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Successor Brtners:
Gifting or Transferring a Business or
Real Property to the Next Generation

David Gage, Arlington, Virginia,
John Gomala,Eureka,California, and
Edward Kopf, Chery ChaseMaryland*

I. Intr oduction

A significant potion of the wealth tanstmred to
adult dildren ly paents in the United Stas is in the
form of opesting husinessesThe walue of lusiness
assets afteranser is often contingnt on the hility of
the successerto work together Wheneer successer
must colldorate as co-wners or mangers, the iisks
to a successfulanser and pesevation of wealth ae
gredly compoundedNext genegrtion patners nmust
not only have the equisite lisiness skillsthey must
also hae the #ility to work as a team.

In this aticle, we will examine the slue of succes
sion and esta stetegies thad creae patnership teams
in the net geneation and desdpe some of theisks
inherent in sub stiategies.We will also desdbe a tool
called the Brtnership Chater tha helps confol the
risk through an intense planning andgoéation
process ér those &mily and non-&mily membes who
are the intended covmers.

Il. Creaing Partnerships: Beneits and Risks of

Passing Key Assets to Moe Than One Rerson

It is quite commondr business wners’ estde
plans to intude passing ady asset joinyf to moe
than one pe&on. In may casestransemring assets to
multiple people mg be the ont altemdive. A vaca
tion home or imestment popety may be dificult to
divide into pieces and spad to diferent dildren for
emotional,financial, or other easons. &ents mg
havre moe than oneldld working together in a&mily
business and in casesher onl one tild works in
the husinesshe or she manot be ale to puchase the

business without taking on a paer, such as a ky
emplo/ee There ae maly estde-related stetegies tha
include the cedion of patners of one type or another
among the heg, or involving an heir and someone
else sudh as a ky emploee

Including nultiple successarin an est® plan can
help ensug successA priori, we knav tha partners
taking over a lusiness hae a geder dhance of success
than one peson alone because of the iaased
resouces tha additional ovners contibute (mong,
skills, experience etc), at least if the paners can
avoid conficts with one anotheihere is also empir
cal evidence tha demonstates tha having patners
produces positie, tangble husiness esults bgond
what solo inheitors or successsrcan ahieve

Estde plans thiacreae husiness oragal estte pat-
nerships (egardless of the spedif type of leal entity)
may be laying the goundvork for future success;
however, they are simultaneous) creding challenges
tha are not pesent vien assets artranserred to one
heir alone In the multiple-successor scenaythe pat-
ners hare to coopeate to some dgee or the @nskr
will ultimately fail. This is olviously the casefor
example when the sale of ausiness dung the par
ent’s lifetime will be funded eer time fom the cash
flow of the lusiness. But it is alsoue in may cases
whether or not the pants will be dpendent on the
cash fow. When one or mear children ae involved in
taking over the lisinesspatents ae likely to feel tha
an asset &mser is a success onif their children gt
along vell as paimers. This is the caseven if thee is
only one son or daughteniolved and the other par

* Copyright 2004. Daid Gage, John Gomala,and Edvard
Kopf. All rights eseved David Gage is a medir, psydologist,
adjunct pofessor in the Kgod Sdool of BusinesstaAmerican
University, and co-bunder of BMCAssocides,a nultidisciplinaryy
mediaion and consulting compgrin Arlington, Virginia. David
speaks fequenty to estée-planning assodi@ans on amily busk
ness succession andrsaving grown children in the esta-plan
ning piocess. dhn Gomala is a medtar and théVest Coast dac
tor of BMC. bhn is a érmer estte planning #torney andACTEC
memberand he has seed on the xecutve committee of the Cal
ifomia Bars Section on Esta Planning Trust and Rsbae Law.
He lectues in the United Stas and broad on medigon. His

website is medition-adrcom. Eavard Kopf is a meditor, business
consultantand co-bunder of BMCpased in Chey ChaseMary-
land BMC's website is BMCassoctas.com.

