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M anagement Summary

Almost 185.000 Small- and Medium-sized Enterprisethe Netherlands are owned
by someone older than 55. It is estimated thatetlvesnpanies will be terminated or
sold within the coming 10 years. Approximately 56%these enterprises are assumed
to be family firms. This provides an appropriatentext to explore the somewhat
neglected issue of takeovers of family firms.

Within family firm business transfer the family haso options. Selling the firm
within the family or selling the firm to a®party (outside the family). The focus of
this study lies on family firm business transfeitsde the family. As anyone can
imagine, transferring a family firm outside the igmcomes with all sorts of
emotional and psychological aspects. According deeral studies an “emotional
value” should be paid for the emotional and psyobichl aspects that a family has
with its family firm. For this research the followg research objective has been
formulated:

To determine whether emotional and psychologicpkets play a role in family firm
valuation and what aspects play a decisive rolgp@aying an emotional value, by
combining theoretical and empirical evidence basedlesk-research and interviews
with stakeholders.

In order to reach the above standing research tgethe following central research
question has been formulated:

Does emotional and psychological aspects play & nol family firm business
valuation and what aspects play a decisive rolpaging an emotional value?

In the literature study the emotional and psychicligaspects that a family firm
needs to deal with during family firm business &fen have been identified. A review
on current valuation techniques and the criticisomf a family firm point-of-view
have been discussed and a review is made on thga@antages of the family firm
over the nonfamily firm.

After analyzing theory about research instrumemsitative face-to-face interviews
turned out to be the most appropriate researchrumsint. The interviews were
recorded and fully written down to ensure maximualidity and reliability. The
literature led to several assessment criteria, viwere assessed by means of a 5-
point Likert scale during the face-to-face intewse A total of 16 interviews have
been conducted with stakeholders. The respondeats divided into two groups.
Group A had experience with family firm businesansfer outside the family firm
and consisted of 6 respondents. Group B considtetOofamily firms which did not
have experience with family firm business transfer.

The face-to-face interviews led to surprising result was found that final transfer
price was not the most important aspect of famiyg$. The most important aspects
that determine the transfer price were the ‘clicktween the old and the new owner,
continuity issues and the accountants report. Mespondents mentioned that they
would be satisfied with a lower transfer priceaiperfect candidate was willing to
takeover the family firm.
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Overall, the face-to-face interviews managed tatifle the most important aspects
for family firm business transfer. In general thesults tell that emotional and
psychological aspects play a small role within bass valuation. These aspects are
negotiable and will often lead to a lower transfgice. The aspects that were
identified as most important decisive factors aszanthe ‘click’ between the old and
the new owner, continuity issues and the accoustamiort.
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Chapter 1. Conceptual Research Design

The amount of Mergers and Acquisitions within thetirlands reached an total
value of € 238 billion in the year 2007, an absegcord (Het Financieele Dagblad,
14 maart 2008). According to Roberto Floren alns¥% of the Dutch firms are

family firms (1998, p.121). As a result one migkpect that a large part of the M&A

deals relate to family firms.

Furthermore, almost 185.000 Small- and Medium-sigaterprises (SMES) in the
Netherlands are owned by someone older than &efitimated that these companies
will be terminated or sold within the coming 10 ¥@&VKB Nederland, 2007). The
results from MKB Nederland are confirmed by andtifrom ING Onderneming
(2005), which stated that because of demograplpecss, the part that family firms
take within this “merger mania” is rising.

As such, it provides an appropriate context to @ethe somewhat neglected issue of
takeover of family firms. This is in contrast witfie abundance of articles on Mergers
& Acquisitions (M&A) of large enterprises. Howevait, is not clear whether the
research done for the large enterprises is appdicaldfamily firms as well.

One of the few articles on M&A within family firms the article from Steen &
Welch (2006), where a case study on the Australiene industry is performed. The
Australian wine case demonstrates that “...undemlatedonditions, family influence
can be maintained after takeover and that it caa beeans of survival and growth.
The case provides recommendations for both potemtguirers and family firms as
takeover targets as to how the takeover situatiaghtrbe approached to ensure a
positive result for both parties” (2006, p. 289ne0of the most important aspects
according to the case are the relationships betwleenfamily firm and possible
acquirer. In the end it was the firm with the sgest relationship and the lowest
initial bid on stock who won the takeover proce&306, p297).

Furthermore, there are several articles (Gisser éhzalez, 1993; Mickelson &

Worley, 2003) that mention the dangers of ignorihg family perspective in

takeovers of family firms. ”...to increase the likediod of successful acquisition, both
pre- and post-acquisition plans and activities nadktress family issues” (Gisser &
Gonzalez, 1993). This is also the case when a yaimih wants to sell its company,

companies that would like to buy a family firm shbtiake into account important
emotional aspects, which is often a premises foigher perceived company price
(Floren, 2005)

On the basis of the number of articles vs. the ntgpee of family firms in M&A, it
can be concluded that the family business-relatechture provides limited treatment
of the characteristics of the acquisition of fanfityns. The previous articles present a
few important aspects that determine differencéwédxen family and nonfamily firms.
After a meeting with dhr. R. Floren the decisiors lh@en made to focus on the issue
of emotional value. The topic is new and only fetickes have been written on this
subject. This provides an appropriate context seaech the topic of emotional value
and take a look at it from a practical point-ofwidy means of interviews with
stakeholders.
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1.1 Research Description

This research aims to focus on the emotional attach of the family to the family
firm and the effects on the acquisition-processnfra family firm point-of-view.
Family firm business transfer within the familyrfirwill be ignored, this study will
look at family firm business transfer outside thmily.

First, it needs to be determined why a family isogéanally attached to its firm and
what the consequences are for transferring thelydimm outside the family. Second,
it is important to know how current valuation tetjues work and what its limitations
are. Third, it is important to identify the posgiand negative characteristics that a
family firm has in contrast to a nonfamily firm. Byeans of face-to-face interviews
with several stakeholders | want to determine ib#amal and psychological aspects
play a role in valuating a business, and to deteemvhich aspects play a big role in
this matter.

In the end | hope to find empirical evidence thHa tmotional and psychological
aspects attached to the family firm are of gredtievdor an acquirer. When this
hypothesis seems to be false | hope to find reastiysemotional and psychological
aspects are not of great value to the acquireramdthe family firm deals with that
conclusion.

1.2 Research objective
The following research objective has been formudldbe the purpose of this research:

To determine whether emotional and psychologicpkeats play a role in family firm
valuation and what aspects play a decisive rolegpaying an emotional value, by
combining theoretical and empirical evidence basedlesk-research and interviews
with stakeholders.

1.3 Research Framework

The research framework provides the foundationtlisg thesis. It is a schematic
representation of the research process and itestdigdefines the boundaries and
forms the basis for the specification of researalestjons. In order to be able to
formulate the research framework it is importantdefine the relevant research
objects and key concepts.

Verschuren and Doorewaard (2007) define a resesgtt as the phenomenon that
is studied and that the researcher will be makiatements about. For the purpose of
this research the following research objects cailéatified:

- Resource-Based-View theory

- Competitive advantages of family firms over nonfigrnfirms

- Competitive disadvantages of family firms over ranily firms

- Reasons for a family firm to sell to a nonfamilyeastor

- Emotional Value of a family firm

10
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1.3.1 Key concepts

In order to create a transparent research prdjecirmportant to clarify key concepts.
Key concepts are derived from the research obgedaind are used to design the
research framework. The key concepts are also i@pom further delineating the
research topic and formulation specific researastjons. This is part of the research
issue in chapter 3. The following key conceptsideatified:

Key concept Sources of information

Resource Based View (RBV)Literature review on the Resource Based View
theory

(dis-)advantages of the familyLiterature review on the (dis-)advantages of the
firm over nonfamily firm family firm

Emotional Value of the family Theory on valuation of firms and the role of
firm emotional value in this subject

Family Firm Business Transfer Theory on family firfousiness transfer to a
nonfamily investor

Psychological Aspects Theory on the Psychological Aspects that play an
important role during family firm business transfer

Table 1.1: Key Concepts
1.3.2 Research framework
The following research framework presents an oesvwf the subsequent steps taken

in this research. The framework is divided inteethdistinct phases. A description per
phase is provided below.

Theoretical Framework Empirical Study Analysis
A
Competitive
Strategic LV Advantages
Management K|
theory (RBV)
\4 Competitive Analysis
Disadvantages 7y
M erature Assessment —# Evaluation Recommendatons
—»| criteria on: Criteria
- Valuation 7y
. A
techniques
- Emotional > Results
value "
Family Firm - Competitive
theory on (dis)advantages Interviews
business transfer - Psychological
aspects
v

Figure 1.1: Research Framewa

11
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Phase 1: Literature Study

In the first phase the theory on Resource Baseav\(RBV), Firm Valuation and
Family Firm theory on business transfer is set. fioes of this literature review will
lie on family firms, from a nonfamily firm point-efiew. This will lead to a
theoretical framework, in which the literaturedstwill be assessed

Phase 2: Empirical Study

In the second phase the theoretical framework gllinput for the interviews. The
interviews will be done with stakeholders like fanfirms and firms with family firm
business transfer experience. The focus of thdseviaws will be on the emotional
value of family firms, psychological aspects ang-{@ddvantages of the family firm
over the nonfamily firm.

Phase 3: Analysis

In the Analysis-stage of this study the interviewBich were performed will be
analyzed. The outcomes of the interviews will benpared with the literature
research to ensure all topics have been discussednalysis is made on the current
situation and the most important aspects duringlyafinm business transfer will be
identified. Conclusions and recommendations willnbade on if emotional aspects
play a role during family firm business transfedawhat aspects play a decisive role
in paying an emotional value.

1.3.3 Research issue

The research issue consists of a general researestion, several main research

questions and specific research questions. Thandsebjective is translated into the

general research question, the elements and ptiege®rm the research framework

are divided into main research questions. Answettiiegpresented questions ensures
that the research objective is achieved. The dbgeind research questions are open
for further discussion and adaptation at this time.

The following general research question is a regragion of the research objective:

Does emotional and psychological aspects play & nol family firm business
valuation and what aspects play a decisive rolpaging an emotional value?

1.3.4 Subdividing the Research Framework

The research framework forms the basis for the @iteition of specific research
questions. For each phase relevant research guestie presented below. They are
categorized per element in each phase.

Phase 1: Literature Study
Q1.1: What is emotional value and what are the miwgiortant aspects of
emotional value?
Q1.2: What is the M&A process and What are the nmagbrtant psychological
aspects during family firm business transfer?
Q1.3: What are the most common business valuagidmiques and what are its
limitations?

12
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Q1.4: What are the limitations of current reseaedtording to family firm
researchers?
Q1.5: What are the (dis-)advantages of a family faver a nonfamily firm?

Phase 2: Empirical Study (input for theinterviews)

Q2.1 Were there differences between business vatuanhd the eventual paid
price?

Q2.2: Did the family firm which was taken over hay competitive advantages
and disadvantages?

Q2.3: Were there emotional issues during familpfirusiness transfer?

Q2.4: Did psychological aspects play a role duboginess transfer?

Q2.5: Do the stakeholders think that emotions ghaquley a bigger role in
determining the value of a (family) firm.

Phase 3: Analysis

Q3.1: What are the most important advantages asatldantages of a family firm
that have a role in the valuation of a family firm?

Q3.2: Does emotional aspects play a role in theatedn of a family firm?

Q3.3: Does psychological aspects play a role irvéheation of a family firm?

Q3.4: What do the stakeholders think about inclgdemotional value within
business valuation?

Q3.5: Which aspects are decisive in paying for @mnat and psychological
aspects or not?

1.3.5 Definition of concepts

This fourth and final chapter of the conceptualiglesieals with the definition of
concepts. Throughout this research several keyemtaare used which need to be
defined clearly to ensure that all parties involvate on the same level of
understanding. The definition of concepts alsordeitges the scope of the research.

Emotional value

The emotional value surplus has two different dedins. The first definition is when
the family firm is transferred within the family.h& second definition is about
transferring the company outside the company (Rl&2605).

1. Transferring within the family
In this situation the family firm is transferred &onew generation within the family.
What happens very often is that the family firnsadd for less then the family firm is
actually worth according valuation techniques. histcase there is a negative
emotional value surplus

2. Transferring outside the family
In this situation the family firm is transferredtsigdle the company. In this case there
are three scenarios possible:
1. The firm is sold for the appropriate price accogdiraluation techniques
(no emotional value)
2. The firm is sold for a price higher then valuati@chniques. (emotional
value surplus)

13
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3. The firm will not be sold at all because the prisetoo high (endless
emotional value)

It can be concluded that when the family firm isdsoutside the family, emotional
value lies between zero and endless. During tlsisareh the term emotional value is
split up in emotional aspects and psychologicaleespBoth these aspect have
influence on the emotional value.

Family firm

Handler (1989) stated that there are as much tiefisi on family firms than that
there are scientists researching the theory onlydimins. Because this research will
be conducted in the Netherlands, the definitioRl6fen (1998) will be used.

This definition states that an enterprise is a katmiisiness when it meets at least two
of the following three criteria:

1. More than 50% of the shares or certificatesoaneed by a single family.

2. A single family can exercise considerable inficee on corporate strategy or
succession decisions.

3. A significant proportion or at least two of ttrembers of the board of directors are
from one family.

However, when a family firm is established lessthen years ago, the family firm
has to employ at least one family member beside€#O of the company

Mergers & Acquisitions(M&A)

Mergerscan be defined as a transaction whereby two oerequally valued firms
become one. This transaction is negotiated withtdhget's management and, when
approved by its board of directors, the terms efdfeer are submitted to a vote of a
shareholders (in public companies) (Jensen, 1984).

An Acquisition occurs when there is a difference in equality leetwtwo or more
firms, in which the dominant firm acquires the assef the less-dominated firm
(Sutton, 1980).

During family firm businesstransfer

During this study the “during family firm businetsnsfer will be used. This term
represents the whole M&A process as is describaghapter 2. This means from the
preparations of the transfer to the aftermath efdeal.

1.4 Technical research design

The technical research design describes which $taps to carried out in order to
‘effectively arrive at a sound answer to the quesiof the research issue within a
reasonable time span’ (Verschuren and Doorewa®@7)2 The technical design is
divided into three sections; the research matetal research strategy and finally the
planning.

14
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1.4.1 Research material

In order to establish where to gather the relewrdgntmation required for the research
project, it is important to establish the objects which information needs to be
gathered. Verschuren and Doorewaard propose to esnsiwe following three
questions to gain a better insight into the neegssdormation that needs to be
gathered:

* What are the main categories of research objeattn be distinguished?

» What types of information on these objects arevegieto the research project,

and how can this information be identified?
« Where can the information be gathered?

1.4.1.1 Resear ch objects

Two main categories of research objects can bandigsshed. For each of these main
categories several research objects can be idmhtifihe following table gives an
overview of both.

Main Categories Objects

Concepts / Theories / Literature Competitive (disgntage (RBV)
Valuation literature
MBO / MBI literature

Family Firms Competitive (dis)advantage
Emotional Value

Family Firm Business Transfer
Psychological Aspects

Table 1.2: Research Objects

1.4.1.2 Typesof information
The second question that requires answering is typas of information are relevant
to research object and how this information canidentified. Verschuren and
Doorewaard distinguish two types of informationttiaae important in a research
project:

» Data (or facts)

« Knowledge

Verschuren and Doorewaard state that these twe typaformation can be defined
as data sources and knowledge sources. Within theseategories they distinguish
five basic sources of information:

« People - respondent, informant, expert

« The media — printed/electronic: newspapers, magazibrochures, radio,

television, internet

* Reality — tangible objects

« Documents — addressed to a specific public

e Literature — scientific articles/papers/journalspks

In the following two figures these sources of imfation are linked with the
categories of research objects, giving an ovenaéwhat source of information is
required for each object category:

15
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People
Literature

The media

Concepts / Theory

(Groups of) individuals /
People organizations

\ A 4

A 4

Documents

Documents

Literature

Figure 1.2: Types of information required for resela object categories(adapted from Verschuren &
Doorewaard, 2007)

As the figures shows, a wide range of types ofrinfttion is accessed in order to
provide the required data and knowledge necessagoinplete this research. The
table on the next page gives a more in depth oeeraf the sources of information
and method of accessing required for each of tHieateresearch objects. It gives a
general answer to the third question; where canirtfemation be gathered? A
preliminary overview of specific sources of infortioa is provided in table 1.3,

which includes organizations and individuals suédb act as market experts.

Triangulation of sources

In this research several different sources of mttion will be used, e.g. literature,
people and media. Using several different sourdemformation, triangulation of
sources, contributes to the validity of the reseaidot only the different types of
information contribute to this. Within each type information several sources are
used, e.g. market experts with distinct perspestiviénis further contributes to the
validity of the research.
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Resear ch objects | Sources of information | Accessing

Valuation literature Literature Scientific Journals and Content analysis
reviews on Finance.
Valuation of the firm.

MBO / MBI Literature  Scientific Journals, reviews Content analysis
literature on MBO / MBI, SME’s,
finance, managerial etc. Content analysis
Emotional Value Literature Literature on family firms, Content analysis
emotional aspects.
People Market experts and Face-to-face
stakeholders interviewing
Family Firm Documents Literature on M&A within Content analysis
Business Transfer family firms
People Market experts and Face-to-face
stakeholders interviewing
Media Financieele dagblad
Post Merger Literature  Journals, reviews, scientific Content analysis
Integration articles on integrating
business and M&A.
Competitive Literature E.g. Strategic management Content analysis
(dis)advantage journal, Journal of Business

Economics and management

strategy books with regard to

strategy and the family firm Content analysis
Documents Specific market reports

Table 1.3: Research objects, sources of informatguired and methods for accessing

17

WAGENINGE N[[EZH



1.5 Research Strategy

According to Verschuren and Doorewaard, the rebestrategy is the coherent body
of decisions about the way in which you are gomgdrry out your research project.
Five major strategies which can be followed in seegch project (Verschuren and
Doorewaard 2007):

e Survey

* Experiment

» Case study

* Grounded theory approach

» Desk research

A subject that Verschuren and Doorweaard does aotlle well are interviews.
Because of the fact that interviews will be the togortant empirical research tool
further research material is found consideringrinésving.

1.5.1 Strategies

In most research projects a combination of strategs used. This is also the case for
this project wherénterviewsandDesk researcistrategies are combined.

The desk research covers the research topics ssichompetitive advantages,
literature on firm valuation, family firm businessnsfer, post merger integration and
will provide input for the Survey part. During tiservey several interviews will be
done with family firms and important stakeholdewvkich will give a better insight in
the research problem. A brief description of battategies is provided in order to
create a better understanding of the methods apg stvolved.

Desk research
Verschuren and Doorewaard (2007) provide the falgvdescription. ‘Desk research
is a research strategy whereby the researchemesesial produced by others’.
‘Desk research is characterized by:
e the use of existing material
« the absence of direct contact with the researabicobj
* looking at the material being used from a differpatspective than at the time
of its production’

Interviews

Robson (2002) describes interviews as a methodirtiatves the researcher asking
guestions and, hopefully, receiving answers from fgkople that are interviewed. It
can be used as primary or only approach in a staglyn a survey or many grounded
theories, but lend themselves well to use in coatibn with other methods.
Interviews often take place face-to-face, but tbay also be used in group sessions or
by telephone and may differ from structured intews to unstructured interviews.
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1.5.2 Research methods

As table 1.3 showed, two main research methodseaddentified for the purpose of
this research:

» content analysis (of: scientific literature, documse media)

» face-to-face interviews (market experts — staketrsid
For each method a more elaborate description of howill be applied in this
research is provided below.

Content analysis

Analyzing existing literature, documents, media anterview reports is key in
achieving the objective of this research. Resuits @nclusions should be supported
by the empirical data uncovered, otherwise theyukhbe disregarded in the final
formulation of the strategic options.

Face-to-face interviews

Interviewing market experts / stakeholders is nyapdrformed in th&mpirical study
stage of the research. However some interviews wtrket experts might be
performed in the second stage of the researclase that the market analysis requires
information from primary sources. The main aimloé tnterviews is to find out if an
emotional value is being paid during business fearend if it is worth the extra costs.
The selection of suitable market experts will betlpsbased on the network of the
scientific advisors and a preliminary market inigegion. Key figures in the market
will be approached for an interview. The initialcés will be on interviewing
companies which have bought a family firm and miagkerts. For the purpose of
this research anarket experis defined as an entity with a complete overview an
thorough understanding of the market and its stalkieis.

Triangulation of methods

In order to improve the validity of this researthp distinct methods are used. This
triangulation of methods ensures that multiple pectives are used to approach the
research issue.

1.5.3 Sampling method

The sampling methods utilized in this research #neory basedampling
(Verschuren & Doorewaard, 2007). The theory basedpiing method is based on
the expectations of the researcher about purpdgefpproaching the most
information-rich sources to find the necessarynmation.
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1.6 Research planning

The research planning consists of two distinctigest the deliverables and a time
planning. The ternplanningcan be defined as an overview of activities aratlpcts
that are subject to a time schedule (Verschurero&rBwaard, 2007).

1.6.1 Deliverables

This research will deliver the following reportspfesentations for Wageningen
University.

- Research proposal (approx. second half May)

- Research proposal colloquium (approx. second half)M

- Concept literature review (approx. second half June

- Final version literature review (approx. first haifly)

- Concept version interview (second half July)

- Final version interview (first half august)

- Concept report (approx. half november)

- Final report (approx. end november)

- Final report colloquium (approx. second half decemb

This research will deliver the following reportpresentation for MKB Adviseurs
- Concept version interview (second half august)
- Final version interview (first half august)
- Final report (approx. end november)
- Final presentation (approx half december)
- Atrticle in scientific journal / trade journal (unftieed)

All files will be made publicly available in the WRIJlibrary in digital pdf format and
hard copy.

The official duration of this research is 5 montisd 1 week (21 weeks). The
proposed deadline for the final report is 28" of November, 2008. The official
deadline for the final grade is the™df January. Between thé' 1of November and
the 39 of December | am required to officially register fny thesis with the Central
Student Administration.
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1.6.2 Time schedule

The time schedule below gives an overview of theetrequired for the main research activities.

Research Planning

Project Preparation

A T T Y
;i HhIhhIhhlhHh:HiTHTHH T HH HHTHTHH TN

L Y

Searching relevant theory

Research Proposal

Data Collecting

Literature Review

Finding Stakeholders/Experts

Setting up Interview

Performing interviews

Analysis of Data

Determine results of interviews
Discuss results with experts

Conclusions & Recommendations

Reporting and Presentation

Writing Thesis

Final Colloquium

Deliverables

Research Proposal

Presenting Research Proposal
Concept Literature Review

Final Version Literature review

Concept Interview

Final Version Interview

Concept Report

Final Version Report

Colloquium Final Report

Juni July August September Oktober November December

April Mei

March
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Chapter 2: Family Firm Business Transfer

The interest for the family firm is growing, whiahk logical considering the large
influence of the family firm in the world. Familyriins are the most dominate form of
entrepreneurship in the world. Estimates vary widdlecause of differences in
definition. But it can be said that around 55% dflasinesses is a family firm.
Because it takes such a large aspect globally Jydimns are also very important for
around 50% of the current employment and GrossoNaliProduct (GNP). Another
important aspect is the history of the family firtihe oldest family firm in the world is
founded in the year 718 (Floren, 2005). It is thanes rather strange that acquisitions
of family firms is a “...somewhat neglected issue”i¢kklson & Worley, 2006). This
is in contrast with the abundance of articles orrddes & Acquisitions (M&A) of
large enterprises. It is however not sure thatVilA literature is applicable for the
family firm. Important aspects within family firmusiness transfer are psychological
aspects (van de Kimmenade, 2003) and emotionag\(&ldren, 2005). These aspects
are often ignored because they are difficult tzuzd when transferring a family firm
to a nonfamily firm (Astrachan, 2008).

In this chapter an overview will be given of therremt literature on family firm
business transfer, emotional value and psycholbgispects. In this chapter the
following research questions will be answered:
Q1.1: What is emotional value and what are the miwgiortant aspects of
emotional value?
Q1.2: What is the M&A process and What are the nmagbrtant psychological
aspects during family firm business transfer?
Because this study is performed in the Netherlabdgch scientists are seen as the
most reliable source.

2.1 Definition family firm

Handler (1989) stated that there are as much diefisi for family firms as there are
researchers on family firms. Shankar & Astrach&89@) stated that according to all
the different definitions 22% - 83% of all businesss a family firm (see figure 2.1).
The outer layer is a broad definition of the fandityn and takes in every company in
which there exists a overlap between family and gamy. The inner circle is a very
narrow definition of the family firm, the ties die family firm and the company are
very solid and involves several generations of fdmily. The middle circle is a
definition where company, family and ownership uieihce each other. The family has
influence on ownership, management positions arategfic choice. Fléren (2002)
uses the middle circle for defining the family fifior the Netherlands. Because this
research will be conducted in the Netherlandsdfenition of Floren (2002) will be
used.

