  ce is important to you, keep it. But don’t 
use the location to interfere in job responsibilities that you have 
relinquished. 

Compensation package and 
perks

Make sure your compensation package is large enough for you to 
be able to step back from the business. Ensure that between your 
ownership interest and other compensation, y ou don’t feel the 
need to reengage in the business for more compensation. Write 
down the agreement, and have all interested parties sign it.

Activities to pursue outside 
the business

In our experience, it takes someone whose life has revolved around 
the family business up to fi ve years to develop new communities of 
interest. Start early. 
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Attract:

Entry rules:

Career path:

Feedback and development:

Compensation:

Exit:

Discourage Stay silent Handpick Publish rules Recruit

None in Glass ceiling
Level playing 
field

Higher bar All in

Undefined Branch silo
Company’s 
career path

Custom 
family path

Executive 
escalator

Ignore
Same as 
company’s 
regular policy

Supplement 
company’s 
policy

Prove
yourself

Coddle

Take what
you need

Below
market

Above 
market

Market MarketAll equal

Underperform 
and you’re 
fired

Up or out Suitable role Job for life All to the top

FIGURE 10-1

Family employment policy: six key decisions and their options
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Interests diverge

Positions harden

Communication breaks down

Alliances form

Proxy wars waged

Advocates called in

Family war (e.g., lawsuits)

2

3

4

5

6

7

1

FIGURE 12-1

The confl ict spiral
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TABLE 13-1 

Developing a family shared-property plan

Design •  What is included in the shared family property? Are there parts that belong to 
 individual family members?

•  Who can be an owner of the property?
•  Which owners can participate in decision-making?

Decide •  What governance structures do you need to oversee the property? Use the Four-
Room model as a starting point.

•  What policies do you need to put in place? Focus on policies about usage. For 
 example, who can use it? Who has priority, and what  expenses are owed?

Value •  What is the purpose of owning this property?
•  What are your family’s goals for it?
•  Are you expecting the asset to appreciate in value?
•  Do you want to generate income or break even, or are you willing to contribute

money to fund it?
•  Would you consider selling some of it to outsiders or  borrowing to pay for major 

expenses?
•  What guardrails should you put in place for the property? For example, is there a 

maximum budget each year? 

Inform •  How do you educate family members about the property’s fi nancials, ownership, 
rules, etc.?

•  How do you communicate guidelines about the use of the property? 

Transfer •  What are the rules for selling and donating interests in the property? Are they 
 captured in a shareholder agreement?
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TABLE 13-2 

What can a family offi  ce do for you? A sample of possible services 

Investment Support Governance

• Investment strategy
•  Asset allocation
• Manager selection 
•  Performance measurement 

and benchmarking
• Investment policy
• Investment reporting
•  Investment opportunity 

sourcing and due diligence
• Cash management

•  Accounting administration 
•  Tax planning and manage-

ment for individuals and 
entities

•  Financial, estate, and 
insur ance planning 

•  Administration of family 
giving

•  Payment of family bills
•  Management of family as-

sets (planes, houses, etc.)
•  Management of service 

providers

•  Family events and meetings
coordination

•  Communication across the 
Four Rooms

•  Shareholder relations (meet-
ings, proxy statements, 
questions)

 • Education (courses, resources, 
etc.)

•  Career development and 
progression

•  Family website or portal
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TABLE 13-3  

Pros and cons of diff erent types of family offi  ces

Family 
offi  ce type Pros Cons

Embedded  family 
offi  ce

•  Leverage company resources
•  Simplicity of governance

•  Restrictions on what can be provided
•  Confl ict over varying levels of usage

Single family 
offi  ce

•  Dedicated services
•  Expertise customized to family 

needs

•  Cost of dedicated staff 
•  Complexity of additional entity to

govern

Virtual family 
offi  ce

•  Select best providers for each
category

•  Only pay for what you use

•  Complexity of multiple providers
•  Onus on family to provide direction

Multifamily offi  ce •  Breadth of services
•  Depth of expertise in a variety 

of areas
•  Flexibility

•  Bundled services, not all of which 
may be needed

•  Lack of customization
•  Not under family control
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TABLE C-1  

Assessment of your family business

Statement (chapter number)
Strongly 
disagree Disagree Neutral Agree

Strongly 
agree

Don’t 
know

Design: The type of family ownership we 
have designed is appropriate to meet our 
future needs (3).

Decide: We have the right governance 
structures (e.g., owner council, board) and 
processes (e.g., dividend policy) across 
the Four Rooms to consistently make great 
decisions (4).

Value: We have a compelling purpose as 
owners, have agreed on what goals we 
want the business to accomplish, and have 
set clear guardrails for those running the 
business (5).

Inform: We are communicating eff ectively 
to build the trusted relationships that our 
family business needs to succeed (6).

Transfer: We have a well-constructed 
continuity plan for how to transition our 
assets, roles, and capabilities (7).

Disruptions: Our business family is pre-
pared for disruptions such as deaths, 
new spouses, inequalities, and behavioral 
health issues (8).

Career path: Family members, spouses, 
and nonfamily employees can reach 
their full potential while working in the 
business (9).

Family employment policy: We have an 
appropriate and well-understood family 
employment policy (10).

Wealth: We are taking the right steps as 
a business and family to treat our wealth 
responsibly (11).

Confl ict: We have found the Goldilocks 
zone of confl ict in our family business (12).

Family offi  ce: We have the infrastructure 
in place to address our investment, sup-
port, and governance needs (13).

Dangers: Our family owners are in control 
of the destiny and the values of our busi-
ness (14).
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TABLE C-2 

What do you need to work on? 

Sample classifi cation of the key activities involved in creating a plan for transfer

Area Missing Messy Mostly working Maybe later

Transfer •  Plan to transfer 
roles

•  Plan to build 
capabilities

•  Estate plan (self)

•  Plan to transfer 
assets

•  Tax planning

•  Estate plan 
(sister)

•  Glide path for cur-
rent leaders
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