! Reseathers & Marquette Uniersity investigated a sample
of neaty two thousand companies andegmrized the top per
formers as“hypemgrowth” companies and those #he bottom as
low-growth companies. Solo eepireneus founded onl 6 pecent
of the"hypemgrowth” companies. &tners founded a Wopping 94
percent,and mag of those companies had d¢feror moe foundes.
In stak contiast,solo entepreneus founded nedy half of the lav-
growth companies.
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ner is a ky emplg/ee For mary paents,the success
of the dild as an wner is moe impotant than an
mone they will receive.

Plans thatum heis into patners also ceae lisks
tha are d@sent vhen an asset is passed to ohédc

alone All plans tha rely on the success of people

working together nust face one sésus diawbad:
Partnerships ae notorously unstale. It is for this ea
son tha so may advisors wam people to woid ary
kind of kusiness panership. It's also vy a poll of
business peoplesported tha two-thirds of the espon
dents thought pamers were a“bad ided’?

There ae no meaningful stistics azailable on the
half-life of the kind of panerships vwe ae discussing
because ausiness or joinyl held popety may take
almost ag legal form. Hawever, it is much shoter
than most peopleenlize. A consevative estimée of
the rumber of lisinesses with parers tha fail within
five to ten gals mg be as high as 50%eFhgs moe
revealing among &mily businesses the moseffuernt
ly cited stéistic is“30-13-3" It claims tha only 30%
of all family businesses suive to the secondeger-
tion (which is talen to mean thar0% fail); only 13%
suwive to the thid geneation; and a mex 3% ®er see
the fourth.* Whaever the walidity of tha stdistic, there
is little doubt thathe successre of family businesses
as thg pass fom genestion to genegtion has a pa
deal to do with the lalleng of haing sidings,
cousinsand othes as paners; and the mar patners,
the geaer the isk. Any family tha can minimiz
those isks impoves their bances of succedsoth for
the individuals irvolved and ér the este plan. Under
standing the soues of sk in estée-relaed pamer
ships can helpaduce the kel of risk.

Ill. Why Is Having Sibling, or Other, Partners

So Risky?

Partners hare a comple relaionship tha is both
business and psonal in nture. There ae goups of
patners who hase toubde manging some aspect of the
business side of theielaionship and end up unpgy,
unfulfilled, fighting or unwinding their panership.
They may have different visions of wa the lusiness
should be and her it should be headedhey may
fight over who's president,or not hae faith thd their
patners ae cgable of perbrming their jobsThey may
fight over mong—how much to put into the bsiness,
when and ha to male distibutions,or howv to spend
moneg. Mary purely businesselaed issues wvoke
conflict among paners and mg cause one or merof
the pamers to belige it is not vorth their while to con
tinue taether In one casgwo bmothess in their brties

became paners when their &ther etired from the con
sulting compay he had éunded They fought Ero-
ciously for twelve months wer whether the tother
belaedly enteing the imily business wuld be a 45 or
50% co-aevner Their fight tore & the \ery heat of the
family, especialy becauseweryone d¢aimed thafor all
their lives thg had been thelasest of bothes and‘a
cross vword had neer come beteen then'.

While those bothess had alvays gotten along
beautifully, mary successar fail because thecannot
get along on a pepnal l&el. In some casethe lusk
nesses mabe perbrming well but some or all of the
patners my leave the lusiness because theannot
work out their indvidual differences.They may have
personalities tharub the wong way, or they may have
personal \alues thaconflict. Despite viha mary pec
ple beliere, even sillings raised in the same household
may have pesonal \alues thaare so dispate tha
they cannot verk together in a coopative manner
Some paners hare unealistic pectdions of their
patners and €el let dovn by them despite hédng
never shaed their gpectdions with their paners.
Other pamers ae plagued ly the belief tha the
arangement among the paers is not &ir, tha they
have been disathntagged in one way or another
because of Wat their patners get tha they dont.
These intguersonal issues arpaticulaly nettlesome
when thg are played out gainst the baaround of the
family relaionships.