This definition states that an enterprise is a katmiisiness when it meets at least two
of the following three criteria:

1. More than 50% of the shares or certificatesoaneed by a single family.

2. A single family can exercise considerable inflcee on corporate strategy or
succession decisions.

3. A significant proportion or at least two of tirembers of the board of directors are
from one family.
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However, when a family firm is established lessthen years ago, the family firm
has to employ at least one family member beside€£#O of the company

Definition Family Firm (Fléren, 2002)

Not much direct
commitment

Some direct
commitment

Plans for
keeping firm
within family

Supervision
on strategic
choice

Family leads
the company

Legal control
on ownership

More than 1 management position

55%

Figure 2.1: Concentric circles of the family fir8anker & Astrachan, 1996)

Combining the definition of the Family Firm of F&ir and the figure from Shanker &
Astrachan makes clear that around 55% of the corepavithin the Netherlands are a
family firm. When comparing the literature with tefegures this seems correct,
understanding figures are from the year 2002 (CB82).

Number of Number of Percentage family | Number of family
employees companies firms firms

1-9 266.225 55% 146.424

10 - 99 58.365 60% 35.019

100 or more 7.770 45% 3.497

Total 332.360 55% 184.939

Table 2.1 Amount of family firms within the Nethads(CBS, 2002)

2.2 Family Firm # Family + Firm

The strength of the family firm is partly based the interaction between the
company-, ownership- and family-system (Tagiuri &V, 1996). This is unique for
the family firm compared with a nonfamily firm. Jugke for other companies, the
main goal of a family firm is guaranteeing contiyuof the firm and creating
prosperity by producing goods or delivering a ssviTo attain this goal, a firm
employs workers with different backgrounds, capesiand personal goals, but they
unite to attain the goals of the company, in thestnadficient way. This is where the
family firm is unique: the directors and managexkwvtogether as a family, which
results in different ethics and behavioral patterns
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Family firms consist of systems which have a car@verlap: the family and the
company itself. The family-system is based on eomsti The family members are
connected through emotional connections which calp the family firm to be
superior, but can also help the firm to the groumtle family system is more
internally oriented, and great value is attacheldyalty and care for family members.
It is also a conservative structure which is focuse limiting the amount of changes
and to enforce the balance between the family @rl62005)

The company-system is based on realizing tasksaBehis externally oriented and
has as main goal to produce goods or deliver sssyiputting emphasis on
performance and results — which is, capabilitiesppetences and performance of the
employees. The company-system will try to cope whlnges as fast as possible to
be effective and in the end, to survive.

In nonfamily firms the family-system and the compaystem work independently,
but in family firms they do not only overlap eacther, they are also both mutually
dependent. The different goals and priorities of #ystems can cause specific
tensions within family firms. Therefore, a thirdssgm called ownership-system exists
within family firms. Especially in family firms whalready experienced the process
of declaring a new successor, have a big chang@whg stock-owners who are not
working in the family firm any more. A new modeliginates with 3 circles which
sketches the family firm as three independent, dwarlapping systems: Company,
Ownership and Family. Every individual in a famiigm can be placed in one of the
sectors, which exists because of overlapping sys{&w®e Figure 2.2).

1. Son who does not work for the
company and does not own shares

2. A friend who does not work for the
company, but owns shares

3. Employee who is not a family
member, and does not own shares

4. A daughter who works for the
6 company, but does not own shares

5. Partner of the CEO who does not work
for the company, but does own shares

6. A fellow CEO who does not belong to

Company the company, but does own shares
3 7. The CEO/Owner who belongs to the
family

Figure 2.2: Overlapping systems within family fir(isigiuri & Davis, 1996)
2.3 Emotional Value

Creating Value

Family entrepreneurs characterize themselves dénerby vision and
entrepreneurship. As a stockowner of an own compafgmily entrepreneur is not
really concerned with its company value. This hogreeannot be concluded as that
family entrepreneurs are bad financial managersit Imijust as important as it is for a
regular stockowner of a publicly listed companyb(eh, 2005).
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Since the end of the ‘70s, thinking about compaalue increased in importance.
According to Copeland et al. (2003) there are sdvéactors responsible for
increasing the importance of company value. Théofiohg five factors can be
described:

Social development accelerateBhe Product life cycle of products decreases as a
result of increasing social developments. Compastesuld therefore be focused
more on product-innovation, adapting productionepss and even “re-engineering
the production and logistics facilities”.

More for less:Research is being performed on finding possibgdito reach maximum
result with minimum effort. A good example is theusit industry. Download
platforms like Napster and Kazaa make sure thaplpezan download a lot of music,
without paying a lot of money for it. Minimum eftdior maximum result.

IT encourages transparencyThe (economic) world becomes more transparent
because of the extreme developments in the IT-basinBusiness becomes more
global.

Rewarding with optionsThe salary of managers from large publicly listedhpanies

is increasingly being paid in stock-options. Tm#luences short-term and long-term
decisions.

Rise of private investorLarge professional investing-companies are notdhly
stockowners on the exchange market. The privatesiov is gaining influence on the
market floor. Companies are trying their best imgsing the private investor, which is
focused more on short-term results.

The family firm behaves differently. Prior resealttds shown that family firms are
less responsive to economic cycles and are therdéss likely to fire employees
(Ward, 1997). Owners are more likely to eat intitttompany capital, than that they
will fire employees. This is understandable, beeatmmily firms have a more
personal connection with their employees (Ward,8)9But they also expect that the
company will rise again and employees will becowerce. Because of the large time
horizon a CEO of a family firm has (20 — 30 yearstéad of 5 — 10 years), it has its
influence on strategic thinking. A family firm wille satisfied with lower profits.

Entrepreneurs need to know about all different atdun techniques and its
suppositions and its basis. Each valuation teclenmwyill lead to another financial
value of the firm. It is also very important to kmdhat valuation specialists make
forecasts about future cash flows and profitss thierefore not strange that valuation
specialists always take a bandwidth into accourdgnmaluating a firm. The influence
of the kind of acquirer seems to be of much impuartefor the final valuation. That is
why the concept “Emotional Value” has been creatédhotional value is the
difference between the middle of the bandwidth efesal valuation techniques and
the final price which is paid for the firm.

According to Floren (1997; 2002) there appears @osbbstantial price differences
between succession within the family or successidarnally. In figure 2.2 it appears
that most family firms accept a price differenceewlrcompared to the real financial
value. With 25% of the family firms, acquisitionige of stocks lies around or below
75% of the real financial value. In agriculturahgoanies even 98% of the companies
are sold for a lower value than valuated. The ayecquisition price that a family
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member should pay within agricultural companies, 569 of the price that a
nonfamily member should pay. In non-agriculturainp@nies the acquisition price for
family members lies around 90%.

Accepted valuation difference compared with financial value

Amount CEQ's (%)
[}
Q
nQ.

0% 1-20% 21-40% >40%

Acceptad Difference (%)

Figure 2.2: Accepted difference between financidli® and fiscal value (Fléren, 1997; 2002)

Selling the family firm within the family for a loyrice has several advantages and
disadvantages. An important advantage of this lowauation is that it becomes
easier for the following generation to take ovee tompany. It is however also
important to take the Tax Authority into accountyaduation that is too low will not
be accepted. A disadvantage of lower valuatiohas other children who do not get a
part of the company will not be treated unfairlyheyy should be financially
compensated. However, the majority of family firmle not compensate the other
children. Most CEQ’s are not aware that, when thalthe firm to a family member
for a lower valuation, they also donate a fortune dne of the children without
compensating other family members. There are skkeoavn cases in which this led
to family disputes. Although several advantagesdisddvantages, most family firms
seem to be prepared to handover the firm to otmily members for a lower price
than the valuated price.

In the following paragraph five different scenariwsl be described. Two scenarios
are based on when the family firm is sold withie flamily and three scenarios are
based on when the family firm is sold outside thify. In the first case the family

will receive less money than the financial valuetloé firm, in the second case the
family will receive more money than the financialwe of the firm.
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2.3.1 Transferring the firm within the family

Scenario 1:In the first scenario (See figure 2.3) the fanfilyn is sold within the
family for the fiscal value. This situation is vecgmmon for family firms which are
being sold. Family members are satisfied with alemarofit of selling the firm
when the firm is sold to a family member.

In figure 2.3 it is possible to see that the conyparsold for the fiscal value. There is
however a big difference between fiscal value amdhnitial value (the value
according to valuation techniques. The differenedwken both values is called
“Emotional Value”.

Selling Price
J Emotional value
—————h
Succession | »
within family | 4 Market Value
Fiscal Value Financial Value

Figure 2.3: Succession within the family, soldFiscal Value (Fléren, 2005)

Scenario 2:In this scenario the family firm is sold withinettiamily for the financial
value. There are several reasons for this. It mioghthat the former owner does not
want to disadvantage other family members. It $0 glossible that the owner could
use the money for his retirement.

In figure 2.4a schematic overview is given of the second so@niarthis scenario the
selling price is the same as the financial valuecdkding to this figure, the emotional
value is zero.

Selling Price

L/

Succession | | R
within family | »  Market Value

Emotional
Value =0

Fiscal Value Financial Value

Figure 2.4: Succession within the family, soldFarancial Value (Fléren, 2005)

It can be concluded that when a family firm is sf@nred within the family, the
emotional value can fluctuate between zero anddifference between fiscal and
financial value.

2.3.2 Transferring the firm outside the family
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Scenario 3i1n this third scenario (see figure 2.5) the fanmlgold to someone outside
the family for the financial value. This happens sin®f the time during a

Management Buy-Out situation. The family owner ofteows the new owner very
well and wants to give the employees and new owanfinancially healthy start. In

this case the emotional value is zero.

Selling Price Emotional
Value =0

Transfer to | | 4
P Market value

external party |

Fiscal Value Financial Value

Figure 2.5: Transferring firm outside the familylad for Financial Value (Fléren, 2005)

Scenario 4:This fourth scenario (See figure 2.6) happens rabghe times during a
Management Buy-In or when the company is soldratesgic competitor. In this case
the firm is sold for the financial value + an enpotl value. This means that the
former owner receives more money than his compaas/waluated for.

Selling Price

Emotional

Value
“«—

Transfer to | | N
P Market Value
external party |

Fiscal Value Financial Value

Figure 2.6: Transferring firm outside the familyld for Financial Value + Emotional Value (Fléren,
2005)

Scenario 5:In this last scenario the company is not beingl sl all. The owner
believes every price is too low. This means thateimotional value is infinite.

Selling Price
—

Emotional value is infinite

v

Transfer to | |

external party | P Market Value

impossible

Fiscal Value Financial Value

Figure 2.7: Transferring firm outside the familpfinite Emotional Value (Fl6ren, 2005)
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2.3.3 Conclusion

In the previous paragraph five extreme scenariesdacussing differences between
fiscal, financial and emotional value. When a fanfitm is transferred emotional

value plays a big role. It can be concluded thaemvh family firm is transferred

within the family, the emotional value can flucteiddetween zero and the difference
between fiscal and financial value. When a famitynfis being transferred to an

external party the emotional value can fluctuatéwben zero and infinite. The

previous scenarios were all extreme scenarios right happen when selling a
family firm, but in practice it is also possibleathother less extreme situations will
happen. This is visualized in the following figure:

]

Cutside 4
famnily

Withir 283
Family

Fiscal Financial Market
Value Value alue

Figure 2.8: The Emotional Value off the family fimith different sales persons {Fléren, 2005}

It is difficult for every family firm to determinerhere they stand according figure 2.8.
In the end the emotional value is dependent onrakaspects (Floren, 2005):

Pride: Almost every entrepreneur wants to have a succégsn within the family.
Biggest problem is the availability and the will @her family members to take over
the company. But price is most certainly not thggkst issue when the company stays
within the family.

RetirementEspecially within smaller sized companies (< 5@kyees) it seems that
the business is also the pension of the entrepreneuthis situation it is very
important for the entrepreneur to get a good price.

Justice to other family membend/hen the business transfer is not feasible foryeve
child, difficulties arise with compensating othdrildren. It is not always possible to
financially compensate other children.

Commitment:When the selling entrepreneur stays committedho firm, it is an
argument to be satisfied with a lower price. Esplgcthe continuation of the family
name on the wall seems to be more important thamegno

The importance of the emotional value should naif@erestimated. A rising amount
of entrepreneurs and scientists acknowledge theoriiapce of emotions when
describing the positive points of the family firffhis also holds for when the family
firm is being sold. The value of a family firm shHdunot only be calculated by means
of difficult valuation techniques, the importanceemotional value should also be
taken into account. It is however not easy to ifigrthe emotional value and to
guantify how much emotional value should be pdids hot even clear if emotional
value should be rated as a positive value or ativegaalue.
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24 TheM&A proces

In this paragraph literature on setting up an M&#qess will be discussed. Setting
up a M&A process is a difficult task for managersd a&entrepreneurs. To support
entrepreneurs and managers several studies havepee®mrmed on handling the
M&A process. According to Haspeslagh (1991) adaptin process can lead to a
change in the mindset of the entrepreneur/mandtgelnanges from an emphasis on
the end result to the drivers that cause theseltsesthe failure-rate of M&A
processes are enormous, this will be discussedaragpaph 2.4.1. Several M&A
processes are discussed in paragraph 2.4.2, ahdbeviurther elaborated on by a
study performed by van de Kimmenade (2003) in pagig2.4.4.

2.4.1 Failure of Acquisitions

In figure 2.9 a basic approach is presented inimgabith acquisitions. This basic

model considers the strategic task that needs tacbemplished in any acquisition,

and the integration needs this implies. This motelalso conscious of the

organizational requirements for autonomy, when they central to achieving the

acquisition purpose. The problems firms experienith acquisitions are not always

due to individuals or a lack of insight into whdtosld be done. Instead, they are
embedded in the organizational processes by whartagers tackle those issues.

Idea R Acquisition R Acquisition R Results
71 Justification d Integration d
t t+ ¢+t ¢t rt t trtt ot
Decision-making process Integration Process Problems
Problems

Figure 2.9: How Acquisition Process Affects Res{Higspeslagh, 1991)

Several studies have shown that 40% - 70% of gjuia@ions are failures (Schenk,
2002; Haspeslagh & Jemison, 1998; Habeck et d00Q;2Batelaan & van Essen, 2000).
Two main causes can be pointed out:

Process factors

Bad preparation-, acquisition-, and integrationepsses can be seen as an important
factor in acquisition failures (Haspeslagh & Jem|st998). Furthermore the potential
synergy gains are estimated to high (Batelaan &Bssen, 2000). Also after the deal
a lot of things can go wrong during the integrafpdrase. Communication is very
important during this phase.

Human factors
In spite of all attention to synergy during acquusis like economies of scale,
enlargement of knowledge and market power, humatorfsa are a neglected issue.
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Especially acquiring a family firm is a complex agmmotional process (Sirower, 1997;
Haspeslagh & Jemison, 1998; Habeck et al., 2000¢rel are 4 main factors which
can be determinative for the succession or faiihg acquisition of a family firm:

(1) Power & Identity

(2) Control

(3) Suspicion

(4) Culture

Haspeslagh (1991) also mentions that there are maays of dealing with
acquisitions. Although it is tempting to developstandard approach to deal with
acquisitions, important differences occur amongrthélowever, it is evident that
good care should be given too the preliminary phéaseeduce the changes of failure.
In the following paragraph several views are presgrwhich can be led back to
figure 2.9.

2.4.2 The Conventional View

This process perspective presents acquisitionsidigidual deals in which price is

paramount (see figure 2.10). The conventional vadso sees acquisition decision
making as a sequential, segmented process in whelkey elements are financial

valuation and the pre-acquisition analysis of egmt fit (Haspeslagh, 1991). In

addition, it presumes that the value of an acqarsitan be understood and predicted
accurately at the time of the agreement. In coftrdse process perspective
emphasizes the role that acquisition decision ngakiays in helping a management
team understand how value will be created, nothost to assign a financial value to
a firm. Especially the first three phases are irtgur to analyze value-creating
potential and the anticipated implementation diffies.

Strategic Search & Strategic Financial
Objectives Screening Evaluation Evaluation
» Negotiation » Agreement »| Integration

Figure 2.10: The Conventional View (Haspeslagh,1399

2.4.3 A Small-Medium Sized Enterprise View

This model describes the M&A process for smalinedium sized companies (figure
2.11). It will discuss the process from the viewboth the “buyer” and the “seller”,
based on experience that each “side” in this psoshsuld not only understand what
they need to do, but should understand what ther gilayers in the process are doing
at the same time (Rock, Rock & Sikora, 1994). Itaiso important that each
participant in the process clearly understandsgibels and objectives of the other
parties as well as their own. A mutual knowledge tble process, clear
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communications and a mutual respect will accompiaich toward completing a
successful merger or acquisition (Robinson & Peterd995). This model will be
discussed more in depth because it has more congrmmd with family firm
business transfer.

Planning & Target
Positioning Identification \

- Negotiation
Target /

Approach

Figure 2.11: A SME-View (Rock,Rock & Sikora, 1994)

Planning & Positioning

When a company first seriously considers M&A atyiviwhether as a buyer or a
seller, they should put together an M&A team, whiohy grow as the transaction
progresses. They need to identify team memberfydimg a senior executive with
time to devote to the process, assign responsgsiliand educate the team on their
responsibilities if needed. This team will be a bomation of internal staff and
external team members. Some companies are ableviedogp and retain an internal
M&A staff, but this is not the case for many comigan For sellers especially, this
may be a one time transaction, and external cargsltcan help anticipate issues
which may be the difference between a successtubarunsuccessful transaction.

Companies need to determine their strategic obgxtvery early, as they form the
foundation for all that follows. For buyers, M&A isearly always a strategic, as
opposed to a financial, decision. They typicallgideto strengthen their competitive
position by acquiring products, technology, digitibn or in-place customers. Sellers
may desire to exit their company for financial pases, or they may determine that
they cannot continue on a desired strategic patiowi combining resources with an
acquirer.

These strategic objectives lead directly to thet q@g&nning step. A potential buyer
should develop acquisition criteria which defineawlkind of target company will
help them meet their strategic goals. At this pdhey should develop a general
acquisition strategy - that is a general idea eftdrms they desire for any acquisition.
This includes deciding if their stock will be usasl part of the purchase price, and if
external funding from banks or other investors Wil needed. A decision should be
made regarding the general size of the desiredigitiqn, to match available
resources.

Target | dentification

At this point in the process both the buyer andesetill distribute their respective
acquisition criteria or Selling Memorandum throutleir contacts or those of their
agents. Depending on the strategies chosen, titial idistribution may be very
widespread, or limited, pending identification agtn priority targets. It is important
for both buyers and sellers to require binding tfgmselves and any outside advisors)
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confidentiality agreements concerning any data lwiscreleased, both now and later
in the process.

The buyer and seller, as well as their agents, théh go through the process of
identifying potential buyer or seller “targets”,img established networks, as well as
searching through the vast mountain of availabléorination which modern
technology has created. At this point, having asitjon or buyer criteria is absolutely
essential to prevent wasting significant amountgime and money. As potential
targets are identified, these screens are apptedassure the original strategic
objectives would be met by a deal with that taagpehpany.

The priority of both buyers and sellers at thisnpshould be to find targets which are
good strategic fits with their objectives. Sellexisould be assessing the probable
ability of their target buyer to successfully coetpl a transaction, by looking at the
targets financial resources and acquisition trastord. Buyers should consider the
operational feasibility of an acquisition or mergamd specifically how their strategic
needs will be met.

Target Approach

Executives of buying and selling companies may actrthe identified priority targets
directly or through an agent, which may have sdusraefits. For a selling company,
using an agent has the obvious advantage of maimgathe confidentiality of their
company’s availability on the market, thus maintagnthe internal morale of the
company through some of the early exploratory disimns. An agent can also screen
out serious and qualified inquiries from “kick-thiees” responses.

An acquiring company may also find advantages tareing anonymous, as they
can maintain the confidentiality of their strategians, and perhaps get initial
information from potential acquisition

targets more easily. At some point during this phafsan acquisition, the principals
of both parties will need to meet and develop ating working relationship. Third

parties and outside team members can help orcteettis.

Selling companies may also have to respond to patebuyers’ requests for

information either directly or through an agentitizh due diligence investigations

will take place during this phase. At some poirg gelling company will have to

make some of their employees and staff aware optitential company sale, which
can have a disruptive impact on daily operationsyeBs will be gathering available
public information on any companies they wish tprapch, as well as analyzing the
available selling material from their target.

Typically a buyer will want more information on arget company than the seller
wants to release, resulting in early negotiatioms$ discussions centered on access to
information. The buyer will need to gather enougtarcial and market information
to make an initial valuation of the target compaayd will need enough operational
information to determine how the companies mighable to combine.

Negotiation
Once an LOI has been accepted by a potential salldetailed investigation, or due
diligence, phase will follow. The buyer will tak&et initiative in requesting and
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analyzing data from the selling company. The dailh sever issues of products,
markets, facilities, people, accounting processe®] other legal issues such as
contingent liabilities. The seller should anticpaspending a great deal of time
responding to buyer requests, while the buyer shaitempt to minimize this
disruption by clearly defining their information ess, and by coordinating through
specified channels. If the buyer is successfuldquaing the target company, they
will benefit by having minimized the negative impat the due diligence phase.

It is important for operating level management othbbuyer and seller to meet and
develop an initial concept of operational integratias part of the process of
developing a Definitive Agreement. This operationalvel coordination will
inevitably surface issues which will need to be aiegded. The seeds of many
unsuccessful, or at least disappointing, acquisstioave been sown by incomplete or
halfhearted attempts at planning for life after #wguisition. Obviously the buyer
wants a successful integrated operation after éad dnd the seller will also typically
have a vested interest if the terms of the dedlideca pay-out over time related to the
success of the combined operation. In some acmuisithe seller may remain with
the acquired company, and will be part of the oj@nal integration.

To support the negotiation of the Definitive Agremm) the buyer will take all the
information obtained during the detailed due ditige, together with the proposed
operational integration concepts to accomplish taildel valuation of the target
company, as they plan on operating it. This vatuais important, in that it helps the
buying company determine their “push back” positiamd helps prevent getting
caught up in the emotion of a negotiation. Sevknatling structures will need to be
considered, and third-party sources of fundinghsag banks, may need to become
involved during these negotiations. The buyer’s &ahjuisition team will be involved
in these negotiations, with legal counsel takinga@e active role as the deal moves
closer to final agreement.

In the following paragraph the M&A process for anily firm is discussed by means
of an extensive study by van de Kimmenade (2003).

2.4.4 A Family Firm Perspective

In the publication “Verkoop van een familiebedrgisychologische aspecten” of dr.
M.A.J.M van de Kimmenade (2003) the psychologicghexts that are important
while transferring a family firm are discussed. Vda Kimmenade performed a
survey with 107 respondents and 22 interviews Vathily firms which have been
sold. His research has been divided into four okfie phases and has been validated
by means of an extensive literature study and apireral study. These four phases
are in line with SME-view which was discussed ia firevious paragraph, only Van
de Kimmenade adds an evaluative phase. The fowephae the following:

1) Orientation Phase—  Planning & Positioning,geaiddentification
2) Preliminary Phase— Target Approach

3) Negotiation Phase—  Negotiation Phase

4) Post Selling Phase
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A summary of the psychological aspects during tliesephases will be discussed in

this paragraph.

2.4.4.1 Phase 1: Orientation Phase

In table 3.1 the psychological value of the firnt fitne family-owner has been

established.

n Minimum | Maximum | Av. | Std
1. Most important part of my life 01 1 5 4,01 1,02
2. Extension of my personality 102 1 5 3,65 1,45
3. Important as source of income 100 1 5 341 1,26
4. Important for my place in community 103 1 5 3,31,07
5. Belongs to family 97| 1 5 236 1,54

Table 2.1 What psychological value did the compbaye for the family-owner (van Kimmenade,
2003)

Especially the answers of motives 1 and 2 are wenyortant. It emphasizes the
importance of the family firm for the owner.

On the question which motive was most important $etling the family firm
“strategic choice” was the important motive with%0Second was “No suitable
successor within the family” with 42%. An importaesult is that there seems to be a
significant connection between “Strategic choiceid athe manner in which the
contact with the acquirer was reached (95% relighilThese results are based on the
interviews and rely on two psychological factors:

Cognitive Attribution error

According to the Attribution Theory of Miller (1984eople have the tendency to
attribute results to the wrong cognitive interptieta It appears that sellers have the
tendency to attribute more positive characteristiicacquirers than themselves. The
capacities of the acquirer are over-valuated, ealbpeavhen the reputation of the
acquirer is good, while own capacities are undéuatad.

Vulnerability-issues

According to the interviews it seems that the CE®@he family firm begins to feel
more vulnerable after a while. Because of the coatimn of age and building up a
nice family firm creates conservativeness. Whenfainaly firm is confronted with a
severe incident, like a big difference of opinioithMmanagers or a large financial
claim, the CEO will evaluate its position withiretkompany. It creates uncertainty in
the CEO’s position and makes him think about theires How can | assure the
continuity of the company, continue the life-stgke. Selling the company is a way to
get rid of uncertainties and vulnerabilities.

2.4.4.2 Phase 2: Preliminary Phase

An important issue for CEO’s during the preliminglyase are the employees of the
company. The CEO has an emotional connection wstreimployees and wants to
guarantee that employees will not be fired. 84%albf CEO’s thought that the
employees should be the same after selling thelydmn, for 75% of the CEQO’s it
was also a demand during negotiations. There iseliewa big difference between
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demands and reality. A good relationship betweenattquirer and employees is not
something which can be enforced.

Preservation of the family name and place of estiaivlent also seems a big issue
during the preliminary negotiations. 55% of thepa@sdents recorded the place of
establishment by contract. 40% of the respondedtshé same for the family name.
Changing the place of establishment and family n&tee same as abolishing the
corporate identity and culture. It is thereforeyanportant for the family owner to
secure those important values by contract.

2.4.4.3 Phase 3: Negotiation Phase

It is important for operating level management otfhbbuyer and seller to meet and
develop an initial concept of operational integratias part of the process of
developing a Definitive Agreement. This operationalvel coordination will
inevitably surface issues which will need to be aieged. The seeds of many
unsuccessful, or at least disappointing, acquisitivpave been sown by incomplete or
halfhearted attempts at planning for life after #wguisition. Obviously the buyer
wants a successful integrated operation after éa dnd the seller will also typically
have a vested interest if the terms of the dedlideca pay-out over time related to the
success of the combined operation. In some acmuisithe seller may remain with
the acquired company, and will be part of the oj@nal integration.

There are CEO’s which, after signing the contrantnediately leave the company.
This was the case for respondents who had a loggapation time before selling the
family firm. Those respondents had less troublieaving the family firm. However,
79% of the respondents wanted to stay connectdd thé family firm after selling,
45% wants to continue as CEO, 4% in the board ofressioners, 19% as external
advisor, 6% on ad hoc basis and 5% on a differearimar. There are also a lot of
acquirers (79%) who wants the family CEO to corditibeir work at the firm. The
average term that is mentioned is around 3 yedms. i$ not always a good solution;
the former CEO often has trouble with the new ovwared their way of doing business.
Most CEQ'’s leave earlier then planned (Van de Kimaak, 2003).

For a family CEO the Negotiation Phase is an exgibut exhausting process. Buyers
of a family firm should take that into account tinimize failure. For the family CEO
selling a firm is a ambivalent feeling, some reats$i during Van de Kimmenade’s
study:

“It felt like a liberation”

“A big relief, the negotiations are very excitin§igning the contract felt relaxing
because there was a big deal of uncertainty besayeing the deal”

As can be seen, there’s a big relief when negotigthase has finally ended

2.4.4.4 Phase 4. Post Selling Phase

A lot of things change when the family firm CEO\ea the company. Strikingly is
the progression of employees. 64% of the respordesy that employees left the
company. With 3% of the respondents there weret(af) forced discharges and 13%
say that nobody left the company. Employees leattiegcompany after the exit of
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the family firm CEO happens a lot, in some case% 8090% of the employees left
the company. This can be disastrous for continnaifdhe company.

The financial picture is mixed. 60% of the resparidesay that turnover increased
after the acquisition, 22% say that turnover stapedsame and 18% say that turnover
decreased. In terms of profit, 47% of the compaimeseased the profit, 18% stayed
the same and with 35% of the companies the prefitehsed. As a conclusion it can
be said that turnover-figures have risen afterabguisition and profit has a mixed
outcome.

Employees are a critical part of a company. They jal big role in a firm’s success.
After the acquisition workload has increased, daibten and commitment has
decreased and working effectively also has decdeabBee exit of the family firm
CEO has a negative effect on employee-welfare. bigeamount of changes are not
adopted as positive and employees become morecguspi

2.4.5 Conclusion

The acquisition or merger of businesses is a campl®cess which should be

understood by all parties involved. It is essentiahave a qualified team in place,
working with company owners and managers to deviiepobjectives and strategy
for that company. These strategic objectives pmwadtouchstone”, to which all later

activities should be tied. Another key is to acctstpadequate due diligence, both as
buyer and seller, in order to understand the vafuie company being acquired, as it
is planned to be operated by the acquiring compahis allows both buyers and

sellers to not only anticipate the other party’'ssipons, but to understand the

reasoning behind them. This mutual understandingalofe will

underlie the negotiation of a successful acquisjtiand lays the foundation for a

successful company after the transaction is coreghlet

Selling or acquiring a family firm is an emotionaocess, especially for the family.
Entrepreneurs who are interested in acquiring alyaimm should realize that while
acquiring a family firm, the culture and identitiytbe firm changes as well. Managers
of acquiring companies who don’'t take this intoaott and think that they can
enforce certain behavior should think twice, resuitill always be negative. An
acquisition-process is a process that should bk @&l from beginning to the end.
Human factors play a big role and is not just dt"sor “irrational” factor but is key
for good integration.

2.5 Conclusion

In this chapter theory on family firm business #i@n has been discussed. The
amount of family firms which are suitable for aatuy have risen because of
demographic factors (MKB Nederland, 2007). In tthapter a review has been made
on emotional and psychological aspects that takeepduring a acquisition of a
family firm.

Q1.1: What is emotional value and what are the mogtortant aspects of
emotional value?
Emotional Value is a term that is fairly new, tHere there has not been much
research conducted on this phenomenon. From aciedgpoint-of-view Floren (2005)
states that there are big price differences betviemily business transfers within the
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family and family business transfers outside thmilia CEQO’s of a family firm often
want to give their children an advantage, and thellcompany for a price which is
below the financial value, the family firm is oftaold for a fiscal value. However,
Floren (2005) and Astrachan (2008) also state whan a family firm is transferred
outside the family, an emotional value should bel @a top of the financial value.
The most important reason for this is that curkehtiation techniques do not take the
emotional aspects into consideration. The most mtapbemotional aspects are:

- Pride

- Retirement

- Justice to other family members

- Commitment

Q1.2: What is the M&A process and what are the nragbortant psychological
aspects during family firm business transfer?

Several studies have been performed which has gieearal M&A processes. Each
acquisition is different and it is therefore impbss to conduct a basic model which
could be generally applied. Because this study desuon smaller family firms a
SME-view (Rock, Rock & Sikora, 1994) on the M&A pess is taken. The SME-
view has big resemblance with the 4 phases thatdéakKimmenade (2003) during
his study on psychological aspects during phasése acquisition. He defined four
phases during takeover, which each has differeyghadogical aspects;

1) Orientation Phase

2) Preliminary Phase

3) Negotiation

4) Post-Selling Phase
According to the study of van de Kimmenade (2008ré¢ are several important
psychological aspects that should be taken intowdcduring family firm business
transfer. One of the most important aspects areetheloyees, the CEO has a
psychological connection with the employees andfiaid of their future following
the takeover. Another important aspect are the gian place of business and
changing the name of the company. Most CEO’s aee la connection with their
family business and are reluctant to changes. Alegrto Van de Kimmenade more
emphasis should be given on these psychologicacsespduring the acquisition
process.

In chapter 3 a review is made on current valuatm@hniques and the criticism from a
family firm point-of-view.
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Chapter 3: Businessvaluation

Three different techniques are commonly used innegs valuation: the income
technique, the asset-based technique, and the madteique (Reilly & Schweihs,
2004). Within each of these techniques, there armws approaches for determining
the value of a business Generally, the income tgaendetermines value by
calculating the net present value of the profitegated by turnover (discounted cash
flow); the asset-based technique determines vajuadding the sum of all assets of
the business (net asset value); and the markenitpeh determines value by
comparing the subject company to other companig¢isarsame industry, of the same
size, and/or within the same region.

In the previous chapter it was stated that thereritscism on current valuation

techniques from a family firm point-of-view. Reselagrs like Lubatkin (2005),

Floren (2005) and Astrachan (2008) state that otrvaluation techniques are not
sufficient for the family firm because it ignoresoft” values like emotional value,
psychological ownership and non-financial goals.

This chapter will answer the following research sjioms:
Q1.3: What are the most common business valuagidmiques and what are its
limitations?
Q1.4: What are the limitations of current reseaextording to family firm
researchers?
In this chapter there is determined what sort ofuatgon techniques can be
distinguished and the term goodwill is elaboratacparagraph 3.3 the criticism from
a family firm point-of-view is reviewed.

3.1 Theory on Business Valuation

Business valuation can be seen as a process usstirttate the value of an owner’s
interest in a business (Anderson, 2005). Valuationused by stakeholders to
determine the price they want to pay or receive tfe business. In addition to
estimating the selling price of a business, theesanols are also used to resolve
disputes related to estate and gift taxation, dwolitigation, allocate business
purchase price among business assets, establ@simalé for estimating the value of
partners' ownership interest for buy-sell agreesyand so on.

According to Reilly & Schweihs (1996) it is necegsto determine the reason for and
circumstances surrounding the business valuatieforé measuring the value of the
business. These are formally known as the ‘busimekge standard and premise of
value’

The choice of the standard and premise of valueldrg® influence on the final
business valuation. In an actual business salgutd be expected that the buyer and
seller each with an incentive to achieve an optiondatome would determine the fair
market value a business asset. The value conchidgdased on going concern
premise and that cfum of the parter assemblage of business assgiproach may
differ substantially for the same company.
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3.1.1 Elements of Business Valuation

3.1.1.1 Economic conditions

A standard business valuation report begins witbeacription of (inter)national,

regional and local economic conditions that cuiyeexkist, as well as the conditions
of the industry in which the subject business djgsraAs input for this part of the
report statistics from local government and indusissociations are used, which
describe regional and industry conditions.

3.1.1.2 Financial Analysis

The financial analysis normally discusses commaga analysis, ratio analysis, trend
analysis and industry comparative analysis. Theiatedn analyst will use these
statistics to compare the company to other busasessthe same or industry, and to
discover trends affecting the company and/or tlieistry over time. By comparing

financial statements of the company in differenmetiperiods, it is possible for the
valuation expert to identify financial trends, vieggowth or decline in revenues or
expenses and changes in capital structure. The aynwill be compared with the

industry, which helps with the risk assessment waildhelp determine the discount

rate.

3.1.2 Income techniques

Income techniques determines fair market value mtiplying the yearly profit
generated by the company and applies a discoucamtalization rate. The discount
or capitalization rate will convert the profit inteet present value. There are several
different income approaches, including the accogntpproach (capitalization of
earnings or cash flows), discounted future caslwdlqd“DCF”), and the excess
earnings method. All income techniques considerctimapany’s historical financial
data; expect the DCF method which requires the estibpgompany to provide
projected financial data. All income techniquesklaat the company’s historical
financial data for one period; only DCF requiresad@r multiple future periods. The
discount or capitalization rate must be matchedh&otype of profit to which it is
applied. Final result of a business valuation esfdir market value of the company.

3.1.2.1 Discount or capitalization rates

A discount rate or capitalization rate is useddeniify the net present value of the
expected profits of a business. Generally spealtirggdiscount rate or capitalization
rate may be defined as the yield necessary tochtirevestors to a particular
investment, given the risks associated with thetstment.

In DCF valuations, the discount rate, often annestie of the cost of capital for the
business are used to calculate the net preserd vék series of future cash flows. On
the other hand, a capitalization rate is appliedhgthods of business valuation that
are based on business data for a single periachef t

There are several different methods of determitiegappropriate discount rates. The
discount rate is composed of two elements:
(1) the risk-free rate, which is the return that anester wants from a secure,
practically risk-free investment, such as a highlidy government bond;
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(2) a risk premium that compensates an investor forldlael of risk associated
with a particular investment in excess of the fige rate.
Most importantly, the selected discount or capttion rate must be consistent with
the profits to which it is to be applied.

Capital Asset Pricing Model (*“CAPM”)

According to Hitchner (2003) the Capital Asset PigcModel ( CAPM) is another
method of determining the appropriate discount iatedusiness valuations. The
CAPM method derives the discount rate by addingkapremium to the risk-free rate.
In this instance, however, the risk premium is wisdi by multiplying the equity risk
premium times a “beta,” which is a measure of sfaage volatility. Beta is published
by various sources, particular industries and congsa Beta is associated with the
systematic risks of an investment.

One of the criticisms of the CAPM method is thattdis derived from the variance
of prices of publicly-traded companies, which aszwlikely to differ from private
non-public companies in their capital structuresjecification of products and
markets, access to credit markets, size, managemegtit, and many other respects.
Where private companies can be shown to be suitlgisimilar to public companies,
however, the CAPM method may be appropriate’ (Hieah 2003).

Weighted Average Cost of Capital (WACC)

The weighted average cost of capital is an apprtaclketermine a discount rate. The
WACC method determines the company’s actual costapital by calculating the
weighted average of the company’s cost of debtcastl of equity. The WACC must
be applied to the company’s net cash flow to irse@stquity. One of the problems
with this method is that the valuator may chooseatioulate WACC according to the
subject company’s existing capital structure, therage industry capital structure, or
the optimal capital structure. This has negativituemce on the objectivity of the
approach.

Build-Up Method

The Build-Up Method is a well known recognized nuetlof determining the after-
tax net cash flow discount rate, which in turn geelthe capitalization rate. This
method is called a “build-up” method because ithis sum of risks associated with
various classes of assets. It is based on theiplenthat investors would require a
larger return on classes of assets that are mske. rThe first element of a Build-Up
capitalization rate is, like other discount rateke risk-free rate, which is the rate of
return for long-term government bonds. Investor® why stocks at the stock market
require a larger yield because they are more tiis&p long-term government bonds.
The next element of the Build-Up method is the gqusk premium. For identifying
the value of the company, the long-horizon equii premium is used because the
life of the company is presumed to be infinite. Buen of the risk-free rate and the
equity risk premium yields the long-term averagekatrate of return on large public
company stocks.

Further more, there are discounts based on maikstand lack of control.

Discount for lack of control
The first discount that must be considered is iseadint for lack of control, which is
also called a minority interest discount. Minoritiyerest discounts are the opposite of
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control premiums. The most common source of dagarteng control premiums is

the Control Premium Study, published annually byrdéestat since 1972. Mergerstat
defines the “control premium” as the ‘percentagéetence between the acquisition
price and the share price of the freely-traded ipusthares five days prior to the
announcement of the M&A transaction’.

Discount for lack of marketability

Another factor to be considered in valuing clogde®yd companies is the marketability

of an interest in such businesses. Marketabiliyeined as the ‘ability to convert the

business interest into cash quickly, with minimwemsaction and administrative costs,
and with a high degree of certainty as to the arotinet proceeds’ (Gaughan, 2000).
Usually there is a cost and a time lag that caads®ciated with locating interested

buyers of privately-held companies. All other fastdeing equal, an interest in a

publicly traded company is worth more because rié&lily marketable. Therefore, an

interest in a private-held non-public company isrtiwvdess because no established
market exists

3.1.3 Asset-Based Techniques

The basis of asset-based analysis is that a bgsisesgjual to the sum of its assets.
The asset technique to business valuation is basede principle of substitution: an
investor will not pay more for the assets thancbst of procuring assets of similar
economic value. The adjusted net book value methedther objective, which is in
contrast with other income-based approaches whecjuire the use of subjective
capitalization or discount rates. The value of empany’s intangible assets, such as
goodwill, is generally impossible to determine ap@om the company’s overall
value. For this reason, the asset-based approaudt the best method of determining
the value of going business concerns. In thesescHse asset-based approach gives a
result that is probably less than the fair marletie of the business.

3.1.3.1 Normalization of financial statements

Several normalization adjustments should be madénamcial statements before a
valuation according the asset-based approach ferped. According to Gaughan
(2000) the most common normalization adjustmentk iféo the following four
categories:

Comparability AdjustmentThe valuator may adjust the subject company’snitred
statements to facilitate a comparison between thigiest company and other
businesses in the same industry or geographic ibocaifhese adjustments are
intended to eliminate differences between the wat published industry data is
presented and the way that the subject companya idgpresented in its financial
statements.

Non-operating Adjustmentét is reasonable to assume that if a business sa@ckein

a hypothetical sales transaction (which is the tgug premise of the fair market
value standard), the seller would retain any asedtich were not related to the
production of earnings or price those non-operatisgets separately. For this reason,
non-operating assets (such as excess cash) aryusirainated from the balance
sheet.
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Non-recurring AdjustmentsThe subject company’s financial statements may be
affected by events that are not expected to rasceh as the purchase or sale of assets,
a lawsuit, or an unusually large revenue or expeiiBese non-recurring items are
adjusted so that the financial statements will dretteflect the management’s
expectations of future performance.

Discretionary Adjustmentsfhe owners of private companies may be paid aanee
from the market level of compensation that siméaecutives in the industry might
command. In order to determine fair market valug bwner's compensation,
benefits, perquisites and distributions must beustdd to industry standards.
Similarly, the rent paid by the subject businegsstiie use of property owned by the
company’s owners individually may be scrutinized.

3.1.4 Market Techniques

Damodaran (1996) mentions “that in a free marketstilpply and demand forces will
drive the price of business assets to a certainil@gum” . This is the economic
principle of competition, which is rooted in the met technique to business valuation.

Buyers are not willing to pay more for the busineswd the sellers are not willing to
accept less, than the price of a similar firm. Tierket price of the stocks of publicly
traded companies in the same line of businesspeaa valid indicator of business
value. The largest problem lies in identifying canges which can be compared with
the subject company. It is more difficult to buysall stocks from a private company
than it is for a public company. Therefore its wala considered to be lower than a
market-based valuation would give.

3.1.4.1 Fair Market Value
“Fair market value” (FMV) is a standard of measgribusiness value. In this
paragraph the definitions from the American IRS teFASB will be discussed.

The American IRS (Internal Revenue Service) defiRBB/ as ‘the price at which
assets would change hands between a buyer ankbavaeén the former is not under
any compulsion to buy and the latter is not unegr @mpulsion to sell, both parties
having reasonable knowledge of relevant facts’.

The Federal Accounting Standards Board utilizesténen "Fair value" (FV). FASB
revised its definition of FV in 2006 to reflect tipeice that would be achieved in an
orderly transaction between market participantthe most advantageous market for
the asset (FASB, 2006)

The fair market value standard uses several assamsptincluding the assumptions
that the purchaser is cautious and rational bobisnotivated by:
- any synergistic or strategic influences;
- that the business will continue as a going conaard will not be
terminated;
- that the transaction will be conducted in cashquivealents;
- that the parties are willing and able to perfore ttansaction.
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These assumptions probably do not reflect the otircenditions of the market in
which the business might be sold. However, theswlitons are assumed because
they yield a uniform standard of value, after applygenerally-accepted valuation
techniques, which allows meaningful comparison lketw businesses which are
similarly situated (Mercer, 1999).

3.1.5 Conclusion

There are many ways of appraising a business, arahyone might imagine, each
technique calculates a different value for eachinass (Copeland et al., 2003).
Income approaches and the Asset based approatieameost popular techniques for
SMEs. According to valuation theory and from a hass-economics point-of-view,
the DCF-method captures all elements of value Isscat looks at the current
situation and uses a forecast for future cash flbwe future cash flow is discounted
at a rate that reflects the riskiness of the cdsiv.fThe discount is calculated
according to the CAPM-method, WACC-method or BuidMethod. According to
finance specialists the DCF-method is difficultuge in difficult economic cycles or
in turbulent business sectors because it is vdfiguli to forecast a reliable cash flow
(Trout, 2000; Copeland et al., 2003).

The accounting approach uses the history in easrang looks at accounting earnings
of the business. These earnings are multiplied thgh‘Price-to-Earnings ratio of P/E
ratio”. Based on the way the accounting approactksvid can be said that only this
years and next years earnings matter. It doesaketa look into the future.

The theory on the Asset based approach says thatvalue of asset-based analysis a
business is equal to the sum of its parts”. Pasgibbfits are not included in this
calculation. Therefore, in practice goodwill is addo the value of the business. The
term will be further elaborated in the followingrpgraph.

3.2 Goodwiill

Goodwill is an accounting term used to reflect pogtion of the market value of a
business entity not directly attributable to itseds and liabilities; it normally arises
only in case of an acquisition. It reflects theligbiof the entity to make a higher
profit than would be derived from selling the taslgiassets. Goodwill is also known
as an intangible asset (Trout, 2000).

3.2.1 Business Goodwill vs. Personal Goodwill

Goodwill can be separated into two different kirmfsgoodwill, namely Business
Goodwill and Personal Goodwill (KvK Nederland, 2008

Personal Goodwiltonsists of the training and experience of theasvari the business.
The intangible qualities that spring from such lzaokinds are the personal ability
(the expertise) of the owner, the contacts andrépeitation of the owner, which
added together give the business its value. Begaersenal goodwill is connected to
the entrepreneur it is difficult to hand over dgrinusiness transfer.

Business Goodwillconsists of the business records and customertcfies, a
location and a trained staff fully in place — allvehich are important. Other factors
are advanced products, intellectual property ragid having an advantage within the
market. Concluding, Business Goodwill consists usibess related factors which can
give the company an edge on the competition.
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Personal Goodwill and Business Goodwill also hageirifluence on the multiplying
factor which is a basis for calculating goodwilh paragraph 4.2.2 a further
elaboration is made on how goodwill is calculated.

3.2.2 Calculating Goodwill

Goodwill is calculated by amortizing excess profiesxcess profits are forecasted
profits after takeover minus a compensation for Hisor of the entrepreneur and
minus a compensation for the investment of the iaequThese excess profits are
multiplied with a factor between 1 and 6. This ¢ads based on the amount of years
that the excess profits can be realized. The fastibibe higher when risks towards

profit expectation become lower. Very important dhe personal and business
goodwill of the company, which are discussed irageaph 3.2.1.

3.3 Criticism from a Family firm Point-of-View

To date, the research on business valuation hegelaapplied neoclassical models
and theories, which solely consider economic (for@h issues and exclude
nonfinancial concerns’ (Lubatkin, 2005). In otheords, the research so far has
characterized big publicly held businesses the sawesmall privately owned
businesses. This one-sided perspective risks igmamportant issues’ (Lubatkin,
2005). According to Astrachan (2008) A broader ‘.fimidon of what “value” is to a
family business owner should be made by arguingithacludes both financial and
nonfinancial (emotional) components and that likaricial components, nonfinancial
considerations can both add to and detract fronbtistness’s value from the owner’s
perspective.’

According to Astrachan (2008) Literature shows tlatrepreneurs and owners of
privately held businesses (LeCornu, Richard, McMwaltrsaith, & Stanger, 1996 in
Astrachan (2008)) often have both financial and fimamcial goals for their
businesses and consequently have ‘a differentyutilnction that comprises financial
and nonfinancial components’ (Anderson & Reeb, 2B0Bstrachan (2008)). Apart
from financial goals, which include increases imiggvalue, dividends, and financial
private benefits, a privately held business ownetity from a business can also
comprise nonfinancial goals, which can relate te thusiness (Abdel-Maksoud,
Dugdale, & Luther, 2005), to the family (Chrismadhua, & Zahra, 2003), or to
himself or herself (Khatri & Ng, 2000).

According to Kaplan & Norton (1992) only nonfinaacbusiness goals are discussed.
In contrast, Zellweger (2006) mentions that ‘noafinial family and private goals
that are established by family business owners rarely analyzed’. However,
according to family firm researchers these (nom)icial goals are very important in
understanding the total business value from a fafinth perspective. (LeCornu et al.,
1996).

3.3.1 Financial Value

The DCF-method assesses the value of businesy éguitiscounting expected future
cash flows with the appropriate discount rate. Weéghted average cost of capital
(WACC) calculates the discount rate by consideengity cost of capital and debt
costs, as well as the tax rate. The equity costapital is usually calculated by the
capital asset pricing model (CAPM). CAPM assumed thvestors are diversified
because of the portfolio theory (Markowitz, 1952dacalculates the cost of equity
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based on the risk-free interest rate and the lBrtaley &Myers, 2000). However, for
privately held businesses, this approach offersrséyproblems:

(1) there is no beta for private businesses (Astrac208);

(2) family business owners are usually not diversifiegestors (Wright, Ferris,
Sarin, & Awasthi, 1996) as their wealth is usudky up in one business; and

(3) nonfinancial goals are not considered in valuafsstrachan, 2008).

Therefore, it is questionable if such an approagh adequately reflect a family
business owner’s perspective and be used for hielodecision making or business
valuation. Floren (2005) adds to this that:

(1) current valuation techniques are not trustworthgpugin because the future
cannot be predicted and there is a big varietyaloutating value;

(2) Current valuation techniques are lacking when ecooaycles are unstable,
during strong growth the valuation is too high,idgreconomic rough times
valuation is too low;

(3) the emotional value that family owners attributetteir company is ignored.