In most casegarners’ conflicts are not just bsk
ness,or not just pesonal,but span both the psonal
and lusiness ealms.The issues a&ran inticate dend
of intempersonal complaints andhfancial,manaement
or ownership issues. But the compigy inherent in
patnerships is not b itself a suficient explandion for
why they are so unstale. We knav tha some paner
ships ae exceptionally successful. In 15eas of medi
ating disputes amongimily and non-amily patners,
the stores we hare head from patners lead us to the
condusion tha the best xplandion for why patners
expetience suh difficulty is because tlyefail to plan
in suficient detail 6r how they would work together
In the contet of estde planningthis means thathe
problem is not leging the pagnts’second hometadhe
bead to all of the bildren or putting the mothes’
compaty in the hands of her daughter and ey k
employee The poblem is insuficient planning kg the
clients for hav these panerships wuld work.

IV. The Roots of Bor Partnership Planning
The simplest planaion for why people vino ae
going to become parers fail to plan adequely is a

2 Inc. “Are Rartners Bad br Business?Februaty 1992 p. 24.
¢ Bedkhard, R.,& W. G. Dyer Jr (1983). Manging contiruity

in the family-owned lusinessOrganizaional DynamicsSummey
pp. 5-12.
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lack of undestanding of vina goes into ceaing and
maintaining successful gaeiships.Ther has been a
death of reseath or e/en anecdotal iirmation on the
subject. Consequentifew people a& caynizant of the
issues the need to deal with. Notven lusiness
sdhools teah people hout the issues thare most
likely to bling patners to their collectie knees. Man
people ae under the im@ssion thaif they have the
appropriate legal documentidon in place (shaholdes
or patnership greementpuy-sell gyyreementopeat-
ing agreement.etc), then theg have done eerything
they need to do to sicture their painership. Though
these documents emecessgr they sewve a limited
legal pumpose and umftunaely give people adlse
sense of secily tha they have suficiently prepared
themseles br the igors of being paners.

Planning is shafcircuited in mag cases because
some of the issues thequire discussion and getia-
tion ae highly sensitve. Even people o ae reason
ably skilled comnunicaors stumle when talking
about things lile paver-shaing, authoity, decision-
making monegy, pekks, personalities,work ethics and
values.This sensitiity only escalées when family
relaionships ag involved

In mary families,the needdr future patners to
thoroughly plan their panership is obscwed by the
fact tha the successemae seemingl been function
ing like patners, sometimesdr yeass. Wha people in
these cicumstances ha troulde undestanding is ha
very different it is to actuayl be pamers and hee no
one“higher up”to tum to when an impasse is enceun
tered This is especiafl true when the pant has been
relaively uninvolved Sometimes the merfact tha a
parent is still alve can ke patners from confonting
one anothefTha can be positie, but the pesence of
parents can also causefggring to forgo discussing
and working through their issues in aay tha they
must if they want to be dective as a team.

Parents,too, bear some of theesponsibility br
poor planning on the paof their successer Mary par
ents imaine it is their job to set up the paeiship team
for the n&t genestion, but patnership planning can
only be successful en it is lead ¥ the pospectie
patners without the pamts’'input. The d/namics ae
very different when adult hildren work through their
differences among themsely, even with meditors,
than when thg are receving input,or being monitoed
by paments. Its easy ér paents who hare been in
chamge for so long and two hare had esponsibility ér
defining their diildren’s les in the bsiness to belie

it is also their esponsibility to detenine hav their
children will work as patners after thg pass the han
of leadeship and wneship to themWe have also seen
numemous instances kere adult dildren ae tiying to
work out their futue relaionship among themsedg
and one or mar of the bildren tiy to involve the par
ents in the hope th#he paents will intecede and tell
them hav they should vork together after the pants
are gone The piocess can makpaents and pwn
children anxiousThis kind of contol on the parof the
parents,and d@endence on the gaf adult dildren,is
not easy to gw out of lut tha is exactly what families
in these cicumstances need to do if jhwant the net
genestion to be successful on theiwn without their
parents adjudictng their elaionship.