3.3.2 Nonfinancial Values

Demsetz and Lehn (1985) mention that nonfinancalies can be important for
instance for the media and sports sectors. AccgrthinEhrhardt and Nowak (2003)
reputation plays a large role in privately held ibasses for business decisions.
However according to Astrachan (2008), for measguprivate benefits with existing
methods, only measurable, financial private besddite considered. Nonfinancial
private benefits in privately held (family) busises can, for example, refer to

(1) an investment in a long-range project enhancingodppities for future
family generations that may not make sense from uaelp financial
perspective, but that serves to increase the f&andyerall utility (Fama &
Jensen, (1983) in Astrachan (2008));

(2) investments diversifying business activities inesrtb lower total risk, but that
are at the same time not value driven (Demsetz kaldnga, (2001); Maug,
(1998) in Astrachan (2008));

(3) investments in brands or sectors that bring a hegutation to the family
(Demsetz & Lehn, (1985); in Astrachan (2008));

(4) family business owners who hold steadfast in tiheluctance to divest the
business portfolio of a particular business unyitsent because, for example,
the founding grandfather or great-grandfather athtihe company in this line
of business, expressing legacy value (Sharma & Kddty, (2005) in
Astrachan (2008)) ;

(5) Family business owners who continue to employ warkm a certain
community even though “outsourcing” would be morehcially beneficial
(Astrachan, (1988); Wright et al., (1996) in Astran (2008)).

All examples emphasize that in addition to a finahappraisal, there often seems to
be a nonfinancial valuation of investments andtas$&hereas previous literature has
analyzed financial private benefits and shown tihelevance, nonfinancial (private)
benefits are difficult to measure and have thusived less attention.

3.3.3 Nonfinancial costs
In addition, a family firm does not only have nav@ncial values, they also have
nonfinancial costs. Negative emotions can be due to
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(1) conflicts (Levinson, 1971);

(2) rivalry between family members (Grote, 2003);

(3) stress within the family (Narayanan, Menon, & Spect999).
These negative emotions can negatively affect legsirprocesses, group dynamics,
and business performance (Pelled, Eisenhardt, & X899 in Astrachan (2008)).
Negative emotions can also result from not achggaals. In privately held family
businesses, such emotional costs can consequentlyebted because, for example,
nonfinancial family goals are not achieved withire tbusiness. Examples of such
negative emotions might include jealousies or cosflthat emphasize a lack of
satisfaction of family or individual needs and ocemqsently would be reflected by
negative emotional results. It should be noted{ thase negative emotions could
have negative influence on family business valuatio

3.3.4 Limitations

First of all, the influence of owning families ondinesses adds a “softer,” emotional
component to the business. However, in most piiateld businesses, financial

profits form the basis for the overall utility ofie owners. Only after considering
financial profits, are changes to financial bussngalue with respect to emotional
returns and emotional costs made. And how importathiat “softer” emotional value

for the future acquirer of the company.

Second, future research is needed in order tondigsh between privately held

business types where financial components are nmopertant than nonfinancial

components and vice versa.

Third, when focusing on emotional value, one othen answered question is how
emotional returns and costs can be added, howdialamalue and emotional value
can be added, and how the latter two might effacheother. It is off course possible
that emotional value is incorporated in currentuasibn techniques, because
emotional value has influence on finance (for exiantipe debt/equity ratio).

Fourth, several conclusion which are made by faniilyn scientists are not

specifically about family firms, but are also applle for SME’s. Aspects like no

beta for private businesses, a lot of emphasishenfuture with certain business
valuation techniques and stress are not family §pacific.

3.3.5 Conclusion
In conclusion, the literature shows that:

(1) nonfinancial business goals are not taken into wutcaluring business

valuation;

(2) emaotions play a big role in determining (monetalggisions;

(3) To determine value of these nonfinancial goalsffgdit
As conclusion it can be said that from a familyrfipoint-of-view there is a need for a
new valuation technique which is suitable for d@ieing the value of financial and
nonfinancial goals within a family firm.

3.4 Conclusion

In this chapter theory on current valuation teche&and its limitations have been
discussed. In paragraph 3.3 a review has been wmadble limitations on current
research from a family firm point-of-view.
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Q1.3: What are the most common business valuatidmiques and what are its
limitations?

Three different techniques are commonly used innegs valuation: the income

technique, the asset-based technique, and the madteique (Reilly & Schweihs,

2000). An accountant usually uses a combinatioallofechniques to determine the
value of a business.

First, the income techniqueuses several different approaches, including the

accounting approach, discounted future cash flopggaach (DCF), and the excess

earnings method (which is a hybrid of asset andnme approaches). Most of the

income techniques consider the subject compang®ical financial data; only the

DCF method requires the subject company to proprdgected financial data. There

are several different methods of determining therepriate discount rates. The

discount rate is composed of two elements:

1) the risk-free rate, which is the return thatimrestor would expect from a secure,
practically risk-free investment, such as a highlidy government bond;

2) arisk premium that compensates an investathrelative level of risk associated
with a particular investment in excess of the fige rate.

Important related tools to compose a discount ete CAPM, WACC and the

BuildUp-method.

Second, the basis of tlsset-based techniqugethat a business is equal to the sum of
its parts. That is the theory underlying the a$sested techniques to business
valuation. The asset technique to business valuatobased on the principle of
substitution: no rational investor will pay more the business assets than the cost of
procuring assets of similar economic utility. Ietbompany is well-managed and has
positive profit prospects, then often extra gootusl paid. Goodwill consists of
personal and business goodwiill.

Third, themarket technigueDamodaran (1996) mentions “that in a free matket
supply and demand forces will drive the price ofsihess assets to a certain
equilibrium” . This is the economic principle of mapetition, which is rooted in the
market technique to business valuation.

Buyers would not pay more for the business, andsétiers will not accept less, than
the price of a comparable business enterprise. ket price of the stocks of
publicly traded companies engaged in the same simaar line of business, whose
shares are actively traded in a free and open marke be a valid indicator of value.
For non-public companies like most family firms ,aitee market approach is difficult
to apply because the value of assets is difficuttdtermine.

Q1.4: What are the limitations of current researabcording to family firm
researchers?

From a family firm point-of-view there is criticisman current valuation techniques,
because nonfinancial goals are not taken into densiion. Nonfinancial goals can be
split up nonfinancial values and nonfinancial cogtamily firms are presumed to
have more nonfinancial values and nonfinancial sodtan nonfamily firms.
Astrachan (2008) and Fléren (2005) state that a wewation technique should be
composed for valuating family firms with nonfinaakgoals.
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Chapter 4. Competitive Advantages and Disadvantages

In this chapter the (dis-)advantages of a famifynfover a nonfamily firm will be
dealt with. In the past many studies have beeropedd on the (dis-)advantages that
a family firm over nonfamily firm characteristicéccording to Habbershon &
Williams (1999) ‘a review of the literature subdiates the potential that they have
for competitive advantage and superior firm perfance.’

In the first paragraph a literature review on tles&urce Based View has been given.
This strategic management concept deals with adgastthat has characteristics that
are: valuable, rare, non imitable and non subatilet When the advantages satisfy
these characteristics they may be called a commetddvantage. In the second
paragraph a review has been made on current literain advantages of the family
firm over the nonfamily firm. In the'3paragraph a review has been made on current
literature on the disadvantages of the family fower the nonfamily firm.

In this chapter the following research questior & answered:
Q1.5: What are the (dis-)advantages of a family faver a nonfamily firm?

4.1 Introduction

The resource based view perspective is used t@aiexpbw enhanced performance of
resources can be obtained through an acquisitibe. RBV concentrates on those
aspects that enable firms to gain a competitiveaathge (Barney, 1991). The
fundamental principle of the RBV is that the basisa competitive advantage of a
firm lies primarily in the application of the bumrdbf valuable resources at the firm’s
disposal (Wernerfelt, 1984; Rumelt, 1984). To tfama a short-run competitive
advantage into a sustained competitive advantageires that these resources are
heterogeneous in nature and not perfectly mobilarr(®y, 1991; Peteraf, 1993).
Effectively, this translates into valuable resogrtieat are neither perfectly imitable
nor substitutable without great effort (Hoopes, 20Barney, 1991). If these
conditions hold, the firm’s bundle of resources easist the firm sustaining above
average returns.

The RBV suggest that an acquisition represents tharethe transfer of ownership of

a collection of physical assets and market positiBarney, 1991). Instead an

acquisition may be better understood as a protedsotings together the distinctive

combinations of resources, routines, capabilitteganizations and dominant logics

that defined two previously separate organizati@esveral aspects are very important
in the RBV perspective; the role of managers indaeelopment and deployment of

resources (Amit and Shoemaker 1993; Barney 199d)the relationship between

resources and the scope of the firm (Markides anidlawison 1996; Prahalad and

Hamel 1990). In most cases it are not the resouhsesselves that are inputs into the
production process but rather it are the servited these resources can render.
Services yielded by resources are a function ofwhg in which the resources are
used; if exactly the same resources are usedfferaht purposes or in different ways

or in combination with other resources they provalalifferent service or set of

services.
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The value of different resources affects the boundiecisions of a firm (Barney,

1991). Firms try to retain in-house activities thake advantage of their strategic
resources. Strategic resources of a firm have inectaaracteristics; the RBV theory
stipulates these characteristics. According to RiBY a resource has to have the
following four characteristics in order to achiestestained competitive advantage:

Valuable

By definition, valuable resources generate highrret. A resource must enable a firm
to employ a value creating strategy, by either edgzming its competitors or reduce
its own weaknesses (Barney, 1991).

Rare

Unless the resource is valuable, competitive adggntioes not arise. If the resource
is not rare, competitors are able to obtain it.réfee, to be of value, a resource must
be by definition rare (Barney, 1991).

Non imitable

Strategic resources are difficult to imitate, thdds value to the resource (Barney,
1991). An important underlying aspect of the nontalvle characteristic is causal
ambiguity, which occurs if the source from whickiren gains competitive advantage
is unknown (Peteraf, 1993). If the resource in tjaess knowledge based or socially
complex, causal ambiguity is more likely to occsitlaese types of resources are more
likely to be specifically belong to the firm it ca® from (Peteraf, 1993).

Non substitutable

Even if a resource is rare, potentially value éngaaind imperfectly imitable, another
important aspect is lack of substitutability (Barn#991). If substitution is possible, a
competitive advantage cannot be sustained. If ctitope are able to counter the
firm’s value creating strategy with a substitutes resource is less valuable because
prices can be driven down.

Acquisitions may be interpreted, within the reseubased perspective, as a search for
partners with complementary resources and capabilitThese complementary
resources and capabilities can be leveraged wiblsetlof the acquirer to create
enhanced competitive advantage of both firms. Tleenmnesources a firm has that
fulfill these characteristics the more competitibés firm is. By acquiring another
company that has resources with these charactsrighe firm increases its
competitive advantage. The resource based pergpedgws an acquisition as an
opportunity to acquire a bundle of resources odrgdt firm that may be combined
synergistically with resources from the acquirgdhfto create added value (Harrison
et al. 1991). If such an acquisition creates snatde added value it has to contain the
previously mentioned characteristics. These contbal@aracteristics enable a firm to
protect a competitive advantage and can be strengthby acquiring these types of
resources (Barney, 1991). The resource based thekeg the specific sources of
value creation and determines if these sourceseatly driving towards competitive
advantage.
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4.2 The Resour ce Based View and the Family Firm

Habbershon & Williams (1999) did extensive reseasohthe (dis-)advantages of a
family firm over a nonfamily firm. In this paragra@m overview is given on their work.
Over the past 15 years, the field of family busingtsidies has evolved significantly in
understanding how family firms are different frontheér businesses in both their
organizational composition and performance cagadsli Notable contributions have
been made in ‘identifying the systemic nature ofifg firm behavior’ (Davis & Stern,
1980; Lansberg, 1983;), in describing the ‘psycbmal and process aspects of
system interactions’ (Ackoff, 1994), in ‘delineajithe dual characteristics of family
and business as a source of both benefit and distatye’ (Tagiuri & Davis, 1996)
and in ‘noting the distinctive operational and aume capabilities of family
companies’ (Moscetello , 1990).

Negative headlines keep capturing the public/snatte. Despite that, the family
business literature is filled with more positivesadions that family firms have
performance advantages over nonfamily firms. Brpatthey are more likely to
succeed than any other kind of business’ (AstracB@08), according to Brokaw
(1992) family firms have ‘unparalleled competitizdvantage’. Moreover, the family
firm is ‘the ultimate long-term investor (Dreux,990) and a model for ‘future
business success’ (Aronoff & Ward, 1995).

Habbershon & Williams (1999) state that ‘To datee dvantages of family firms
have been presented primarily in a descriptive itashvith broad theoretical and
anecdotal support that cuts across traditional exoad disciplines. A review of the
literature substantiates this descriptive emphasisthe unique characteristics of
family business and the potential that they hawe dompetitive advantage and
superior firm performance.’

Ward (1988) mentions that family firms are desdlilaes ‘having a unique working
environment that fosters a family-oriented workpland inspires greater employee
care and loyalty’. According to Donckels & Frohli¢h991) family firms ‘pay higher
wages to employees when compared to other SMEs”*laank the ability to bring out
the best in their workers’ (Moncetello, 1990). Aating to Goffee & Scase family
firms have ‘more flexible work practices for theamployees’, have ‘lower
recruitment costs, lower human resource costsaamdaid to be more effective than
other companies in labor intensive businesses’dtiag & Moskowitz, 1993).

Family members have also been described as ‘masduptive than nonfamily
employees’ (Rosenblatt, deMik, Anderson & Johnst®85). They have a ‘family
language’ that allows them to communicate morecieffitly and exchange more
information with greater privacy. ‘Family relatidnips usually are more loyal,
increase motivation, and increase trust’ (TagiubD&vis, 1996).

Overall, it can be said that family firms have ‘ane trustworthy reputation’ (Tagiuri
& Davis, 1996; Ward & Aronoff, 1991), and ‘decisiomaking tends to be centralized
among top family members, which decreases managdernests and increasing the
flexibility and profits of the firm’ (Goffee & Scas 1985; Tagiuri & Davis, 1996).

It has been asserted that the ‘concentration ofesha family management hands
leads to a strong sense of mission, well-definedg)fi@rm goals, a capacity for self-
analysis, and the ability to adapt to major changébhout losing momentum’
(Moscetello, 1990). Because family members aregpely involved with the family
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firm means that ‘family business are more creati®ervin, 1997) and ‘pay more
attention to Research & Development then other S\Mard, 1997).

According to Moscetello (1990) ‘family firms makeegter commitments to their
missions, have more of a capacity for self-analyarsd less managerial politics’.
According to Lyman (1991) family firms tend to ‘ehmsize personal and family
values over corporate values and are known for théegrity and commitment to
relationships’.

According to Aronoff & Ward (1995) family firms arenore efficient because
‘Positive customer perceptions of family ownershipd relationship-based business
interactions within and between organizations ereatakeholder efficiencies’.
According to Lyman (1991) family firms reputatioa higher and the relationship
with customers, suppliers and stakeholders aregstorThere is an advantage in
customers ‘speaking to the family in charge andvwkng the person whose name is
on the door’ (Brokaw, 1992).'Internationally, fagicompanies that share common
family values across cultures can bridge cultueatibrs more effectively’ (Swinth &
Vinton, 1993).

According to Aronoff & Ward (1995) family firm obgtives and strategies are said to
be ‘inseparable, which creates a more acceptablgron strategy and commitment
to fulfill it’. In a research by Dreux (1990) fampifirms were found more responsive
to ‘changes in the business environment’ and, spordingly, therefore are less
susceptible to negative downturns’ (Donckels & Haobh 1991). According to
Johnson (1990) family firms have a ‘strategic adaga because competitors do not
have access to information or financial conditioot’the family firm because it is
privately owned.

Regarding financial performance, According to des¢her et al (1995) family firms
are described as ‘having patient capital’ and haee‘capacity to invest in long-run
return opportunities rather than quarterly retumguirement’ (Dreux, 1990).
Additionally, according to Donckels & Frohlich (18P family firms ‘place an
emphasis on company growth potential over shont-tgales growth’ and ‘because of
their long-run view, family firms are less reaetito economic cycles’ (Ward, 1997)
and ‘have lower cost of capital’ (Aronoff & Ward9d5).

Also, according to McConaughy et al ((1995) in Astran 2008) ‘publicly held
family firms have been described as having highefippmargins, faster growth rates,
more stable earnings, and lower dividend. Additignafamily firms have lower
debt/equity levels’ (Gallo & Vilaseca, 1990) whintakes family firms less sensitive
for downturns.

It is safe to say that family firms have severaVadages over nonfamily firms.
Evidence of their dominant economic and social rouations worldwide is being

substantiated in other business literature (Shafk&strachan, 1996). In table 4.1 an
overview is given of the discussed literature.
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Competitive Advantages Family Firm

Human Capital

Family Business more creative (Pervin, 1997)

More responsive to changes in business environment (Dreux, 1990)

More trusting (Tagiuri & Davis, 1996)
Family members more productive (Rosenblatt et al., 1985)
Flexible work practices (Goffee & Scase, 1985)
Making quick decisions (Ward, 1997)

Family firms work in a way that maximizes flexibtyi (Poza et al., 1997)
More employee care and loyalty (Ward, 1988)

Organizational Capital

More attention to R&D (Ward, 1977)

Less likely to have a formal code, more role modgli (Adams etal., 1996)
Better management on capital structure (Monsen, 1969)

Share values across cultures and bridge barrieremaickly (Swinth & Vinton, 1993)
Decision-making centralized, increasing efficienayd effectiveness (Tagiuri & Davis, 1996)
Place emphasis on growth potential over short-tgnmwth (Donckels & Frohlich, 1991)
Less reactive to economic cycles, more consistent a(@y 1997)

More long-term view (Porter, 1992)

No obligation to produce quarterly reports (Dreux, 1990)

More attention to brand name development (Ward, 1997)

Lower debt/equity levels (Gallo & Vilaseca, 1996)

Process C apital

More likely to getinvolved in environmentally fmelly strategies (Post, 1993)

Competitors have little information on operationsdafinancial conditions (Johnson, 1990)

Pay higher wages than other SME's (Donckels & Frohlich, 1991)
Build global alliances with other family firms (Ward, 1997)

Physical Capital
Patient Capital (De Visscher et al., 1995; Dreux, 1990)
Lower cost of Capital (Aronoff & Ward, 1995

Table 4.1: Competitive Advantages of the familpfiiabbershon & Williams, 1999)

4.3 Disadvantages of the Family Firm

Besides all the competitive advantages, a famiiy falso has disadvantages. These
disadvantages will be discussed in this paragraph.

- Lack of communication and transparerf&ompernolle, 2002).

- Conflicts between family members have a very nggatfluence on business
performance (Donckels, 1998).

- Emotional issuesThe family firm is a cohesion of family ties bdsen
emotions. This could lead to serious problems @fA@& Weijers, 1996).

- Financial Pressuré family firm is often used just for generating eacome
for other family members who do not substantiatiytcibute to the business
performance (de Vries, 1996).

- Knowledge A family firm is often led by one CEO, who oftelmesn’t have
all the knowledge which is needed for running ef(Donckels, 1998).

- LeadershipOften happens with"2 or 3¢ generation successors who are not
really capable in handling a firm (Fléren & Weijei996).

- SuccessionTo find a suitable successor for the firm is agjrprocess. Next
to obvious management problems also emotional pnabliplay a role (Fl6ren
& Weijers, 1996), also because weak spots of then fbecome clear
(Compernolle, 2002)

- Paternalism/Autocracy.Most CEOs have a dominant character. Most
companies with a dominant CEO are conservative teaditional. It may
become secluded from the outside world and neglbetglopments. Such a
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business climate is not favorable for changes amd tould endanger
continuity of the family firm (de Vries, 1996).

- Lack of planningCompernolle, 2002)

- Rigidity. Family firms tend to hold on traditions without osfing the
willingness to change. Fundamental changes mayecemrsimercial risks but
may also cause the internal philosophy to chantjedir & Weijers, 1996).

- Tension. Ownership interests and family interests are arcgowf tension
(Donckels, 1998).

- Obtaining capital. Nonpublic companies often have difficulties obiagn
capital because of the lack of financial possie#it Moreover, family firms
are not willing to obtain capital from external soes. They feel that they
could lose the company when obtaining too much taagrom external
sources. When the capital comes from internal ssurihis could have
influence on other important projects or causeficiehcy (Fléren & Weijers,
1996).

- Confusing business moderhe business model of the family firm is often
confusing and chaotic. Authority and responsibilgyften not clearly defined
(de Vries, 1996).

Besides having several competitive advantagesfamm#ly firm also has some
disadvantages. When a family firm is acquired bynaestor great care should be
given to reduce influence of those disadvantages.

4.4 Conclusion

In this chapter several advantages and disadvant#ge family firm are elaborated.
Extensive research has been performed in orderaio gerspective on these
advantages and disadvantages. It should be notgdirthcurrent research more
emphasis has been given on advantages of the familythan on the disadvantages
of the family firm. The following research questibas been answered:

Q1.5: What are the (dis-)advantages of a familgjfover a nonfamily firm?
The advantages have been categorized into fowgrdiif categories (Habbershon &
Williams, 1999):
Human Capital:family firms are perceived to be more flexible agfficient then
nonfamily firms. Especially family employees temdtork harder and management is
more trusting. Employee care is important in thaifa firm which gives the family
firm an advantage to a nonfamily firm.

Organizational CapitaFamily firms are often non-public and put more éags on
long-term growth then on short-term growth. Fanfitgns tend to be less reactive to
economic cycles because they have lower debt/ebpvigys.

Process CapitaFamily firms tend to pay higher salaries then ptBRIE’s. They are
more likely to create global alliances with othamily firms and competitors often
does not have information on daily operations efcbmpeting family firm

Physical CapitalFamily firms tend to have more patient capitahthenfamily firms,
family firms wait till the best opportunity. Becaugamily firms are more cautious in
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lending money they have lower debt/equity leveiss tneans they are less sensitive
to downturns, which is in line with being less r@aeto economic cycles.

Family firms also have several disadvantages, thet nmportant disadvantages of
family firms are:

- Obtaining capital. Nonpublic companies often have difficulties obiain
capital because of the lack of financial instrursemoreover, family firms
are not willing to obtain capital from external soes. They feel that they
could loose grip on the company when obtaining teaoch capital from
external sources. When the capital comes fromnatesources this could have
influence on other important projects or causeficiehcy (Fléren & Weijers,
1996).

- Emotional issuesThe family firm is a cohesion of family ties bdsen
emotions. This could lead to serious problems @@ Weijers, 1996).

- Confusing business modelrhe business model of the family firm is often
confusing and chaotic. Authority and responsibilétyften not clearly defined
(de Vries, 1996).

- Leadership.A lack of leadership often happens with 2r 3% generation
successors who are not really capable in handliigmaly firm (Floren &
Weijers, 1996).

Concluding it can be said that the valuation teghej goodwill and competitive

advantages and disadvantages have an influencbheoBusiness Value. However,
according to several researchers from the famity there is also a more “softer” side
of business value. These emotional and psycholbggects should also be taken
into account when transferring a family firm.
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Chapter 5: Theoretical framework

Up until this point a considerable amount of infatran has been uncovered with
regard to family firm business transfer, busineskiation techniques, and the (dis-
)advantages of a family firm over a nonfamily firfthis chapter will seek to capture
the essence of the previous chapters, which wsliiten the design of a theoretical
framework. In order to construct this theoretiqainiework, several conclusions will
be drawn with regard to the previous chapters.

5.1 Conclusions

Q1.1: What is emotional value and what are the most important aspects of
emotional value?

Emotional Value is a term that is fairly new, tHere there has not been much
research conducted on this phenomenon. From aciadgroint-of-view Floren (2005)
states that there are big price differences betvemily business transfers within the
family and family business transfers outside thmilia CEQO’s of a family firm often
want to give their children an advantage, and thellcompany for a price which is
below the financial value, the family firm is oftaold for a fiscal value. However,
Floren (2005) and Astrachan (2008) also state whn a family firm is transferred
outside the family, an emotional value should bel @a top of the financial value.
The most important reason for this is that curkehtiation techniques do not take the
emotional aspects into consideration. The most mapbemotional aspects are:

- Pride

- Retirement

- Justice to other family members

- Commitment

Ql12: What is the M&A process and what are the most important
psychological aspects during family firm businesstransfer?

Several studies have been performed which has gieearal M&A processes. Each
acquisition is different and it is therefore impb$s to conduct a basic model which
could be generally applied. Because this study desuon smaller family firms a
SME-view (Rock, Rock & Sikora, 1994) on the M&A pess is taken. The SME-
view has big resemblance with the 4 phases thatdéaKimmenade (2003) during
his study on psychological aspects during phasése acquisition. He defined four
phases during takeover, which each has differgthygdogical aspects;

1) Orientation Phase

2) Preliminary Phase

3) Negotiation

4) Post-Selling Phase
According to the study of van de Kimmenade (2008ré¢ are several important
psychological aspects that should be taken intowadcduring family firm business
transfer. One of the most important aspects areethployees, the CEO has a
psychological connection with the employees andfiaid of their future following
the takeover. Another important aspect are the gian place of business and
changing the name of the company. Most CEO’s adsee la connection with their
family business and are reluctant to changes. Almegrto Van de Kimmenade more
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emphasis should be given on these psychologicatcespduring the acquisition
process.

Q1.3: What are the most common business valuation techniques and what
areitslimitations?

Three different techniques are commonly used innegs valuation: the income
technique, the asset-based technique, and the madteique (Reilly & Schweihs,
2000). An accountant usually uses a combinatioallofechniques to determine the
value of a business.

First, the income techniqueuses several different approaches, including the

accounting approach, discounted future cash flopggaach (DCF), and the excess

earnings method (which is a hybrid of asset andnme approaches). Most of the

income techniques consider the subject compang®ical financial data; only the

DCF method requires the subject company to proprdgected financial data. There

are several different methods of determining therepriate discount rates. The

discount rate is composed of two elements:

1) the risk-free rate, which is the return thatimrestor would expect from a secure,
practically risk-free investment, such as a highlidy government bond;

2) arisk premium that compensates an investathrelative level of risk associated
with a particular investment in excess of the fige rate.

Important related tools to compose a discount ete CAPM, WACC and the

BuildUp-method.

Second, the basis of tlsset-based techniqugethat a business is equal to the sum of
its parts. That is the theory underlying the a$sested techniques to business
valuation. The asset technique to business valuatdobased on the principle of
substitution: no rational investor will pay more the business assets than the cost of
procuring assets of similar economic utility. Ietbompany is well-managed and has
positive profit prospects, then often extra gootusl paid. Goodwill consists of
personal and business goodwiill.

Third, themarket techniquéo business valuation is rooted in the economitaciple

of competition: “that in a free market the supphdademand forces will drive the
price of business assets to a certain equilibrigbgmodaran, 1996). Buyers would
not pay more for the business, and the sellersnatllaccept less, than the price of a
comparable business enterprise. The market priciteofstocks of publicly traded
companies engaged in the same or a similar litisihess, whose shares are actively
traded in a free and open market, can be a vatlttator of value. For non-public
companies like most family firms are, the markeprapch is difficult to apply
because the value of assets is difficult to deteemi

Q1.4: What are the limitations of current research according to family firm
resear chers?

From a family firm point-of-view there is criticisman current valuation techniques,
because nonfinancial goals are not taken into densiion. Nonfinancial goals can be
split up nonfinancial values and nonfinancial cogtamily firms are presumed to
have more nonfinancial values and nonfinancial sodtan nonfamily firms.
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Astrachan (2008) and Fléren (2005) state that a wewation technique should be
composed for valuating family firms with nonfinaakgoals.

Q1.5: What arethe (dis-)advantages of a family firm over a nonfamily firm?

Extensive literature research by various authossbdeen performed in order to gain
perspective on the advantages and disadvantadgesiy firms, with an emphasis on
the advantages of family firms (see table gdge 54).

The advantages have been categorized into fowsrdiif categories (Habbershon &
Williams, 1999):

Human Capital:family firms are perceived to be more flexible agfficient then
nonfamily firms. Especially family employees temdtork harder and management is
more trusting. Employee care is important in thaifa firm which gives the family
firm an advantage to a nonfamily firm.

Organizational CapitaFamily firms are often non-public and put more éags on
long-term growth then on short-term growth. Fanfitgns tend to be less reactive to
economic cycles and have lower debt/equity levels.

Process CapitaFamily firms tend to pay higher salaries then pBRIE’s. They are
more likely to create global alliances with othamily firms and competitors often
does not have information on daily operations efcbmpeting family firm

Physical CapitalFamily firms tend to have more patient capitahthenfamily firms,
family firms wait till the best opportunity. Becaugamily firms are more cautious in
lending money they have lower debt/equity leveiss tneans they are less sensitive
to downturns, which is in line with being less r@aeto economic cycles.

Family firms also have several disadvantages, thet nmportant disadvantages of
family firms are:

- Obtaining capital. Nonpublic companies often have difficulties obiagn
capital because of the lack of financial instrursemoreover, family firms
are not willing to obtain capital from external soes. They feel that they
could loose grip on the company when obtaining teaoch capital from
external sources. When the capital comes fromnatesources this could have
influence on other important projects or causeficiehcy (Fléren & Weijers,
1996).

- Emotional issuesThe family firm is a cohesion of family ties bdsen
emotions. This could lead to serious problems @@ Weijers, 1996).

- Confusing business modelrhe business model of the family firm is often
confusing and chaotic. Authority and responsibilétyften not clearly defined
(de Vries, 1996).

- Leadership.A lack of leadership often happens with 2r 3% generation
successors who are not really capable in handliigmaly firm (Floren &
Weijers, 1996).

Concluding it can be said that the valuation teghej goodwill and competitive
advantages and disadvantages have an influencéeobusiness value. However,
according to several researchers from the famity there is also a more “softer” side
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of business value. These emotional and psycholbggects should also be taken
into account when transferring a family firm.

5.2 Theoretical Framework

Emotional Value (par. 2.3)

. Pride

. Retirement

. Justice

. Commitment

Psychological Aspects during
family firm business transfer:

. Emotional connection with
employees

®  Preservation family name

. Financial pressure

. Etc.

(paragraph 2.4.4)

Criticism from Family Firm POV

(par. 3.3)

* Nonfinancial goals neglected

*  Valuation techniques not
transparent during unstable
economic cycles

. Emotional Value ignored

Business Valuation Techniques:
. Income Technique

*  Asset Based Technique

. Market Technique .
Moderating role on

Goodwill Business Value?

. Personal Goodwill
. Business Goodwill

Competitive Advantages of
family firm:

Human Capital (8) ~
Organizational Capital (11)
Process Capital (4)
Physical Capital (2)

(see table 4.1)

Disadvantages of Family Firm:
. Lack of communication

e  Lack of planning
. Emotional tensions
. Leadership issues

Figure 5.1: Theoretical Framework

In the previous chapters an overview has been gofete available literature. In
paragraph 5.1 the conclusions of the literaturaemevhave been composed. The
conclusions are presented in the theoretical framnlewr his framework is based on
the research framework presented in chapter 1.tlf@uthe framework is the
literature review as conducted in chapter 3, 4%nd the empirical part of this study
16 interviews will be performed with stakeholdehsterviews will be held with
family firms and with firms which have acquired anfily firm. Goal of these
interviews are to obtain more insight from a preadtiside on the field of family firm
business transfer and emotional and psychologgp¢cs and to determine if these
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aspects play a moderating role in business valuatiduring the analysis all
interviews will be analyzed and compared with iterdture. This will be the input of
the conclusions and recommendations. The followsegtions will describe the
theoretical framework in more detalil.

5.2.1 Literature Review and Conclusions

The inputs for the theoretical framework are thes¢hchapters on respectively;
emotional and psychological aspects, business tatuand the family firm (dis-
)advantages. The conclusion of this literature eevis that the valuation technique,
goodwill and competitive advantages and disadvastdatave an influence on the
Business Value. However, according to several rekees from the family firm there
iIs also a more “softer” side of business valueg I&motional and psychological
aspects. There is a lot of criticism from an fanfiflgn point-of-view that these aspects
are not included in business valuation. These as@ge that non-financial goals and
emotional aspects are neglected and that valuagonniques are not transparent
during economic unstable cycles. According to thesors nonfinancial goals also
have influence on the performance of the busineasd should therefore be
incorporated.  According to several authors (FIgr@005; Astrachan, 2008)
emotional value should nowadays be a part of basivaluation. However, there is
not a clearly defined way of measuring emotiondli@aBusiness valuation literature
claims to only take financial performance of themfiinto account and neglects
emotional and psychological aspects.

Concluding, there is a lot of disagreement on thleation of family firms. On the one
hand current business valuation looks at the firperformance of the company, on
the other hand there are several researchers fierfamily firm point-of-view that
current business valuation literature should inocafe the “softer” side of managing
a business. The goal of the empirical part of $igly is to gain more insight from a
practical side on the field of family firm businessnsfer, emotional value and
psychological aspects and to determine if theseasshould play a moderating role
in business valuation.

5.2.2 Interviews

The main goal of this empirical study is to gainrenmsight from a practical side on
the current situation by means of performing intams with stakeholders like family
firms and firms which have acquired a family fird.view from a practical side is
advisable because until now no research has bedormped which combines
emotional and psychological aspects together willsirness valuation literature.
During the empirical study several interviews viaéé conducted with stakeholders to
obtain that practical view. These stakeholders family firms and acquirer's of
family firms. The stakeholders have information e@hicould be of use for this
research. These stakeholder interviews will be penanterview on emotional and
psychological aspects during family firm busineasisfer.

The interviews are split up in two sections, aretation section to gain information
on the current situation and a section which spdiy deals with (dis-)advantages of
the family firm, emotional and psychological asgeduring family firm business
transfer and their opinion on the impact of ematloralue on the transfer price.
During the interviews the following research quassi form a guideline for the
interview questions:
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Q2.1 Were there differences between business vatuand the eventual paid
price?

Q2.2: Did the family firm which was taken over hamy competitive advantages
and disadvantages?

Q2.3: Were there emotional issues during familynfousiness transfer?

Q2.4: Did psychological aspects play a role dubnginess transfer?

Q2.5: Do the stakeholders think that emotions ghquly a bigger role in
determining the value of a (family) firm.

Above standing research questions lead to thewollp interview sections:

Orientational Section:

Finance Finance will only be discussed with the stakebddwhich have
acquired a family firm. It is important to know tlifferences between the
value of business valuation and the final pricedpbecause there be an
emotional value hidden inside that difference. Ttheee main valuation
techniques will also be discussed. Goodwill also be discussed so that more
insight can be obtained on finance during famitynfibusiness transfer. It is
important to know if goodwill was paid, and why thpeodwill was paid.

Competitive advantages and disadvantagésmpetitive (dis-)advantages
have an influence on financial performance of @maify firm. Main goal is to
gain perspective on the influence of (dis-)advaesagn normal day to day
business

Focus:

Emotional Aspects During the literature study it was determined ttha
emotional value plays a role during family firm mess transfer. Several
aspects of emotional value will be discussed taioba better view on the
positive and negative aspects of emotional valuaadwa family firm business
transfer. A link will be made between emotional exgp and business
valuation so that the stakeholders can state éxgerience and/or opinion on
this matter. What also will be discussed is if eomdl value should be
perceived as a positive or a negative value.

Psychological Aspects:

The psychological aspects during the different phad an M&A process will
be discussed with the stakeholders. According te tierature these
psychological aspects can have an influence omessivaluation. A link will
be made between psychological aspects and busuadisstion so that the
stakeholders can state their experience and/oiarpon this matter. Goal is
to obtain more information on the most importantgb®logical aspects and if
these psychological aspects should be perceivesl @ssitive or a negative
value.

Impact of emotional and psychological aspectgamsfer price:

A very important aspect of the interviews with thtakeholders are the
opinions of the stakeholders on emotional and psgghical aspects, and its
impact on the transfer price. Until now there has lpeen any research that
combines the theory on emotional and psychologispects with the opinions
of the stakeholders.
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The main goal of the interviews to gain more insifflom a practical side on the
current situation by means of performing interviewtsh stakeholders like family
firms and firms which have acquired a family firdccording to the literature study
the emotional and psychological aspects have noein€e on business valuation. By
means of interviews | would like to know if emotadrand psychological aspects play
a moderating role in business valuation and whattlae most important aspects in
this matter. In paragraph 6.4 a more detailed look be given on the
operationalization of the interview.

5.2.3 Analysis

In the Analysis-stage of this study the interviewBich were performed will be
analyzed. The outcomes of the interviews will benpared with the literature
research to ensure all topics have been discussednalysis is made on the current
situation and the most important aspects on fariily business transfer will be
discussed. Conclusions and recommendations withade on which aspects are the
most important in paying an emotional value or nidhe role of emotional and
psychological aspects on family firm business tiemwill also be discussed.

The analysis will be presented in chapter 7. Rhvstinterviews will be analyzed and
the answers of the stakeholders will be written nl@g raw information. Second,
remarks which contain information on emotional gsychological aspects and its
influence on business valuation that were givertiey stakeholders will be labeled
and will be used for the analysis. All the labelgdther will give a more insight on
the practical side of emotional and psychologisalests and its influence on business
valuation. Third, the most important emotional gsychological aspects that have
influence on business valuation will be identified.

Triangulation

In this research several different sources of mttion will be used, e.g. literature,
people and media. Using several different sourdemformation, triangulation of
sources, contributes to the validity of the reseaidot only the different types of
information contribute to this. Within each type information several sources are
used, e.g. stakeholders with distinct perspectikesfamily firms and acquirers of
family firms. This further contributes to the vatidof the research.
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Chapter 6: Methodological Plan

The methodological plan connects the empirical data study’s initial research
questions and, ultimately, to its conclusions (Y2003). This chapter bridges the
theoretical framework and the empirical researdie Tethodological plan can be
seen as a logical model of proof. It needs to maeaninternal validity, external
validity and reliability (Yin, 2003). This research qualitative and may contribute to
the current available theory on emotional valueis Tesearch wants to contribute to
the discussion about family firm business transfetside the family. With this in
mind the structure of this chapter is describeds Thapter will discuss subsequently
the research design, the data set that is invéstigathe data sources, the
operationalization of the interview, the analyséshe data and finally to the quality
criteria that should be met.

6.1 Resear ch Design

This research aims to focus on the emotional agdhmdogical aspects of the family
to the family firm and the effects on the busineakiation from a nonfamily firm
point-of-view. The goal is to research if emotioaald psychological aspects play a
moderating role in business valuation, and whamtbst important aspects are in this
matter.

First, it needs to be determined why a family isoeanally attached to its firm and
what the consequences are for transferring thelydimn outside the family. Second,

it is important to know how current valuation tetfues work and what its limitations
are. Third, it is important to identify the posgiand negative characteristics that a
family firm has in contrast to a nonfamily firm. Byeans of face-to-face interviews
with several stakeholders | want to determine ifoeamal value plays a role in
business valuation, and to determine which asgeaysa major role in this matter.

In the end | hope to find empirical evidence thHa tmotional and psychological
aspects attach a extra value to the family firm @nedefore play a moderating role. If
this hypothesis seems to be false | hope to finresaes why emotional and
psychological aspects are not of great value t@atggirer and what the consequences
of this conclusion are.

This research builds on existing theory and atdhmme time makes new relations
between different theories. Currently there is asearch available that investigates
current valuation literature, family firm charadstics and emotional and
psychological aspects.

Empirical research needs to be performed to gairermsight from a practical side
on the current situation by means of performingmiews with stakeholders like
family firms and firms which have acquired a familyn. Current research discusses
emotional and psychological aspects, but does isousls the most important aspects
and if these aspects have a negative or positiltee Viar the firm. In order to gain
more insight on this matter this research useshtller interviews with family firms
and firms who acquired a family firm to perform thpirical research. This has two
advantages; it provides a helicopter view and mmayeiase the understanding of
family firm business transfer. Stakeholder intensegives me the opportunity to
check if the theory is correct and may provide nesights that the researchers did
not think of (Baarda et al., 2001).
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This research takes a qualitative approach to tigage its topics. A disadvantage of
the selection of a qualitative approach is its sciyity; the interpretation of the
researcher is central in this type of researchr@aat al., 2001). The data from

different interviews is only to some extend genkramd is difficult to quantify. One
of the advantages of qualitative research is thedn examine complex questions that
are impossible to address with a quantitative rebea

In order to gain an optimal result it is advisalite combine qualitative and
quantitative research to gain maximum validity.

6.2 The data set of empirical research

This paragraph provides insights in the family fimmarket in general. The most
important characteristic of the family firm markist its diversity (Floren, 1996),
looking at one sector makes it impossible to de@ininal conclusion of the entire
family firm market. The importance of family firnfer the Dutch economy is very
large. In paragraph 2.1 it was established that 66#%e firms within the Netherlands
are a family firm, which is an amount of 185.00fily firms within the Netherlands.
However, the Dutch branch-organization for Smalll amedium Enterprises (SME)
expects increasing M&A activities on the SME markie¢ coming years (MKB
Nederland, 2007). The NIRV expects that, due tovalstanding aspects, there will be
a wave of takeovers in the SME market in short téd®t Financieele Dagblad, 31-
05-2007). A large part of these takeovers will tpkaece within a family firm. As such,
it provides an appropriate context to explore th@ewhat neglected issue of takeover
of family firms. This is in contrast with the abuwarte of articles on M&A of large
enterprises. A reason for the emphasis on largermmides might be that big
companies are more complicated and therefore need thorough research, whereas
small companies are supposed to be guided by comseose. Besides, large
enterprises have more manpower and money to suppaitinvestigations. Anyhow,
it is evident that there are many differences betw&amily firms and nonfamily
firms, and that these differences need to be imyestd more thoroughly.

Because the market of family firms isn't a specifr@rket several sectors will be
looked at during the empirical research. These osgctinclude Production,
Construction, Transportation and Horeca. ParagrdpB. will discuss the
characteristics of the respondents.

6.3 Data sour ces

This section describes the data sources and egpldiat criteria these data sources
should meet. This research uses only one way ofre@pdata gathering (stakeholder

interviews), this paragraph will discuss the staéér interviews. The most preferred

research is a combination between qualitative arahttative research. Due to lack

of time and the absence of a quantitative datatsetnot possible to combine these

two research methods.

6.3.1 Stakeholder interviews

Stakeholder interviews are intended to obtain atma point-of-view on this matter;
therefore, diversity of the stakeholders shoulgpbesued. It is important to interview
family firms and firms which have acquired a famiigm. These stakeholders have
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experienced emotional and psychological aspecta fa#mily firm and know what
influence it has. This way many insights on theidspcan be obtained. The
stakeholders can be divided into the 2 groups amould have the following
characteristics:
Interview Group A (6 respondents):
- The stakeholder from the firm which acquired a fgnfirm should be a
person who was closely involved in the acquisipoocess;
Interview Group B (10 respondents) :
- The stakeholders from the family firm should be C&Ogeneral director of
the firm and should be family of the founder of fhm;
- The firm should be a family firm and should therefsatisfy the definition
proposed in paragraph 2.1

It should be noted that this is not a ‘best pr&ttitata set. A best practice data set
should consist of families which have sold theiilg firms to a 3 party. It was not
possible to get enough respondents in this catedpwasn’'t even possible to have
more respondents in interview group A. Thereforeseeond best practice has been
chosen with 2 interview groups. Interview Groupdh e seen as a control group.

6.4 Operationalization

In this paragraph the items of the theoretical frework are operationalized. The first
step is to make the central themes and their itepgsational. The central themes
have to be broken down into smaller parts so tatéspondents can understand and
answer, which results in the interview questionse@gfaf, 2001). Academic jargon
has to be avoided and the question has to be fde#lre respondent. Otherwise, it is
possible that the respondents answer what theyupeess meant but not really
answer the question. People need to understandyclelaat they are being asked, if
they are to provide details. “All the interview gtiens, taken together, should enable
to provide more insight” in emotional and psychatad) aspects (Wengraf, 2001).
During the interviews all themes will be discussdth stakeholders which leads to
the answer of the research objective and the demsaarch question.

The first part of this section discusses the véalaaof the literature overview for the
family firm market by performing M&A stakeholderterviews. How to collect the
data for the stakeholder interviews for firms whadguired a family firm is described
in the first paragraph. How to collect the datatfa stakeholder interviews for family
firms is described in the first paragraph.

6.4.1 Interview Group A, acquiring family firms

The stakeholder interviews start with an introductiof the interviewer and the
research project, it is important to note thatdiseussion is about the emotional and
psychological aspects during family firm businesansfer. In appendix A the
interview topics for the firms which acquired a ignfirm can be found. According
to the theoretical framework there are five rededopics (finance, advantages and
disadvantages of the family firm, emotional valure gsychological aspects). Based
on these five topics the respondents are askeddmhts on acquiring a family firm.
This could lead to important new insights that wemssed during the literature
review (see table 6.1).
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Goal of these interviews are to gain more insigbinfa practical side on the field of
family firm business transfer and emotional andcpsyogical aspects. Question 1-6
have the goal to obtain more insight in the perksitaation of the respondents. In
these questions the financial part of acquiringraily firm is discussed. The financial
situation of the respondents could have influenc¢he answers during the rest of the
interview, so it is necessary to know the persaitahtion.

Question 1 has the goal to obtain some more infooman the family firm which
was acquired by the stakeholder.

Question 2 discusses the valuation technique wiviaf used to valuate the family
firm and the possible answers are based on vatu&ichnique literature which was
discussed in chapter 3.

Question 3 and 4 are questions about goodwill. ifever on this question depends
on the answer of question 1. The DCF-method dogsaloulate goodwill. Question
3 discusses on what basis the goodwill was paithidht be possible that goodwill
was paid for issues that can be characterized ai@mal or psychological aspects.
Question 5 and 6 discuss the difference betweebhubmess valuation and the finally
paid price. If there was a difference between #eation and the final price it should
also become apparent why there was a differenceeleet the two. The scale is an
estimation of possible differences. It is not expdcthat differences of more then
25% occur.

In the 29 part of the interview a more detailed look is given the family firm.
Question 7-10 will discuss the possible competifjgiss-)advantages that a family
firm might have. Input for this part of the inteew is chapter 4, which deals with the
competitive (dis-)advantages of the family firm qmamed with a nonfamily firm.
Question 7 has the goal to obtain more insighbédompetitive (dis-)advantages that
were perceived during and after the acquisitioreess. Input for the list of possible
(dis-)advantages is chapter 4 (table 4.1 and papagt.3).

Question 8 discusses if the literature has missgmitant (dis-)advantages. If so, the
interviewer has the opportunity to incorporate #dra (dis-)advantages in the
analysis and in the conclusions and recommendations

Question 9 has the goal to determine the (dis-)atdges that have the most influence
on day-to-day business. And more important, whag so much influence on day-to-
day business.

Question 10 discusses if the (dis-)advantages fairaly firm could have financial
consequences for the valuation of a firm, or thatready does have influence on the
valuation of a firm.

In the 37 part of the interview emotional and psychologiaspects of a family firm
are being discussed. Chapter 2 is used as inpuhéoemotional and psychological
aspects that are discussed in questions 11-22.

Question 11 is to make sure if the respondentsrstatel the definitions of emotional
and psychological aspects. If the respondents damderstand these definitions the
interviewer can provide information on these sutsjec

Question 12-13 discusses the stakeholders’ persggiaion on this matter, which
might provide extra insights.

Question 14-17 discusses all possible emotionaaspf a family firm. Goal is to
know if the stakeholder has withessed emotionate@spduring the acquisition of the
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family firm. In question 15 and 16 the positive dnegative influences of these
emotional aspects are discussed. Question 17 deswghich emotional aspect has
the most influence on day-to-day business.

Question 18-21 discusses all possible emotionaaspf a family firm. Goal is to
know if the stakeholder has witnessed psychologspkcts during the acquisition of
the family firm. In question 19 and 20 the positared/or negative influences of these
psychological aspects are discussed. Question 2dusies which psychological
aspect has the most influence on day-to-day busines

The value of emotional and psychological aspeatsbeapositive or negative, but are
difficult to valuate. The final question (questi@2) of this interview is what the
stakeholders’ opinion is on incorporating emotioaall psychological aspects into
business valuation.

Topics Variables Questions
Finance General Information 1
Valuation technique and goodwill 2-4
Difference valuation and paid price 5-6
Advantages and During and after Acquisition process 7-8
disadvantages Family Firm
Influence on business 9
Finance 10
Emotional & Psychological| Introduction 11
Aspects Opinion Stakeholder 12-13
Emotional Aspects 14-16
Psychological Aspects 18-20
Influence on business 17,21
Include aspects in business valuation 22

Table 6.1: Interview-question per topic, appendix A

6.4.2 Interview Group B, Family Firm

The stakeholder interviews start with an introductiof the interviewer and the
research project, it is important to note thatdiseussion is about the emotional and
psychological aspects during family firm businesansfer. In appendix B the
interview topics for the firms which acquired a ignfirm can be found. According
to the theoretical framework there are five rededopics (finance, advantages and
disadvantages of the family firm, emotional valurg @sychological aspects). Based
on these five topics the respondents are asketh$ayhts which relate to a family
firm. This could lead to important new insightsttiagere missed during the literature
review (see table 6.2).

Goal of these interviews are to gain more insigbinfa practical side on the field of

family firm business transfer and emotional andcpsjogical aspects. Question 1 has
the goal to obtain more insight in the personalatibn of the respondents. The
personal situation of the respondents could hafleeince on the answers during the
rest of the interview, so it is necessary to knbe/personal situation.

In the 29 part of the interview a more detailed look is given the family firm.
Question 2-5 will discuss the possible competi{iis-)advantages that a family firm
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might have. Input for this part of the interview deapter 4, which deals with the
competitive (dis-)advantages of the family firm qmared with a nonfamily firm.
Question 2 has the goal to obtain more insighbhédompetitive (dis-)advantages that
the family firm has according to the respondentput for the list of possible (dis-
)advantages is chapter 4 (table 4.1 and paragr&ph 4

Question 3 discusses if the literature has missgmitant (dis-)advantages. If so, the
interviewer has the opportunity to incorporate #wdra (dis-)advantages in the
analysis and in the conclusions and recommendations

Question 4 has the goal to determine the (dis-)atdges that have the most influence
on day-to-day business. And more important, whag so much influence on day-to-
day business?

Question 5 discusses if the (dis-)advantages danaily firm could have financial
consequences for the valuation of a firm, or thatready does have influence on the
valuation of a firm.