V. Lowering Risk through Effective Planning:

The Partnership Charter

To lower the rsk of confict, adult dildren who
are becoming paners with one anotheor with key
employees or some other mam, need to discuss,
negotiate and come to though undestandings and
written agreements on umeipous lusiness and inter
personal issuesA structured method dr accomplish
ing this is a tool Wich we hare developed based on
our epelience working with family businesses and
patners in tansition—the Brtnership Chater* The
business issues thare adiressed in the Chtar
process intude: (1) the patners’ strategic plan for the
business; (2) wnership madters; (3) oles, titles,
authoity and manging the lusiness; (4) he mong
goes into and comes out of thesiness; and (5)ayer-
nance The intepersonal issues igde (1) pesonali
ties,(2) pesonal alues,(3) expectdions of one anoth
er, and (4) the question oéifhess.

There ae two adlitional topics cweered in the
charter process thahave to do with the fute: One is
scenaio planning as itelaes to the paners. The other
is a multistage plan br howv the pamers will resohe
disputes if thg alise Ead of the topics thacompise
the Rartnership Chater was induded because some
patnerships hae foundeed over the issueBy dis
cussing and @ading agreements befre conficts
arnise patners inoculae themselgs pr the \ast major
ity of destuctive conficts.

None of the topics in the Char piocess is neel.
There ae, however, several qualities of Rrtnership
Chaters tha distinguish them fim less igorous and
more ad hoc pproades to paner and &mily business
planning First,they are pioduced though a systentiz

4 David Gage, The Rartnership Chater: How To Stat Out
RightWith Your Newv Business &tnership (Or Fix The OnéeYou're
In), New York: Basic Books2004.The book vas witten for pee
ple with patners, or planning on becoming gaers. It is also the

textbook for Gage’s couse entitled“Managing the mily Owned
Business, which he teahes in the bsiness dwool & American
University.
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process thiafacilitates efective and thoough discus
sion of the ent range of husiness and intpersonal
issues thiacause cotticts among paners. Secongthe
Partnership Chater piocess intudes tests (psonal
styles, personal \alues) and xercises tha provide
insights and candid infmation to gve form and sub
stance to the ptcipants’discussions and getia-
tions. The stuctured pocesstests,and &ercises help
keg people fom shot-circuiting some discussions
that are difficult to have without déa to work with and
a framavork tha says, in effect,“Ignore these topicsta
your avn risk” Finally, the Rartnership Chater is a
document as wll as a ppcessThe pamers’ have not
completed the Chaar until they have readed consen
sus on all of the issueshis forces a dgree of speei
ficity and a leel of commitment thialess brmal
processes anddal documents will not ddeve.
Partnership Chaters ae non-binding documents
tha are different in their pupose form and content
than patnership greementsshaeholder greements,
opemwrting agreementspr buy-sell @reementsThey
embod the“deal” among the paners in all of its tan
gible and intaniple aspects. &ents fequenty give
their dhildren’s chatters to their est&-planning #or-
neys as one soue of information for prepaiing their
estde plansThey also gve them to otherteorneys for
the pupose of helping d@ft other Igal documents.
Most impotantly, the pamers themseles use thenof
yeas to come as a guiderfworking together on a
day-to-day basis and to help them nmlperiodic
reviews. Chaters ae meant to being documents
tha the pamers review and evise peiodically to keep
their patnership vital in light of dlangng realities.