Topics Variables Questions
Family Firm General information 1
Advantages and During and after Acquisition process 2-3
disadvantages Family Firm
Influence on business 4
Finance 5
Emotional & Psychological| Introduction 6
Aspects Opinion stakeholder 7-8
Emotional Aspects 9-11
Psychological Aspects 13-15
Influence on business 12,16
Include aspects in business valuation 17

Table 6.2: Interview-question per topic, Appendix B

In the 3° part of the interview emotional and psychologiaspects of a family firm
are being discussed. Chapter 2 is used as inpuhéoemotional and psychological
aspects that are discussed in questions 6-17.

Question 6 is to make sure if the respondents gtalet the definitions of emotional
and psychological aspects. If the respondents damderstand these definitions the
interviewer can provide information on these sutsjec

Question 7-8 discusses the stakeholders’ persqmalon on this matter, which might
provide extra insights.

Question 9-12 discusses all possible emotionalcaspd a family firm. Goal is to
know if the stakeholder has emotional aspects tasvhrs family firm. In question 10
and 11 the positive and/or negative influences lafsé emotional aspects are
discussed. Question 12 discusses which emotiopacasias the most influence on
day-to-day business.

Question 13-16 discusses all possible emotionaaspf a family firm. Goal is to
know if the stakeholder has emotional aspects tdsvhrs family firm. In question 14
and 15 the positive and/or negative influenceshefsé psychological aspects are
discussed. Question 16 discusses which psychologspeect has the most influence
on day-to-day business.

The value of emotional and psychological aspeatsbeapositive or negative, but are
difficult to valuate. The final question (questid@) of this interview is what the
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stakeholders’ opinion is on incorporating emotioaall psychological aspects into
business valuation.

6.5 Analyses of the data

In the analyses of the data there is moved fromirrap trenches to a more
conceptual overview of the landscape. “We're n@irdealing with observables, but
also with unobservables, and are connecting the witb successive layers of
inferential glue” (Miles and Huberman, 1994). Thealgsis should make a clear
deeper understanding about the concepts that ésesarch is dealing with and the
interrelations between them. Data analyses oftdieekolder interviews are described
in the next paragraphs.

6.5.1 stakeholder interviews

The in depth interviews with the stakeholders ai@dpheld based on a topic list
(table 6.1 and 6.2), this leaves a lot of space discussion and provides very
extensive answers. Data analyses is done basebeofoltowing steps; writing of
individual reports, mark fragments and determirohgnportant aspects.

The interviews are written down directly by theeimiewer, this is done according to
the theoretical framework. The raw data is codedrtder to organize the data. Parts
that cannot be coded directly are studied in a lp&iod. Fragments that describe
important aspects of this review are marked. Baadal. (2001) agree on the
following characteristics for a fragment: fragmeats about one subject, a fragment
has to be understandable on an individual basiadrament may not be too small.

As mentioned in paragraph 6.3.1 there are 2 irdarwgroups for this research. In
table 6.3 a summary of the characteristics of #spondents has been made. All
respondents made clear that they wanted to stayyarmaus, the companies have been
randomly listed within each interview group from rGpany 1 to 16. The first 6
respondents are companies which have experient¢eselting or buying a family
firm. However, it should be noted that 4 out ofe8pondents also were family firms.
This could be an advantage because these firmeassnmultiple perspectives on the
interview questions. The dataset of interview gréuis a mixed group, coming from
different regions and branches. It is thereforepussible to construct a cluster based
on a specific region or cluster. 5 out of 6 respnd have experience with buying a
family firm and 2 out of 6 respondents have experewith selling a family firm. All
respondents from Interview group A are medium-sizbés means that they have
between 10 and 99 co-workers.

10 out of 16 respondents are family firms withonly a&xperience in family firm
business transfer. The respondents from interviesug B are also a mixed group
coming from different regions and branches. Iheréfore not possible to construct a
cluster based on a specific region or sector. 2 aufi0 respondents are small
business, this means that they have 1 to 9 co-wsarke
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Interview Company Original Sector Family Business Firm
Group name Region firm: Yes transfer size:

or No experience Small or

medium

Yes No selling buying
A Company 1 Brabant Medium
A Company 2 Brabant Medium
A Company 3 Flevoland Medium
A Company 4 Rotterdam Medium
A Company 5 Brabant Medium
A Company 6 Flevoland Medium
B Company 7 Flevoland No experience Medium
B Company 8 Rotterdam No experience Small
B Company 9 Rotterdam Constructi No experience Medium
B Company 10 Brabant Productio No experience Medium
B Company 11 Flevoland No experience Medium
B Company 12 Flevoland No experience Medium
B Company 13 Rotterdam Constructi No experience Medium
B Company 14 Flevoland Installatio No experience Medium
B Company 15 Brabant No experience Small
B Company 16 Rotterdam No experience Medium
Table 6.3: List with respondents

6.6 Quality criteria

Two main quality criteria can be distinguished;stheare dependability and validity
(Baarda et al., 2001). These quality criteria havdbe met as much as possible to
perform a good empirical research.

6.6.1 Reliability

The reliability of a research determines to whicttead a research is replicable.
Through a good documentation of the method of rebethe reliability is improved.
The less the results depend on co-incidence, the mediable the measurement is
(Baarda et al., 2001). The reliability of intervieve influenced by several aspects. An
important part is the level of structure. In thesearch the expert interviews are done
through a semi structured topic interview. Muchomfiation is obtained and the
respondents have given their vision on the tofecause many answers are open
and have been interpreted by the interviewer, tinesg occur differences between
what the respondent means and the interviewer staels. This decreases the
reliability. The chance of differences in interp&n is reduced because the
interviewer summarizes the answers in a structuagil

Through describing all steps in the research pegcisand make the topic and

variables operational thoroughly the research ispiimciple understandable and
repeatable. With reliability the key issue is thaten the research is repeated it
provides the same results. By using multiple sajr¢eangulation, to answer the

questions, literature, expert interviews and a casdy, the level of reliability is been

kept as high as possible (Baarda et al., 2001).

70

WAGENINGE N[[EZH



6.6.2 Validity

With regard to validity there are two main typesvalfidity to distinguish; internal
validity and external validity (Baarda et al., 2001

Internal validity is in this case the soundnesshefresearch design, i.e., the research
does indeed provide information about the propertieinterest. Through working
with different methods, sources of data and themaeperspectives the situation of
the research is represented as good as possilsdyahefits the internal validity. In
this research the data is provided and interprétech the perspective of related
persons, this benefits the internal validity.

External validity is the validity of the answersthe research questions for a larger
population than the sample studied. Generabilitpedds on the conditions in
different environments and if these are comparulitle the research setting. Because
only one case study is done with a company thas doérepresent the majority of its
industry generability to a broader range, e.g.ehigre industry or the SME market is
not justifiable. The M&A experts do increase thengmbility of this research,
however information obtained from them has its tanons compared to the case
study. As less detailed information is obtained gederal consensus may play an
important role, the scientific value of such reshais lower compared to the case
study. The role of general consensus is decreasatddyviewing respondents from 5
different sectors. Unfortunately it was not possitdl analyze a certain sector, the data
set was not specific enough. It is advisable thairé research will be performed on
specific sectors to enlarge validity.

Validity can also be influenced by people givingisbacceptable answers (Baarda et
al., 2001). People tend to represent themselvasyabg and give an answer that they
think makes a good impression. This surely has ble®igase during this study, and it
has not been checked by control questions. Howeatvehould be noted that most
respondents were also very open about negativacieaistics

During this research the researcher was as obgeetss possible; but because the
research is qualitative there is always a certawuell of subjectivity. The researcher
has tried to get the subjectivity as low as possiiyl recording the conversations and
record the whole interview on paper.

This research meet the main conditions of validihd reliability, the result can
therefore be marked reliable and to a certain ektetid. Especially external validity
Is expected to be limited as far as the case steslyits concern. The next chapter
describes the empirical findings derived from thetmodological approach described
in this chapter.
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Chapter 7: Analysisand results empirical study

This chapter shows the results of the data cotledescribed in methodology chapter.
This chapter is divided into 6 main paragraphs asdammary. The chapter describes
the findings out of the empirical research for {@idvantages of family firms over
non-family firms, if emotional and psychologicallwa exists during family firm
business transfer and if these emotional and p$ygital aspects also have an impact
on the final transfer price of family firm.
Each paragraph coheres to a sub-question whicé defined in paragraph 1.3.4. In
each paragraph a distinction will be made betwd®n ttvo interview groups A
(experience with family firm business transfer) adfamily firms). The interview
topics are divided between the five main questibias needed to be answered during
the empirical research. The following sub-questiaressuccessively discussed:

Q3.1: What are the most important advantages asatldantages of a family firm

that have a role in the valuation of a family firm?

Q3.2: Does emotional value play a role in the vidueof a family firm?

Q3.3: Do psychological aspects play a role in thieation of a family firm?

Q3.4: What do the stakeholders think about inclgdemotional value within

business valuation?

Q3.5: Which aspects are decisive in paying an emativalue or not?
To answer these questions data collection in irges, as explained in the
methodology chapter, has been performed.

As mentioned in the methodology chapter there arge2view groups. Group A is a
group which consists of (family) firms that has espnce with family firm business
transfer. Group B is a group which consists of farfitms without any experience in
family firm business transfer. As mentioned in deaps, it was not possible to
perform a best practice research which includedliissnthat have sold their family
firm. Therefore, interview group B was created trfprm a research which is of
sufficient validity. Therefore, Group B can be sesra control group.

7.1. (dis-)advantages of the family firm
The first sub question that needs to be answered is

Q3.1: What are the most important advantages asddiiantages of a family firm
that have a role in the valuation of a family firm?

The importance of this question is to distinguidis{)advantages of family firms over
non-family firms. From the literature study a lisas been composed with (dis-
)advantages of a family firm. The list was inputr fthe interviews with the
stakeholders. By means of a 5-point Likert-scale=(lagree, 5 = disagree) the
respondents could make clear which (dis-)advantagpgdies to their family firm.
Finally, the respondents were asked to elaborates apn the (dis-)advantages that
they find most important. A total of 16 respondastquestioned, with a division of 6
respondents which have experience with buying dingea family firm and 10
respondents without any experience in buying ofingela family firm. When
necessary a distinction between the 2 interviewggowill be made. The group of
respondents is assumed to be large enough to petifierresearch. This assumption is
based on the homogeneity in the results.
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The question was phrased as: Which (dis-)advantagedypical for your family
firm?

1) I agree

2) | partly agree

3) | agree/disagree

4) | partly disagree

5) | disagree

Or: Not applicable

One-Sample Statistics

Mean Std. Deviation N
Make_quick_decisions 1.1875 40311 16
More_flexible 1.3750 .71880 16
Quick_reaction_to_
changes 1.4375 .62915 16
More_creative 1.5000 .73030 16
Quick_in_giving_trust 1.6875 .70415 16
More_productive 1.7500 77460 16
Less_debt 1.8000 94112 15
More_longterm_then_
shortterm_focus 1.8125 75000 16
Less_costs_on_debt 1.8125 .91059 16
Better_employee_care 1.8125 .91059 16
More_patient_in_
capital_investing 1.8750 88506 16
Better_financial_
management 1.8750 1.31022 16
Dominant_CEO 1.9375 1.06262 16
More_stress 2.0000 1.21106 16
More_emotions_
because_of_family_ties 23571 1.39268 14
Pay_more_salary 2.4375 1.03078 16
More_focus_R_and_D 2.5000 1.09193 14
Less_reactive_on_
economic_cycles 2.5625 1.03078 16
Conservative 2.6000 1.05560 15
Chaotic_business_
model 2.6667 1.11270 15
Lack_of leadership 2.7333 1.16292 15
Bad_communication 2.8125 .75000 16
Lack_of_knowledge 3.3333 1.23443 15

Table 7.1: SPSS results on (dis-)advantages ofyfdmmns

Above standing table is made by using a one samgkst with SPSS. The test
calculates the mean, standard deviation and théeuof respondents. If the mean is
low, then most respondents agreed with the staterémen the standard deviation is
high, there are large differences between the respus opinions about the specific
statement. The “N” stands for the number of respatsl It is possible that the
number of respondents is different for each stateénienis is because the respondents
also had the opportunity to fill in “Non applicablas an answer. It is difficult to
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determine which statements are significant and lwisiatements are not, because
standard deviations tend to be quite high. Thelt®swe put in order by lowest mean
to highest mean.

Small and medium sized firmsyvs. large firms

The 16 respondents provided a homogeneous resthieofdis-)advantages that apply
to family firms. As can be seen in figure 7.1 mokthe respondents agreed that a
family firm is more flexible, makes quick decisiorege more creative, are quick in
reacting to changes and are more productive. Tlstgements had scores of
respectively 1.375, 1.1875, 1.500, 1.4375 and 1($66 table 7.1). However, most
respondents also mention that those advantagescaréamily firm specific. For
instance, Company 11 mentions that “It is importansplit up this research into a
research for bigger companies and a research faleantompanies. | believe there
are big differences in the outcomes between sroatipanies and larger companies.”
Wat should be noticed is that this was mentionéithgs by the respondents while it
was not mentioned by the interviewer himself. Inbléa7.1 these quotes are
summarized.

Subject: Small and medium sized firmsvs. large firms

Company| Quote

2 “We have those advantages because of the sigr dusiness”

8 “There are several (dis-)advantages which aretlynbscause of business
size, making quick decisions and quick reactionghtanges are some pf
those aspects”

11 “It is important to split up this research irtoesearch for bigger companies
and a research for smaller companies. | believee thee big differences in
the outcomes between small companies and largepauies.”

12 “.When big companies takeover smaller compamghin a half year the
total company has changed, resulting in problents wiients and your
personnel.”

13 “I don’t believe that a family firm is more cteee then a non-family firm,

think the same about quick reaction to changess@tare aspects which
typically belong to larger companies.”

Table 7.2: Quotes on small and medium sized figsntawger firms

It should be noted that according to the Dutch Buref Statistics (CBS) most family
firms are SME’s (table 2.1, paragraph 2.1). Whidppmorts that most family firms
have those advantages. Also all off the respondaetSME’s, which means that it is
also obvious that their companies have those adgast However, according to table
7.2 it can be implied that those aspects are speifSmall and Medium-sized
Enterprises (SMEs) which means that non-family SM&sge the same characteristics.
This is in contrast with the literature study whehmse aspects are specifically
mentioned as advantages of family firms.

Employee care vs higher salariesvsgiving moretrust

Another noticeable result is personnel care. 13 ajul6 respondents agreed that
family firms give more care to their employees thean-family firms do. Better
employee care scored 1.8125 in table 7.1 with rrdsta deviation of 0.91059. 13 out
of 16 respondents gave a score of 1 or 2 on theiri-pikert-scale. A good example
is company 8 which said that “good personnel ig litaving good reliable tools, it
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makes things easier. Without the right tools the gan't be done”. However, when
looking at table 7.1 there is no real evidence thdtigher personnel care leads to
higher salaries. The statement “pay more salaryy soored 2.4375 with a standard
deviation of 1.03078, which means that the respoisdgave a lot of different
opinions on this matter. But looking closer to tlesults of the respondents it seems
that there is a connection between employee catehaher salaries. 11 out of 16
respondents believe that family firms pay highdarsas. Company 10 says that
“although you do not need an education for this jdu still get a decent salary. |
know my competitors very well and | know that oalesy is higher.”

There also is a connection between personnel cadtegeving trust. 14 out of 16
respondents believe that family firms give morestrio their clients and employees
then non-family firms do. Company 11 mentions that “...give a big responsibility
to their employees right from the start. Our persdnwvorks with equipment which is
worth millions and the employees love the respaligilihat they get from us.” In
table 7.3 the quotes on employee care have beematired

Subject: Employeecare

Company| Quote

1 There was no big difference between our compadyother companies

2 The owner certainly had employee care, probaklgabse the company
almost had to file bankruptcy. You have a certasponsibility to your
employees.

7 I know everybody personally and | often chat witle employees on the
workfloor. When employees are sick we sent therard and when therels
a jubilee we organize a big party.

7 The future of the employees are very importantrie during the transfer

8 Good employees are like good tools, you need keep the company up
and running.

8 | am very concerned with the personnel, | beligve also very important
for the future

9 Employee care, that is within our core values

10 | believe that we have great employee carewthrl is simple and there |s
no education necessary. But the salary is betégr shmewhere else.

10 During negotiations | would definitely have sodemands regarding my
employees.

11 You also give a lot of trust to your employess;sent them away on a job
with 1 million euro costing equipment without hayidegree’s. We give
that kind of responsibility to our employees, and employees like that
about us.

12 No, I will not do that to my employees. Wherolttiat the company will be
nothing (after the decision of not selling the camp to a large American
organization)

14 The connection with the employees is not whasé&d to be, in the past we
had regulars. Now all the employees are temporarily

15 We do a lot for our employees, we have 3 emglqpaaties a year

16 It is important to protect the interests of émeployees

Table 7.3: Quotes on employee care
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Better financial management

On the subject of financial management the respusdgave homogeneous results.
These results are in line with the literature stutly out of 16 respondents said that
financial management within family firms is betteen non-family firms. In contrast,
the remaining 5 respondents thought the opposi@mpany 14 mentions that
“because you want to do well you are constantlyth@ books looking into your
finances”. The difference in opinion between thgpmndent can be noticed in table
7.1. The statement “better financial managemenorést 1.8750 with a standard
deviation of 1.31022. Especially the standard denais high because of the
difference in opinion. Most respondents believet thr@ancial management within
family firms is better because of the personal cament to the company that a
family member has to its family firm. It is not kwa why the other five respondents
thought the opposite; further elaboration on thetter has not been given. In table
7.4 the quotes on financial management have beaamauzed.

Subject: Better financial management

Company| Quote

1 Financially, we did a great job

2 Unfortunately the company we took over had afatebt

7 | believe that Financial management is bettea &mily firm then a nont
family firm. As a owner you want to make sure tlyaur finances are
perfectly taken care off.

8 As a family firm business owner you are constatbloking into your
finances. So our finances are perfect.

9 Every dime has to be invested in a good way

10 Financial management is ok within our company, son has a master(s
diploma in accountancy

12 Financial management is a day to day thing.omkfor sure that we donit
have any problems with that

14 You have bigger control of your finances becauselook at it every day

15 Me and my brother both have an accountancy-degie our financial
management is good a‘

Table 7.4: Quotes on Financial management

Stress and emotions

Stress and emotions play an important role in dagaty business according to most
respondents. This can also be proven by the statsfttable 7.1. Emotions and stress
seem to play a greater role when more direct fammgmbers are working in the
family firm. When talking about stress and emoti@anslear distinction can be made
between the sort of family firm. 14 out of 16 resgents can be considered as a
family firm. These can be divided into 2 groups:

1) 5 of the 14 respondents are considered to be ditiomal” family firm with
many family members working in the firm (narrow idéfon).

2) 9 of the 14 respondents are family firms who cancbeasidered as less
traditional family firms, because there are faislé&mily members working in
the family firm. In these cases most of the timéydhe wife or brother/sister
works in the family firm (moderate definition).

However, the most commonly used definition on fgnfirms does not make a
distinction between these different sorts of fanfitgns. The definition of the family
firm was discussed in paragraph 2.1. Accordingh&®doncentric circles of Shankar &
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Astrachan (figure 2.1) three different definitiomen be used, namely a broad
definition (x83% of all companies is a family firmg moderate definition which is
used for this research (x 55% is a family firm)dam narrow definition (x22% is a
family firm).

It is not a big surprise that the “traditional” faynfirms have to cope more with
emotions and stress then the family firms whichifab the middle definition. 3 out
of 5 respondents which fall into the narrow defonitof a family firm mention that
the family firm is the main topic of discussionhaime and that emotions can rise high
between family members (higher then between empkyhat are not related).
Family firms which fall into the moderate definiti@lo not mention these aspects as
often. Non-family firms also have to cope with sg@nd/or emotions, but not in the
same agree as a family firm has to cope with tiad kf stress and/or emotions. In
table 7.5 the quotes on emotions and stress haea Heided between the 2
definitions and summarized.

Subject: Emotions and stress

Company| Quote

Traditional family firms (narrow definition)

D

1 We had more stress and emotions because ofrhky tees, meetings wer
often very tense.

It is clear that we had to cope with more steess emotions

2
3 There’s that certain connection with your compamd with the employees
which helped building up the company

10 More stress and emotions are definitely the ¢ese, That is one of the
downsides of having so much family in one busin&saotions tension
can rise high

)

11 Emotions within the family always play a rolehgn we are at home we
are always talking about the firm

Family firms (moder ate definition)

5 | believe that a good entrepreneur always hasienab feelings with his
company

8 We didn’'t had any stress or emotions within draify

9 | noticed that there was more stress in a farmity then within a non-
family firm

12 | don’t have any negative experiences with eomstiwithin the family, al
goes well

13 You can notice that there is more stress wighfamily firm. It is a feeling
that you have, and you always take it with you.

14 | am glad that | cannot sell it to my family kids, because then there

would be much more emotions then otherwise.

Table 7.5: Quotes on emotions and stress
7.2. Emotional aspects
The second sub question that needs to be ansvgered i

Q3.2: Does emotional value play a role in the véluaof a family firm?
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The most important emotional aspects for a famiiy fhave been determined in the
literature study. The list of important emotionapacts was input for the interviews
with the stakeholders. By means of a 5-point Likedex (1 = agree, 5 = disagree)
the respondents could make clear which emotioraas they experience(d) when
their family firm would be sold. The importance thiis question is to understand
which emotional aspects play the biggest role dufamily firm business transfer and
to understand what their implications are on aress transfer. The respondents were
also asked to elaborate as much as possible teaigeithe amount of information.

The question was phrased as: Which emotional aspeatild you encounter when
your family firm was sold?

1) | agree

2) | partly agree

3) | agree/disagree
4) | partly disagree
5) I disagree

Or: Non applicable

One-Sample Statistics

Mean Std. Deviation N
Pride 1.0667 .25820 15
Firm_well_transferred 1.2143 .42582 14
Basis_for_retirement 2.7333 1.53375 15
Staying_connected_
to,_firm 2.7500 1.52753 16
Family_had_mixed_
feelings_with_ 3.0625 1.52616 16
selling_firm
Lots_of family
working_for_company 32143 1.42389 14

Table 7.6: SPSS results on emotional aspects

Above standing table is made by using a one samgkest with SPSS. The test
calculates the mean, standard deviation and théeuof respondents. If the mean is
low, then most respondents agreed with the staterémen the standard deviation is
high, there are large differences between the refgds opinions about the specific
statement. The “N” stands for the number of respatsl It is possible that the
number of respondents is different for each stateniéis is because the respondents
also had the opportunity to fill in “Non applicablas an answer. It is difficult to
determine which statements are significant and isiatements are not, because
standard deviations tend to be quite high. Thelt®swe put in order by lowest mean
to highest mean.

Pride and good transfer

According to the statistics of table 7.6 pride anttansfer of the firm when it is sold
are very important for the respondents. The staténépride” and “firm well
transferred” scored respectively 1.0667 and 1.244i3 standard deviations of .2582
and .42582. These aspects are also very importaording to the literature study.
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All respondents are proud of the firm that theydnauild up, but often find it difficult
to actually sell their firm to a third party. A gbdransfer is also very important for all
of the respondents. The respondents want to erieatethe family firm has good
chances of survival after the transfer. Severato#ispects can be combined with the
willingness to ensure a good future of the soldifiarfirm. These aspects will be
discussed in paragraph 7.6.

Basisfor retirement

The statistics in table 7.6 on the question ifisglithe family firm is a basis for
retirement are not surprising. The statement “bé&sisretirement” has a mean of
2.7333 and a standard deviation of 1.53375. It setlrat there is a wide spread in
answers, which is true when a closer look is takethe results. 6 respondents do not
think at all that selling the family firm will bené basis for their retirement. On the
other hand there are also 6 respondents who dk that selling the family firm will
be the basis for their retirement. There were 3paedents who did not
agreed/disagreed with the question. However, wiadimg a detailed look at the
elaboration that the respondents gave, respontigttsaid that it was not a basis for
retirement said that they “already have enough wyondhe bank” or that the “the
pension fund is totally filled up”. Respondentstthaid it was important also took a
look at the past and said “off course it is impottir my retirement, | have worked
here all my life”. So for those who consider it ionfant had too low pension savings,
taking higher risks to wait until the firm is solBut those firms often made high
profits and often do not need to worry about threteement.

Concluding, this means that the profits that thailiafirm made in the past are also
seen as a basis for the retirement. And that tberaktirement should be seen as a
very important emotional aspect when the familynfis sold. When the family firm
was not very profitable and retirement is stillaspect that should be taken care off,
there is a stronger need for a high selling pridéhen the family firm was very
profitable in the past and retirement is alreadkgtacare off, there is not such a need
for a high selling price. In table 7.7 the quotegetirement have been summarized.