VI. The Role of a Rrtnership Charter in

Succession and Esta Planning

It is sometimes said thasuccession planning
should be on the minds ofisiness dundes from the
moment thg stat their kusinesses the sameyntha
pilots have to think &out landing fom the second tlye
take of.° Wheneer it becomeslear tha “the succes
sor” will be more than one indidual, the planning

tions. Like most seasoned egyireneus, he had a solid
manaement team in place as he reghetirement. His
son and the tlee other xecutves had all been with his
compaly for & least a decadand the éur of them had
been lagely running the bsiness ér a couple gas.
Despite their #idk recod and despite theft tha they
appeaed to be nrals for taking aer, Matsen knev
the diference betwen co-gecutves and cowners. He
encouaged the bursome to werk out their evn charter
and he told them the would not be medling or hos-
ering aound while they were working on it. He under
stood thadoing so wuld distot wha they were doing

The four executives hied two medidors (a psy
chologist and a érmer estge-planning #orney) to
conduct a thee-dg Partnership Chater retrea. Even
though the futwe avners had been wking together
for yeass, with the help of €éedbak on their leadeship
styles and peaonal \alues,they were ale to develop
new, clear greements lout hav they would work
together moe efectively. They clarified their &pecta
tions of one anothewhat their oles and esponsibik
ties would be and he they would hold one another
accountale. They brainstomed &ery concevable
type of scendo tha might theaen the health of their
patnership and deised guidelinesdr hav to deal
with them.They agreed on a mlti-step procedue for
resolving confcts tha might aise

There were cetain avnership and margement
issues thithe bur executives would likely not hare dealt
with except for two impotant reasons. iFst, they dedi
cated a lage Hock of time to looking tievery aspect of
their patneship. It is are for people to dedid¢a tha kind
of time to bcus just on their parership. Reople will
spend intense time orusiness planningu rarely on
partnership planning Secongdwhile it is common dr
people becoming parers to hae conficting needs and
interests having business medtars irvolved in the bar
ter poocess helps enauthd all of the hidlen gendas
and diferences will @t surficed and rgotiated Media
tors conduct tharugh,confidential intewiews with all of
the paties. Although eluctant to admit itmost people
becoming paners hare some infrmation tha is impor

should entail putting the successor team to the testant to them thaothes ae not pivy to or avare of A

using the Artneiship Chater piocess.

A typical example of the \ay the Rutnership Char
ter is used in helping success@ssume cordt of a
business occued ecenty in the avnership tansition
within the Mdsen Insuaince Bokerage Compaw. The
insurance andihancial sevices frm tha Ralph Madsen
founded in Califrnia was in the hbsiness of helping
people mak integenegtional transitions,so Mdsen
had a €el for the tallengs inheent in pamer situa

major adantaye of the medition goproad is the corif
dentiality it povides people in fivate meetings with the
medidors. These meetingsyhen conductedybexpeli-
enced mediars who knav wha to look for, have the
power to gt people discussing uncamnfble issues tha
may seem petty lt ae impotant to deal with. Mapn
patner disputes @& have medized evolve aound what
sound lile petty issuedyut they were simpl issues thia
should hae been discusseditneser were.

® Kenneth Kge, “Happy Landings:the Oppotunity to Fly
Again; Family Business Reew, vol. XI, no. 3,pp. 275-280,

September 1998.
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The datter piocess allaved the bur successerto

decide br themseles thait was a god idea to become

patners,and thg agreed on gactly how they would do
it. The pocess gve e/eryone moe darity about the
details of the plan and m@confdence thathey were
truly addressing the topics tgeneeded to ager. Of
course successa hare to undestand @ing into the
process thiathe lusiness wner has theight to tun