Subject: Basisfor retirement

Company| Quote

1 For me and for other family members it was de&digi a basis fo
retirement. We still life in relative wealth. It wadefinitely something
which was important during negotiations

4 The sale was not a basis for my retirement, #resion fund is totally filled
up

7 A sale will not be a basis for retirement, thatlsbeen taken care off. |t
would be something extra.

8 A sale will not be a basis for retirement, thatlsbeen taken care off. |t
would be something extra for later.

12 It is definitely a basis for retirement. Nowdncarrange it myself. Not only
the amount but also when | want to retire.

14 Selling price is definitely important becaus@lgo incorporates some sort
of retirement

16 The owner always has been very economical, sodéfinitely not a basis
for retirement.

Table 7.7: Quotes on retirement
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7.3. Psychological aspects
The third sub question that needs to be answered is
Q3.3: Do psychological aspects play a role in thluation of a family firm?

The most important psychological aspects for a fafirm have been determined in
the literature study. The list of important psyadutal aspects was input for the
interviews with the stakeholders. By means of abvpLikert-index (1 = agree, 5 =
disagree) the respondents could make clear whigichpfogical aspects they
experience(d) with their family firm. The importanof this question is to understand
which psychological aspects play the biggest roiend family firm business transfer
and to understand what their implications are dmsiness transfer. The respondents
were also asked to elaborate as much as possiblectease the amount of
information.

The question was phrased as: Which psychologiga¢cis would you encounter
when your family firm was sold?

1) I agree

2) | partly agree

3) | agree/disagree

4) | partly disagree

5) I disagree

Or: Non applicable

One-Sample Statistics

Mean Std. Deviation N
Firm_important_for_
income 1.2500 44721 16
Good_transfer_of firm 1.2500 .62158 12
Committed_to_
employees 1.3750 .61914 16
Fi ost_important_in
e oo mPORET 2 3105 94648 16
Firm_important_for_
community 2.6667 1.17514 15
Firm_may_not_change
location 2.7333 1.27988 15
Difficult_to_cope_with_
change 2.8667 .99043 15
|_want_to_stay
connected_with_firm 3.0000 1.54919 16
Firm_is_from_whole_
family 3.1250 1.45488 16
Firm_may_not_change_
name 3.1250 1.58640 16
Sales_went_down 3.3846 1.32530 13
Profit_went_down 3.4615 1.33012 13
Personnel_disappeared 3.5000 1.16024 14

Table 7.8: SPSS results on psychological aspects
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Table 7.8 is made by using a one sample T-test 8RB8S. The test calculates the
mean, standard deviation and the number of respbsidé the mean is low, then
most respondents agreed with the statement. Wheerstindard deviation is high,
there are large differences between the respondgmitions about the specific
statement. The “N” stands for the number of respatsl It is possible that the
number of respondents is different for each stateénienis is because the respondents
also had the opportunity to fill in “Non applicablas an answer. It is difficult to
determine which statements are significant and lwisiatements are not, because
standard deviations tend to be quite high. Thelteswe put in order by lowest mean
to highest mean.

Commitment to employees vs. Firm may not change location

As can be seen in table 7.8 one of the most impbpsychological aspects that play a
role in family firm business transfer is the commént to employees. The statement
“committed to employees” has a mean of 1.3750 asthadard deviation of .62158.
This means that most respondents agreed with gtensénts and that the variation
within the answers were low. 15 out of 16 respotsleagreed that they had a
commitment to their employees. Company 3 givesalgxample on how committed
he is to his employees; “we have a secretary wisowaked for our company for
several years. In 3 years she can retire from wark,don’t want her to quit her job
because | am selling the company. That would cduesegreat trouble with her
retirement. As a owner you have to make sure teaemployees also stay satisfied so
that their future is safe.” As made clear by conyp@nit is important to sell the
company to a investor who can be trusted. Becallsespondents are certain that
they will do their best during the family firm busiss transfer most (11 out of 14)
respondents don’t think that employees will lealre tompany. Most respondents
believe that not much will change after the tranafed that employees therefore will
stay at the company. It should be noted that ttagesent is sensitive for social
wishful answering, and that this has not been destth control questions.

Another aspect which can be coupled with commitnteremployees is the place of
business. 6 out of 15 respondents didn’t want thieice of business to change after a
business transfer. Company 3 says that “If | anmg®® sell my company | want it to
stay in the same place for at least another 5 yéavant to make sure that my sons
and other employees are still able to work for ¢benpany 1 just sold.” 2 out of 6
respondents who didn’t want to change the placlkusiness had a financial reason.
Company 4 says that “the building is also mine, dlde company stays in the same
place for 3 years, | have 3 years of extra income”.

Concluding, the well-being of family members andpéogees is very important when
a family firm is transferred. Therefore most regpemts believe that employees will
not leave the company after a transfer. Changirg fdlace of business is often
prohibited by contract for the sake of family memsband employees. In table 7.6 the
guotes on commitment to employees and the plabesihess are summarized.

Subject: commitment to employees and commitment to place of business

Company| Quote

3 “we have a secretary who has worked for our campar several years. |
3 years she can retire from work, you don’'t wanttbequit her job because
| am selling the company. That would cause her tgneaible with het
retirement. As a owner you have to make sure tl@etmployees also stay
satisfied so that their future is safe.”

=)
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3 “If I am going to sell my company | want it taagtin the same place for gt
least another 5 years, | want to make sure thasang and other employegs
are still able to work for the company I just sbld.

6 Place of business is really important becausétistness is located in his
office building, we have to stay there for anothgrears.

7 The place of business really is important for the, company has had its
basis in Lelystad for more then 45 years

8 I've got no connection with the firm name andatban. | just think that the
new owner is stupid if he changes that

10 I am not really connected with the place of bess. | just would want it tp
stay in Den Bosch

13 Location is not important for us, we work thrbogt the Netherlands

Table 7.9: Quotes on commitment to employees awe mf business

Impact of transfer on businessresults

According to the literature study family firm buess transfer has a large impact on
business results like profit and turnover and hasngpact on the employees. The
respondents of this research gives results whielcanflicting with that statement. 10
out of 13 respondents believe that a family firnsihass transfer does not have any
impact on turnover and profit. When looking at mitew group A (companies with
family firm business transfer experience) the rssate even more convincing. All 5
respondents did not agree with the statement theansfer has impact on business
results like profit and turnover. Company 3 hasnestsed 2 transfers, and says the
following: “With the first company that we took avéhere were big changes in
business results, but that had nothing to do withllusiness transfer. Right after |
signed the contract the economy collapsed and tpraind turnover went down
quickly. The second company was losing money atet afe bought it, it became a
profitable company.”

Concluding it can be said that, according to trsilts of the respondents the impact
of a business transfer on business results likét@od turnover are perceived to be
low. 10 out of 13 respondents believe that a farfity business transfer does not
have any impact on turnover and profit. Howeveshibuld be noted that for group A
it is a social wishful answer to say that nothirgg lthanged after the takeover. Still,
the results are surprising because it was expéhtddespondents in group B would
state that financial results would change afteedakr. It seems that most respondents
in group B do not think that they are above averpgegforming entrepreneurs,
otherwise they would have said that there are fadiggéerences between financial
results before and after the transfer. In tabfet@e quotes on impact of transfer on
business results are summarized.

Subject: Impact of transfer on businessresults

Company| Quote

1 After the takeover more employees have left thermal... ... but tha
happens during a business transfer. Business sdsaten’t changed, our
results run parallel with the economy.

Nothing has changed after the transfer

wWiN

With the first company that we took over thereravéig changes in
business results, but that had nothing to do viighidusiness transfer. Right
after | signed the contract the economy collapseti @ofits and turnover
went down quickly. The second company was losingnegoand after we
bought it, it became a profitable company.
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4 No employees left after the transfer, the prafitl turnover have risen after
the transfer

5 Not much has changed after the takeover, actdlalhgs have improved
because the occupation degree has risen

12 What happens after the transfer is very diffitnlsay, it all depends on the
qualities of the new owner

15 | believe that profit and turnover will go dowfter a business transfer. But

we are real entrepreneurs and always have ideashwiaive influence on
the profit and turnover. It would be difficult toatth that.

Table 7.10: Quotes on impact on business results

7.4 Emotional Value
The fourth sub question that needs to be answered i

Q3.4:What do the stakeholders think about including @émnat value within business
valuation?

The goal of this sub-question is to get to knowdkaeral opinion of stakeholders of
the role of emotional value within business valmtilt also investigates if there is a
need for a concept like emotional value within bass valuation. Because the (dis-
)advantages of a family firm over non-family firnand the most important emotional
and most important psychological aspects were dgaml in the beginning of the
interview the respondents had formed an own opimionthe matter of emotional
value. The respondents were also asked to elabasateuch as possible to increase
the amount of information.

16 out of 16 respondents believe that emotionspamydhological aspects play a role
during family firm business transfer. Company 6 tieers that “for 90 out of 100
cases emotional aspects play a dominant role iméss transfer”. So it is safe to say
that emotions are important during family firm mess transfer. However, 15 out of
16 respondents say that emotional value shouldbeopart of business valuation.
There were no apparent differences between inte@rgiup A and interview group
B. The respondents gave the following arguments:

1. 9 out of 15 respondents say that “the accountaapport should be the basis
of the negotiations on transfer price.”

2. 5 out of 15 respondents say that “emotions showid have influence on

business valuation.”

4 out of 15 respondents say that emotions “cabeajuantified.”

3 out of 15 respondents say that “other secondspgas are more important”

like the future of the employees.

2 out of 15 respondents say that “emotions caneold.”

2 out of 15 respondents say that “emotions areodio’

2 out of 15 respondents believe that “emotional@ak something to deal

with within goodwill”, but don’t know how.

how

No o

An overview on the quotes given by the respondisrgssen in table 7.11.
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Subject: impact emotional value on business valuation

Company| Quote

1 Emotions can not be quantified. You should dasiress valuation with
help of an external accountant to get an honeséwewen your business.
The possible new owner will do the same. Demandifggher price isn’t
going to work.

2 | believe that an accountant gives a bit of martgi play with stuff like
emotional value.

3 | believe it is very important during negotiatson

4 | believe emotions are not important in compariswith other
aspects... ... It is hard to quantify emotions... ... Emudicare present
during business transfer, but cannot be quantifiedoney

5 When you pay more then the estimation you aheed of your own wallet

6 You can question the use of emotional value

7 Isn’t that emotion part of goodwill?

8 On the moment you sell your company, the emotioalue will also be
gone

9 | believe it is useful. But the value of the ametant should always be the
target value. Within the margin it is possible tbatotions can play a role.

10 | would always hire an accountant to do a bissinvaluation

11 Emotions cannot be sold, it is cut out durirfguainess transfer. | also find
it to be imaginary

12 Difficult aspects, those emotions. It is allwsoft. | don’t believe that we
should give emotions any influence on a businessster

14 It's all about the figures

15 Emotions play a role, but only within the margihthe accountant. We
shouldn’t make an extra valuation on emotions.

Table 7.11: Quotes on impact emotional value onnmss valuation

7.5 Situational Aspects

Another aspect that was found to be important millafirm business transfer were

situational aspects. Situational aspects can béegpms aspects which are important
during negotiations although they were not of priyr@ncern in the beginning. Often

these aspects are not primarily connected with tdaday business. 3 out of 6

respondents with experience with family firm busséransfer stated that situational
aspects played a role during negotiations.

Company 2 bought a company from friends because ftiends were in debt. The

business was operating in the same industry as @oynp did. The company was not
valuated very high because of the debts, Companecded to pay more then
valuated because of the fact that the owners waneds.

Company 5 bought a company in another part of theth&tlands. During
negotiations it became clear that the owner wadingilto stay and run the company.
Company 5 was very pleased and decided to pay therevaluated because of the
fact that the old owner wanted to stay at the camgpa

Company 6 is attempting to buy a company which sanost of its profits in the
months June — November, the period of Decembery-idMaw-season. The owner of
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the company wants to transfer the firm &tJanuary. Company 6 wants to transfer
the firm at ' October, because the company can earn some monkeyaan use the
October month to prepare himself for the new higassn that starts in June 20009.
Company 6 is willing to pay some extra money satimpany can be transferred at
1% October. This is an example of a situational aspleat seems of no importance in
the beginning, but suddenly becomes important dunggotiations.

As can be seen in previous examples, the impasttaditional aspects can be high.
The impact of the situational aspects may havesiipe or a negative outcome on
the transfer price. During the interviews with famiirms it became apparent that
also the interview group without any business ti@nasxperience (interview group A)

are sensitive for situational aspects. For instaimepany 9, which states that “I can
imagine that a new owner wants to pay less for oimmgany because | have certain
demands about the transfer.” Company 13 states“thate should be a sort of

chemistry between me and the new owner, when there chemistry between us the
deal is off”. Company 11 says that he would besfiati to sell his company for less
when “he can stay connected to his family firmtfoe following five years.”

7.6. Decisive aspects
The fifth sub question that needs to be answered is
Q3.5: Which aspects are decisive in paying an emativalue or not?

This sub question was designed to create a finatlasion of the empirical study. It

combines the three previous sub questions into 1@ meneral conclusion. Because
the (dis-)advantages of a family firm over non-fynfirm, and the most important

emotional and most important psychological aspeete discussed in the beginning
of the interview the respondents had formed an opmion on the matter of the

influence of emotional and psychological aspectindufamily firm business transfer.

These opinions in combination with the previouswaers in the interviews are the
basis for the final conclusion which will be givenchapter 8.

In the previous paragraphs the most important figsliof each sub-question was
presented. In this paragraph the following questioet needs to be answered is:
Which aspects are decisive in paying an emotioakievor not?

The answers that were presented in the previousgpsshs can be divided into 3

main topics. namely:

1. Continuity: For most respondents continuity of the firm is thest important
aspect during family firm business transfer. Whiea éwner is not sure that the
new owner can ensure continuity, the transfer wfien be canceled. The most
important aspects that have influence on congnaite the community, the
employees and the pride of the old owner.

2. Chemistry:The chemistry between the old owner and the neweows very
important. Many respondents state that there shioeild ‘click’ between the old
owner and the new owner. When there is a ‘clickiMeen the new and the old
owner further negotiations can be done.

3. Financial resultsAnother important aspect in paying an emotiondlieare the
financial results of the past. First of all the ogpof the accountant is the most
important aspect during the first negotiationss iseen as a basis for determining
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the final selling price. Another important financéspect is the retirement. When
the company did well in the past and retirementbeen taken care off, there’s no
real need for a high selling price. But when theuhs were not that good in the
past and the pension funds are low, a higher gelpnce becomes more
important.

These 3 topics will be discussed in the followirgggraphs.

7.6.1. Continuity

When the respondents were asked about the mostrtempaspect of family firm
business transfer, the most important aspect wasdhtinuity of the firm after the
transfer. A remarkable answer because it is tot@hored by current literature.
Therefore, it was not mentioned by the interviedwring the interviews. Still, 11 out
of 16 respondents mentioned continuity as beingniwst important aspect of a
business transfer. 10 out of 16 respondents everionethat they are satisfied with a
lower selling price when continuity is secured. thble 7.12 all quotes on the
importance of continuity have been summarized.

Subject: Continuity

Company| Quote

4 If I should choose now en get 25% less, but hih security of a good
running company fort the next 10 years. | wouldirdefly want it to run
well for 10 years.

5 When continuity is ensured, | can imagine to tleat8 my company a bit.

6 | think that for a selling company it is much mamportant to know if the
company is in good hands... ... You don’t want somean#us hit down
the toilet.

8 If you really have emotional value with your caang, you will choose the
perfect candidate who might has a bit less money.tiNe person with a big
bowl of money.

9 I am willing to ask less for my company when #era candidate who|l
trust with the continuity of the company

10 I'd rather have that employees and the compawe la good future and
settle for less, then sell it for the maximum précel less assurance for the
future

11 Money is never the most important during a fgrfirm business transfef.
Your employees and the continuity of the businessr@st important.

12 | believe that the continuity of the firm if muenore important then the
highest offer. If | had the choice between the &gihoffer with less
assurance or 20% less but full assurance, | woedfimhitely choose the™
option

13 A ‘click’ with the new owner, would have influe& on the selling price.|l
would be satisfied with a lower price.

14 A trustworthy new owner is worth more then a sottrustworthy new
owner. | would lower the selling price when the n@mner is trustworthy.

Table 7.12: Quotes on importance of continuity.

The importance of continuity can also be seen hemfaspects, like for instance
employee care, pride and the community.
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Employee care

As stated in paragraph 7.2 and 7.3 employee carerysimportant for family firms.
Employee care is a combination of salary, secondanglitions of employment and
the general atmosphere at work. 11 out of 16 redgrus believe that family firms
pay higher salaries and 13 out of 16 respondetiesvieehat family firms have greater
employee care then non-family firms. This also hagmplications on family firm
business transfer. Most owners demand extra stipataduring negotiations about
the employees. These stipulations are about thatogees may not be fired in the
follwing year(s), the place of business should steeysame for the following year(s)
and there might also be stipulations on employeggison. For instance company 3,
which said that “we have a secretary who has wofkedur company for several
years. In 3 years she can retire from work, youtdeant her to quit her job because |
am selling the company. That would cause her dreable with het retirement. As a
owner you have to make sure that the employeesstdgosatisfied so that their future
Is safe.”

Community

Company 6 mentions that “if the old owner wantedavion the jackpot he should have
sold it to a competitor, but he didn’t. He soldattwo guys of which he knew that
they could make his company grow. He didn't wartiede seen as a big exploiter
within the little village that he lives in”. The portance of the community is often
underrated, it often has an impact on the famityn fbusiness transfer. It is often
important for the owner of the family firm to ensua good future of the company
because there is pressure from the community. Coynfpad has a big community-

project with unemployed persons and has a produd#oaility in Bulgaria where the

company helps the local community. The community glay a significant role in the

choice of new ownership. The owner will choose tandidate with the best

characteristics for the community and continuitytftie company.

Pride

Every respondent is proud of the company that tmeye build up in the past. The
pride that every respondent has can be seen asisafbaensuring a good business
transfer and continuity of the firm in the futu@ompany 6 says that “one thing you
don’'t want is that the new owner flushes everythyjog have build up in the past
down the toilet.” Owners of family firms do notkahbout it in many words, because
there is not much explanation given on pride. Bus the most important emotional
aspect considering the statistics of figure 7.2.

Concluding, it is likely that aspects like pridengoyee care and having a strong
connection with the community have a strong infeelon the stipulations that are
made during family firm business transfer. The fgnfirm owner cares about the

employees, community and feels proud about his emyp Because of those

emotions the family firm owner wants to make sunat the future of these 3 aspects
are ensured. These aspects also have influendeedimal transfer price. The owner

is often willing to lower the transfer price wheontinuity is ensured.

7.6.2 Chemistry

The 2" aspect which is of great importance during farfiiyp business transfer is the

chemistry between the owner of the family firm d@nhel new owner. This aspect is not
mentioned in the literature study but was mentiorsederal times during the
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interviews. 8 out of 16 respondents mention ttesré should be some sort of
chemistry between the owner and the new owner. @omnp states that “money was
not the most important during the business transfea owner you want to ensure the
future of your company by choosing a new owner Vitas that certain ‘click’.”
Company 7 says that “ if you really have an ematideeling with your company you
will choose the perfect candidate for the job, thet candidate with the biggest bag of
money”. Company 8 mentions that “I am willing toMer the price when there’'s a
candidate that can ensure the continuity of tha fand that | can fully trust.” And
company 13 states that “there should be a sorheinestry between me and the new

owner, when there is no chemistry between us theiseff.”

Concluding, chemistry between the owner of the Ranfirm and the owner is
important during family firm business transfer. Tgresence of a ‘click’ between the
two entrepreneurs also has an influence on the p8everal respondents mentioned
that the price could be lowered when the perfentickate arrives. Having a lack of
chemistry may also have very negative resultspagpany 13 says “when there is no
chemistry, the deal is off!” Chemistry can therefdre very important during family
firm business transfer.

7.6.3 Financial results

The impact of financial results on the final trargbrice is of course high. It forms the
basis of the negotiations according to the respatsd® out of 15 respondents say that
“the accountant’s rapport should be the basis efrtegotiations on transfer price.”
There were no respondents who thought that an tiatueeport of an accountant was
not important. 7 out of 16 respondents think tmb®onal value can play a role in the
valuation techniques, but only within the margihattthe accountant offers. There is
no real support from the respondents to standaehzetional value within business
valuation. “There are so many other more importsptects” that play a role within
business valuation, according to company 3.

A change in ownership does not have much influ@mcbusiness results, 10 out of 13
respondents believe that a family firm businessdfier does not have any impact on
turnover and profit. When looking at interview gpoA (companies with family firm
business transfer experience) the results are aea convincing. All 5 respondents
did not agree with the statement that a transferimgpact on business results like
profit and turnover.

Also the impact of retirement is important for fiveal transfer price. The willingness
to change the transfer price is higher when ret@nimas been taken care off. When
retirement has not been taken care off the need fagh transfer price will be higher.
The final transfer price will account for a largarfpon of the retirement.

Concluding, the influence of the accountant’s rgptite influence of a change in

ownership on business results and the impact okEnme¢nt have a big impact in the

final transfer price. The accountant’s report fothns basis for negotiating the transfer
price, aspects like retirement and the impact @inass results also play a role during
further negotiations.
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7.7 Conclusion

In the previous paragraphs a analysis has been oradlee interviews which have
been performed with 16 stakeholders. In this paflgra final conclusion will be
given on the analysis of the interviews.

Aspects like pride, employee care and having angtomnnection with the community
have a strong influence on the stipulations thatraade during family firm business
transfer. The family firm owner cares about the Eyges, community and feels
proud about his company. Because of those emotieamily firm owner wants to
make sure that the future of the employees is edsand he does not want to be seen
as an exploiter within the community. These aspectd stipulations also have
influence on the final transfer price. The ownepiten willing to lower the transfer
price when continuity is ensured (paragraph 7.6.1)

Another important aspect that has influence orfitred transfer price is the chemistry
between the owner of the family firm and the newe presence of a ‘click’ between
the old owner and the new owner has an influencthemrice. Several respondents
mentioned that the price could be lowered wherp#réect candidate arrives. Having
a lack of chemistry may also have very negativeltesas company 13 says “when
there is no chemistry, the deal is off!” Chemistign therefore be very important
during family firm business transfer (paragraph2).6

The accountant’s report forms the basis for negogahe transfer price; aspects like
retirement and the impact on business results plsy a role during further
negotiations. The influence of a change in ownersim business results and the
presence of a good retirement have a big impatttarfinal transfer price (paragraph
7.6.3).

Concluding, emotional and psychological aspectgadly play a large role in

determining the final transfer price. The responsidoelieve that emotional and
psychological aspects are important during famny fousiness transfer and that it is
small influence on the final transfer price. Acdagl to the respondents the
accountant’s report should always be the basistHerfinal transfer price. When

negotiating on the final transfer price there ar@nynaspects that play a role. The
following aspects play a decisive role in determgnihe final transfer price:

- Continuity of the firm Because of pride, employee care and a good ctinnec
with the community it is very important for the adevner to ensure continuity
of the firm.

- Chemistry: There should be a ‘click’ between the old owned dne new
owner, otherwise the deal will probably be cancklle

- Financial resultsThe presence of a good retirement and the inflei¢inat the
new owner will have on future results will haveiarpact on the final transfer
price.

Psychological and emotional aspects play an saanifirole in the 3 aspects described
above. According to the literature study aspe&is fpiride, basis for retirement and a
connection with the community are emotional aspectsmployee care and the
importance of a ‘click’ between the old owner ahd hew owner are psychological
aspects. The influence of the accountants reporthenfinal transfer price is a
financial aspect.
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Chapter 8: Conclusions and Recommendations

This chapter describes the analysis of the reshlvsvn in chapter 7. First a summary
of the literature study is given. The summary & literature study coheres with the
research questions that were given in paragrapd.1Edllowing a summary of the
research questions considering the analysis witjitben in paragraph 8.2 which will
answer the central research question in paragraphP8@ragraph 8.4 will discuss the
recommendations resulting from the research. Papagr8.5 will discuss the
limitations of this research. Finally the recommatimhs for further research are
given in paragraph 8.6.

8.1 Conclusions Literature study

Q1.1: What is emotional value and what are the most important aspects of
emotional value?

Emotional Value is a term that is fairly new, tHere there has not been much
research conducted on this phenomenon. From aciadgroint-of-view Floren (2005)
states that there are big price differences betvemily business transfers within the
family and family business transfers outside thmilia CEO’s of a family firm often
want to give their children an advantage, and thellcompany for a price which is
below the financial value, the family firm is oftaold for a fiscal value. However,
Floren (2005) and Astrachan (2008) also state whn a family firm is transferred
outside the family, an emotional value should bel @a top of the financial value.
The most important reason for this is that curkehtiation techniques do not take the
emotional aspects into consideration. The most mtapbemotional aspects are:

- Pride

- Retirement

- Justice to other family members

- Commitment

Ql12: What is the M&A process and what are the most important
psychological aspects during family firm businesstransfer?