down wha is essentiayl a succession plan of the suc

cessos’ making They also hae the ight to detemine
the timing of the tansition. While the successsr
deseve the ight to work on a tarer to help them
decide if thg want to work together and he they will
run their ovn, future patnership,the avner cetainly
has theight to ekamine what they devise and decide if
he or she wishes to oneydaim over the lisiness to the
ownership and margement entity thiathe futue pat-
ners have designedlIf the successerderelop some
thing the avner belies is unwrkable for ary reason,
he or she is not diged to tanskr the lisiness to them.
To insue futue patners gainst the isks inheent
in co-onvnership, people need a sicture in which to
discuss sensitg, difficult issues and a pcess thiafos
ters open and candid discussiofihis candor is dti-
cal for dealing with issues inrga detail and emoving
the sliver of ambiguity thaexits in most panerships
and sooner or tar provokes conlfict. A medidion-
retrea format capitalizing on the condlentiality of

individual interviews is often a & to the success of

the pocess. Utilizing €edbak from pesonal styles
and pesonal alues tests and sictured «ercises
males the discussions of\wdo crede efective work-
ing reldionship moe pioductive. Finally, memoraliz-
ing the @reements coeering both the bsiness and
interpersonal sides of being pgaers potects paners
from destuctive confict.

Parents wo ae planning on ainskring husiness

players ae identifed, beaing in mind thathe pocess
also helps in the ideniifation of the ®entual pamners.

In family businesseswho should be wolved in
the datter pocess can be adky question to amnger.
Siblings meg work in the lusiness)eave, and lder
retum. The saést thing to do is eon the side of ifla-
siveness B inviting every sibing who has an intest,
however nascentin being a paner If this is not dong
a dhild may later complain thethe or she was teaed
unfairly by not being gven a tiance to be a piaer.

“Partner” in this sense mamean simpt owning
as vell as working in the lusinesshut this is an issue
that needs to be allessed within edt family. We
have seen mansiblings hare maure, businesslile
discussions lzout who should be anvener and the
problems with haing both working and non-wrking
owners. These discussions becoméical as the par
ner, or co-avner, team apands fom the second to the
third genestion. It is impotant for co-avners to ene
gotiate their Ritnership Charer wheneaer the compo
sition of the avnership team banges.Although tha
seems like a lot of vork, becausewners ae so citical
to the health of ausiness and because thHeier is
the avners’ basic insuaince gainst conlict, it is effi-
cient as wll as efective in the longun to enotiate
it ead time

There is no guaantee @ing into the pocess thia
the dildren will like wha they experience in this
“road test. In mary instanceswe have seen silings,
or a sithng and a ky emplg/ee work on a harter and
realize thd they do not wish to commit to a paer
ship with eah other Typically, in these situtions
thete is much relief because peoplealiz tha their
patnership pobaly would hare expelienced pob-
lems lder. People ae then fee to bgin making other
carer plansand paents ae ale to find altenative
exit and estte stetegies.

or real estte assets to a successor team often need the When an greement among pants and successor

help of adisors to detemine the timing of the ork on
the successer patnership. The paents can tak the
initiative by telling their dildren tha they would like
to stat succession and esggplanning and Yy shamng
their thoughts lout their needs and gferred succes
sion timet&le. The paents and esta planner maalso
discuss with thehildren the needoir them to ta& the

next step. Parents need to kne whether or not a team

is viable bebre plans a designedSuccessardesere
to knowv whether or not thecan and \ant to work with
one another befe it becomes too ta to pusue alter
naives. Signund Warkurg, the founder of the Swiss
banking dgant, UBS, prodaimed “All events should be
crossed in imgination bebre reality” The time br
this work is cetainly as edy as possile once the

is dtained the estte planner can lgin developing an
overall estde plan thaincomporates the undstandings
the paents and the futerpatners reaced Families will
then also hee a needdr professional help with asti-
ties sub as inancing the puhase of the lsinesscrea-
ing professional deelopment plansdr children, con
ducting cashibw planning etc

The success of theaRnership Chater piocess is
not deoendent on coifiming peoples initial expecta
tions or desies egarding the futue successor team.
The success of the gress stands on peopleviray
clarity about who will constitute the team andegter
confidence in the laility of the patners to eentualy
take over, work well together and maintain andrgw
the asset theacquie.
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