Several studies have been performed which has gieearal M&A processes. Each
acquisition is different and it is therefore impbss to conduct a basic model which
could be generally applied. Because this study desuon smaller family firms a
SME-view (Rock, Rock & Sikora, 1994) on the M&A pess is taken. The SME-
view has big resemblance with the 4 phases thatdéaKimmenade (2003) during
his study on psychological aspects during phasése acquisition. He defined four
phases during takeover, which each has differgmthygdogical aspects;

1) Orientation Phase

2) Preliminary Phase

3) Negotiation

4) Post-Selling Phase
According to the study of van de Kimmenade (2008ré¢ are several important
psychological aspects that should be taken intowadcduring family firm business
transfer. One of the most important aspects areethployees, the CEO has a
psychological connection with the employees andfiaid of their future following
the takeover. Another important aspect are the gian place of business and
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changing the name of the company. Most CEO’s atsee la connection with their
family business and are reluctant to changes. Alegrto Van de Kimmenade more
emphasis should be given on these psychologicatcespduring the acquisition
process.

Q1.3: What are the most common business valuation techniques and what
areitslimitations?

Three different techniques are commonly used innegs valuation: the income
technique, the asset-based technique, and the madteique (Reilly & Schweihs,
2000). An accountant usually uses a combinatioallofechniques to determine the
value of a business.

First, the income techniqueuses several different approaches, including the

accounting approach, discounted future cash flopggaach (DCF), and the excess

earnings method (which is a hybrid of asset andnme approaches). Most of the

income techniques consider the subject compang®ical financial data; only the

DCF method requires the subject company to proprdgected financial data. There

are several different methods of determining therepriate discount rates. The

discount rate is composed of two elements:

1) the risk-free rate, which is the return thatimrestor would expect from a secure,
practically risk-free investment, such as a highlidy government bond;

2) arisk premium that compensates an investathrelative level of risk associated
with a particular investment in excess of the fige rate.

Important related tools to compose a discount ete CAPM, WACC and the

BuildUp-method.

Second, the basis of tlsset-based techniqugethat a business is equal to the sum of
its parts. That is the theory underlying the a$sested techniques to business
valuation. The asset technique to business valuatobased on the principle of
substitution: no rational investor will pay more the business assets than the cost of
procuring assets of similar economic utility. Ietbompany is well-managed and has
positive profit prospects, then often extra gootusl paid. Goodwill consists of
personal and business goodwiill.

Third, themarket techniquéo business valuation is rooted in the economiiaciple

of competition: “that in a free market the supphdademand forces will drive the
price of business assets to a certain equilibrigbgmodaran, 1996). Buyers would
not pay more for the business, and the sellersnatllaccept less, than the price of a
comparable business enterprise. The market priciteofstocks of publicly traded
companies engaged in the same or a similar litisihess, whose shares are actively
traded in a free and open market, can be a vatlttator of value. For non-public
companies like most family firms are, the markeprapch is difficult to apply
because the value of assets is difficult to deteemi

Q1.4: What are the limitations of current research according to family firm
resear chers?

From a family firm point-of-view there is criticismn current valuation techniques,
because nonfinancial goals are not taken into densiion. Nonfinancial goals can be
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split up nonfinancial values and nonfinancial cogtamily firms are presumed to
have more nonfinancial values and nonfinancial scotan nonfamily firms.
Astrachan (2008) and Fléren (2005) state that a wewation technique should be
composed for valuating family firms with nonfinaakgoals.

Q1.5: What arethe (dis-)advantages of a family firm over a nonfamily firm?

Extensive literature research by various authossbdeen performed in order to gain
perspective on the advantages and disadvantagasty firms, with an emphasis on
the advantages of family firms (see table 4.1, [E)e

The advantages have been categorized into fowsrdiif categories (Habbershon &
Williams, 1999):
- Human Capital
- Organizational Capital
- Physical Capital
- Process Capital

Family firms also have several disadvantages, tbet nmportant disadvantages of
family firms are:

- Obtaining capital

- Emotional issues

- Confusing business model

- Leadership

Concluding it can be said that the valuation teghej goodwill and competitive

advantages and disadvantages have an influencéeobusiness value. However,
according to several researchers from the famity there is also a more “softer” side
of business value. These emotional and psycholbggects should also be taken
into account when transferring a family firm.

8.2 Analysisinterview

Q3.1: What are the most important advantages and disadvantages of a family
firm that havearolein thevaluation of afamily firm?

One of the prime advantages of family firms overoamfamily firm is the employee
care and all related aspects that are part ofatteantage. 13 out of 16 respondents
believe that family firms have more employee cdrant nonfamily firms. Family
firms are presumed to pay higher salaries and moevk for giving more trust to their
employees. According to 11 out of the 16 resporsl&mhily firms have more control
on their finances. The respondents believe thataraily firm owner is more
committed to its firm than a nonfamily firm. Onetbe downsides of having a family
firm is having more emotions and stress. It seenmisetome more problematic when
the family firm has more family members inside flren and is more “traditional”
(paragraph 6.1). Most of the respondents also #daatl flexibility, making quick
decisions, being creative and being more produdarebe considered as advantages
of having a family firm. Finally, the respondent&mtion that it is an advantage of
being a SME instead of a large company.
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Q3.2: Do emotional aspects play arolein the valuation of a family firm?

Emotional aspects play a role in the valuation damily firm. One of the most
important emotional aspects is pride. The famiignfowner has built up the company
over a long period and is proud because of thagréfbre it is very important for the
family firm owner to ensure a good transfer andea mwner who is well-equipped
for handling a business. The aspect “basis farereent” is also a important aspect.
When the family firm was not very profitable andir@ment is still an aspect that
should be taken care off, there is a stronger rieed high selling price. When the
family firm was very profitable in the past andireinent is already taken care off,
there is not such a need for a high selling price

Q3.3: Do psychological aspects play arolein the valuation of afamily firm?

An important psychological aspect is the commitnmerémployees, which has large
influence during family firm business transfer. Fgnfirm owners seem to be more
connected to the place of business than the famalye. There is a connection
between the place of business and the commitmeeinfgoyees, most respondents
believe that it is important that the employeesehawgood prospects at the company
and therefore do not want it to change locationodOof 13 respondents do not think
that a family firm business transfer has influencethe turnover and profit, which is
in contrast with a lot of studies which have beenfgrmed in the study-field of
M&A.

Q3.4: What do the stakeholders think about including emotional value within
business valuation?

All respondents believe that emotional and psyaiiold aspects have an influence on
the business valuation. In contrast, 15 out of d€pondents believe that emotional
and psychological aspects should not be a seppeatewithin business valuation.
Most respondents believe that emotional and psggicdl aspects can have a role
within the margin that every accountant gives whdsusiness is valuated. But most
respondents also mention that other more pracdmadcts like transfer date also have
influence within that margin. This means that tleecauntants’ margin is influenced
by many aspects, emotional and psychological aspediuded.

Q3.5: Which aspects are decisive in paying for emotional and psychological
aspectsor not?

Aspects like pride, employee care and having angtomnnection with the community
have a strong influence on the stipulations thatraade during family firm business
transfer. The family firm owner cares about the kEyges, community and feels
proud about his company. Because of those emotieamily firm owner wants to
make sure that the future of the employees is edsand he does not want to be seen
as an exploiter within the community. These aspagtsstipulations are decisive in a
successful deal. The owner is often willing to lowee transfer price when continuity
is ensured (paragraph 7.6.1)

Another important aspect that has influence orfitred transfer price is the chemistry
between the owner of the family firm and the newnew The presence of a ‘click’
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between the old owner and the new owner has aoeimfe on the price. Several
respondents mentioned that the price could be ledverhen the perfect candidate
arrives. Having a lack of chemistry may also hageywnegative results, as company
13 says “when there is no chemistry, the dealfi§ Ghemistry can therefore be very
important during family firm business transfer @guaph 7.6.2).

The accountant’s report forms the basis for negogahe transfer price; aspects like
retirement and the impact of the business trar@idousiness results also play a role
during further negotiations. The influence of a rid@ in ownership on business
results and the presence of a good retirement aawg impact in the final transfer
price (paragraph 7.6.3).

8.3 Central research question

In this paragraph an answer will be given on tHe¥ang central research question.
The final conclusion will include the most importaapics of the literature study and
the results from the interview analysis.

Does emotional and psychological aspects play & nol family firm business
valuation and what aspects play a decisive rolpaging an emotional value?

The central research question can be divided wtoseparate parts. The first part is:

Does emotional and psychological aspects play & nol family firm business
valuation?

The answer on this question is yes. According te lkiterature study and the
respondents emotional and psychological aspecis glele in business valuation.
But, the practical point-of-view is different frothe theoretical point-of-view.

From a theoretical point-of-view researchers lik&é&n (2005) and Astrachan (2008)
believe that emotional and psychological aspects dmve a larger influence on the
final transfer price. Several arguments are given ifitroducing the aspect of
emotional value within business valuation. Thespeets include that current
valuation techniques are lacking in economic rotigtes, nonfinancial aspects are
ignored and many more (paragraph 3.3.1 and 3Al@jough the criticism on current
valuation techniques seem to be right, they faishlow how emotional returns and
costs can be added, how financial value and erntiaiue can be added, and how
the two might effect each other. They also failniention that accountants never
solely use one valuation technique when valuatinuainess. Accountants use
several techniques to arrive at a recommended pmck give a margin which is
negotiable. The critics on current valuation tegoes also fail to investigate the
needs from a business perspective, is there a fn@@dthe family firm perspective
and what do nonfamily firms about emotional value?

From a practical point-of-view emotional and psyogial aspects only has
influence within the margin that the accountantgiin his report on the valuation of
the family firm. The margin of the accountant iseof not that large, which implies
that emotional and psychological aspects also ddhaee a very large influence on
the final transfer price. Also situational aspews play a role within the margin of
the accountant, like an earlier transfer date eramount of time that the old owner
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stays connected to the firm. These aspects aredcsiluational aspects. According to
the respondents these situational aspects might dv@inate the final transfer price
than emotional and psychological aspects do.

Also the practical implementation of emotional gasychological aspects seems to be
different between the theoretical and the pracpoaht-of-view.

According to the literature study, the researchetgeve that emotional aspects have a
positive value and believe that it leads to a high@nsfer price. They believe that
family firms are valuated lower than nonfamily fsmand that emotional and
psychological aspects add value to the firm. Tinsynuate that the final transfer price
Is the most important aspect during the family flvosiness transfer.

In contrast, the respondents (14 out of 16 respusdare family firms themselves)
believe that emotional and psychological aspecte lm negative influence on the
final transfer price. The family firm owner is caroed about a lot of other aspects
besides the final transfer price. They are conakmi¢gh aspects like the future of the
company, the future of their employees and the ohpéthe transfer on the family.
The final transfer price is also important, bugemeral this is not the most important
aspect.

The second part of the central research question is
What aspects play a decisive role in paying an amat value?
The decisive aspects can be divided into 3 maiitsopamely:

1. Continuity: For most respondents continuity of the firm is thest important
aspect during family firm business transfer. Whiea ¢wner is not sure that the
new owner can ensure continuity, the transfer wilen be canceled. The
employees are important for the old owner, and hetsvto ensure a good future
for his employees. He also does not want to be asembig exploiter within the
community. The last important aspect is the prite the old owner has because
he has built up the company for a long period

2. Chemistry:The second important aspect is the chemistry lextvikee old owner
and the new owner. Many respondents state tha¢ gfeyuld be a ‘click’ between
the old owner and the new owner. When there idiek'detween the new and the
old owner further negotiations can be done. Thisas a family firm specific
aspect, but also happens with large publicly listeshpanies

3. Financial resultsAnother important aspect in paying an emotiondlieare the
financial results of the past. First of all the ogpof the accountant is the most
important aspect during the first negotiationss iseen as a basis for determining
the final selling price. Another important financéspect is the retirement. When
the company did well in the past and retirementbeen taken care off, there’s no
real need for a high selling price. But when theuhs were not that good in the
past and the pension funds are low, a higher gelpnce becomes more
important.

Concluding, the influence of the accountant’s rgptite influence of a change in
ownership on business results and the impact okEnme¢nt have a big impact in the
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final transfer price. The accountant’s report fothns basis for negotiating the transfer
price, other aspects like retirement and the impacbusiness results also play an
important role during further negotiations. All fgeaspects can be decisive in making
the business transfer a success or a failure.

8.4 Recommendations

For family firm buyers it is important to reckon ttviemotional and psychological
aspects like the connection with the employees, pide of the old owner, the
importance of continuity. Several accountants shobé used to get a good
perspective on the value of the family firm. The@mtants report should be the basis
for the negotiations. Also the ‘click’ with the otdvner is very important. When the
nonfamily firm reckons with those aspects they haypod chance in taking over the
company. A family firm buyer should try to undersfathat family firms have a
emotional and psychological connection with theampany, and that family firms
often find it hard to sell their family firm. Wheamily firm buyers reckon with those
aspects, the family firm buyer has a better chanckaving a successful business
transfer.

8.5 Limitations

Although the empirical study did satisfy the vatydand reliability limits, the research
also has the following limitations:

- The sample size is small for a non sector spe@Bearch;

- The respondents were obtained with help of an ateott Most respondents
are (former) clients of the accountant. This melrad the dataset could be
biased;

- The research is vulnerable for social wishful angvge The answers have not
been tested by means of control questions;

- Only 2 out of 16 respondents had experience withadly selling a family
firm;

- The data-set consisted of 14 family firms and dhiyonfamily firms. A data
set with more nonfamily firms would be more valid.

8.6 Further research

In this research the researcher has tried to miglee i€ emotional and psychological

aspects indeed play a role during family firm basstransfer and tried to determine
the most important aspects that have influencehan matter. This research is far
from complete. Therefore, several recommendatiansbe made for further research:

- A best practice scenario should be researchedn®uhis study it was not
possible to investigate a scenario with family srwhich have sold their
company;

- Further research should be done in approaches amtifu the value of
emotional and psychological aspects;

- More financial research by means of case studiedegerformed to quantify
the amount of emotional value during specific tfarss
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Further research should be done for specific sectouring this research
several sectors have been researched, because wWeeee not enough
respondents from one specific sector;

More detailed research should be done on the p@woepn emotional and
psychological aspects during family firm businessisfer;

During this research only SMEs have been intervieviewould be possible
to do the same research also for large companidsf@npublicly listed

companies.

This study described the emotional and psycholbgispects from a family
firm point-of-view. It is advisable to investigat¢the emotional and
psychological aspects from nonfamily firm pointxoéw.
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Appendix A: Interview, with experience
Inleiding interview

Dit interview is in het kader van mijn scriptie vode Universiteit van Wageningen.
In samenwerking met de Gibo Groep en MKB Adviseles ik met u in contact

gekomen om een interview af te nemen. Het ondergaek over emotionele waarde
bij overname van een familiebedrijf buiten de faesieer. Doel is om te weten te
komen of emotionele en psychologische aspectenr@epelen bij de verkoop van
het familiebedrijf en of die emotionele waarde gqmsitieve of negatieve invioed
heeft op de waardering van het bedrijf. Onderwemgienaan bod zullen komen zijn
de financién van het overgenomen bedrijf, voordelemadelen van familiebedrijven,
emotionele en psychologische aspecten en alsddaisek vanuit het perspectief van
het familiebedrijf op de huidige gang van zakende zakenwereld. Voor de
behandeling van ieder onderwerp zal ik een klenteiding geven over eventuele
begrippen die verduidelijking nodig zullen hebbBe.interviews zullen vertrouwelijk

behandeld worden. Hebt u verder nog vragen?

Algemene gegevens

Naam:

L eeftijd:

Naam bedrijf + sector:
E-mailadres:

1. Kunt u wat vertellen over het familiebedrijf wabuergenomen heeft?
Financien

2. U hebt een familiebedrijf overgenomen. Weet u ellearderingstechniek er
werd gebruikt?
o Discounted Cashflow-methode (Accounting methode,ntaigde
overwaarde method, opbouwmethode)
0 Rentabiliteitswaarde
o Intrinsieke Waarde (Fair Market Value, transactidrode)

3. Weet u of er ook goodwill is betaald?
o Ja
0 Nee
4. Zo ja, weet u waar die goodwill op gebaseerd was?

5. Bij een waarderingsrapport wordt vaak opgegeverddatnderneming tussen
XX en yy euro ligt. Als u die bandbreedte zou opdeh kwarten (25%). In
welk kwart zat uw betaling?

o 0-25%

26 - 50%

Precies in het midden

51 - 75%

76 - 100%

O O OO
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6. Kunt u verklaren waarom u voor die waardering gekoheeft, en welke
factoren daarin de grootste rol speelden.?

Voordelen en nadelen van familiebedrijven

Uit onderzoek onder familiebedrijven is geblekenfdailiebedrijven anders zijn dan
niet-familiebedrijven. Enkele voordelen zijn flefiteit, lagere schulden, veel zorg
voor personeel, focus op langere termijn. Er zijohter ook nadelen bij
familiebedrijven te vinden zoals emoties, leidegggistress en onderlinge rivaliteit.

7. Tijdens en na de aankoop van het familiebedrijf ixetbe volgende voordelen
en nadelen ondervonden die specifiek passen bijaeailiebedrijf:
1= mee eens
2= gedeeltelijk mee eens
3= noch mee eens, noch mee oneens
4= gedeeltelijk mee oneens
5= mee oneens

Creatiever 1 2 3 4 5 n.v.t.
Reageert snel op veranderingen 1 2 3 4 5 .t.nv
Geven snel vertrouwen 1 2 3 4 5 n.v.t.
Productiever 1 2 3 4 5 n.v.t.
Flexibeler 1 2 3 4 5 n.v.t.
Maken snel beslissingen 1 2 3 4 5 n.v.t.
Meer zorg voor personeel 1 2 3 4 5 n.v.t.
Meer aandacht R&D 1 2 3 4 5 n.v.t.
Beter financieel management 1 2 3 4 5 n.v.t
Minder reactief op economische cycli 1 2 3 4 5n.v.t.
Meer focus op lange dan op korte termijn 1 2 3 4 5n.v.t.
Minder schulden 1 2 3 4 5 n.v.t.
Betalen meer salaris 1 2 3 4 5 n.v.t.
Lagere kosten over schulden 1 2 3 4 5 .nwvit
Geduldig met investeren 1 2 3 4 5 n.v.t.
Conservatief, moeilijk te veranderen 1 2 3 4 5n.v.t.
Gebrek aan leiderschap naast de directeur 1 2 3 4 B.v.1.
Gebrek aan kennis naast de directeur 1 2 3 4 B.v.t.
Meer stress 1 2 3 4 5 n.v.t.
Emoties binnen de familie 1 2 3 4 5 n.v.t.
Slechtere communicatie 1 2 3 4 5 n.v.t.
Dominante DGA 1 2 3 4 5 n.v.t.
Chaotisch Business model 1 2 3 4 5 n.v.t.

Zou u uw keuzes kunnen toelichten?

8. Hebt u wellicht nog andere voordelen of nadeleneovahden van een
familiebedrijf?

9. Welke voordelen en nadelen hebben de meeste ingletead op uw bedrijf?
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10.Vindt u dat deze voordelen en nadelen invloed nmodiebben op de
waardering van familiebedrijven, of denkt u datele@nordelen en nadelen in
het bedrijfsresultaat te zien zijn?

Emotionele waar de en psychologische aspecten

Kenmerken van emotionele waarde zijn kenmerkentrals, verkoop van bedrijf
wordt gezien als basis voor pensioen, verbondérebliaan het bedrijf etc.
Psychologische aspecten tijdens een overname van familiebedrijf kunnen
gekarakteriseerd worden als hechting aan het lheldg} heeft veel gelijkenissen met
emotionele waarde maar gaat ook in op externe rawta@oals hechting met het
personeel, naam en vestigingsplaats van het bedrijie continuiteit van het bedrijf.

Volgens literatuur over familiebedrijven zou er de toekomst meer rekening
gehouden moeten worden met deze softere aspectdmevaranagen van een bedrijf.
Het houdt dus in dat er naast de waarde die hetjfo@dard is volgende de huidige
waarderingstechnieken, ook nog een extra opslagaloeimoet worden omdat de
eigenaar een emotionele en psychologische bant dpggbouwd met zijn bedrijf.

11.Begrijpt u de werking van de begrippen emotionedé@amle en psychologische
aspecten?

12.Wat is uw mening over dit fenomeen, en zou er vadge ook meer rekening
gehouden moeten worden met deze aspecten?

13.Hebben deze aspecten voor u een positieve waareenohegatieve waarde?
En kunt u ook uitleggen waarom?

14.Gedurende de overname van een familiebedrijf heteikolgende emotionele
factoren meegemaakt bij het familiebedrijf:
1= mee eens
2= gedeeltelijk mee eens
3= noch mee eens, noch mee oneens
4= gedeeltelijk mee oneens
5= mee oneens

Trots 1 2 3 4 5 n.v.t.
Verkoop was de basis voor pensioen 1 2 3 4 B.v.t.
DGA wil verbonden blijven met bedrijf 1 2 3 4 5 n..t
DGA heeft het bedrijf goed overgedragen 1 2 3 4 5n.v.t.
Familie had moeite met de verkoop 1 2 3 4 5n.v.t.
Veel familie werkzaam bij bedrijf 1 2 3 4 5 nw.t

Kunt u uw antwoorden toelichten?
15.Hebben deze emotionele factoren u beinvloed gedaréa overname?

16.Kunt u aangeven welke emotionele factoren u algipbbeschouwt, en welke
factoren u als negatief beschouwt?
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17.Kunt u aangeven welke emotionele factoren volgene umeeste invioed op
de verkoop en op de dagelikse gang van zaken bime¢ bedrijf hebben
gehad?

18.Gedurende de overname van een familiebedrijf hebdé& volgende
psychologische factoren meegemaakt bij het fanatieif:
1= mee eens
2= gedeeltelijk mee eens
3= noch mee eens, noch mee oneens
4= gedeeltelijk mee oneens
5= mee oneens

Gedurende de onderhandelingen bleek dat...

DGA begaan met het personeel 1 2 3 4 5 tnwv.
Bedrijf was belangrijkste in het leven 1 2 3 4 5n.v.t.
Bedrijf belangrijk als inkomstenbron 1 2 3 4 S n.w.t
Bedrijf belangrijk voor de gemeenschap 1 2 3 4 5n.v.t.
Bedrijf is van de hele familie 1 2 3 4 5 v
Bedrijffsnaam mag niet veranderen 1 2 3 4 5.v.t.n
Bedrijfslocatie mag niet veranderen 1 2 3 4 5n.v.t.

DGA wil betrokken blijven met bedrijf 1 2 3 4 5 n..t.

Na de overname bleek dat...

Veel personeel verdwenen 1 2 3 4 5 n.v.t.
Moeilijke omgang met veranderingen 1 2 3 4 5n.v.t.
Omzet gedaald 1 2 3 4 5 n.v.t.
Winst gedaald 1 2 3 4 5 n.v.t.

DGA heeft het bedrijf goed overgedragen 1 2 3 4 5n.v.t.
Kunt u uw antwoorden toelichten?
19.Hebben deze psychologische factoren u beinvloedrgede de overname?

20.Kunt u aangeven welke psychologische factoren padstief beschouwt, en
welke factoren u als negatief beschouwt?

21.Kunt u aangeven welke psychologische factoren visigede meeste invlioed
op de verkoop en op de dagelijkse gang van zakamehihet bedrijf hebben
gehad?

22.Denkt u dat het toepassen van emotionele en pxgilsoche aspecten

bovenop de waardering van de boekhouder zinvolzgaumits er een goede
onderbouwing beschikbaar is (deze waarde kan pbsitnegatief zijn)?

Ik ben aan het eind van mijn interview gekomen ftheenisschien nog vragen en/of
opmerkingen?

Heeft u interesse in een kopie van het onderzopgert?
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Appendix B: Interview, family firm without experience
Inleiding interview

Dit interview is in het kader van mijn scriptie vode Universiteit van Wageningen.
In samenwerking met de Gibo Groep en MKB Adviseles ik met u in contact

gekomen om een interview af te nemen. Het ondergaek over emotionele waarde
bij overname van een familiebedrijf buiten de faesieer. Doel is om te weten te
komen of emotionele waarde een rol speelt bij dkogp van het familiebedrijf en of

die emotionele waarde een positieve of negatievieéa heeft op de waardering van
het bedrijf. Onderwerpen die aan bod zullen komgn de financién van het

overgenomen bedrijf, voordelen en nadelen van fab&trijven, emotionele waarde,
psychologische aspecten en als laatste kritiek ivahet perspectief van het

familiebedrijf op de huidige gang van zaken in deenwereld. Voor de behandeling
van ieder onderwerp zal ik een kleine inleiding gyewver eventuele begrippen die
verduidelijking nodig zullen hebben. De interviemsllen vertrouwelijk behandeld

worden. Heeft u verder nog vragen?

Algemene gegevens

Naam:

L eeftijd:

Naam bedrijf + sector:
e-mailadres:

1. Kunt u vertellen wat uw bedrijf een familiebedmnjiaakt?

Voordelen en nadelen van familiebedrijven

Uit onderzoek onder familiebedrijven is geblekenfdailiebedrijven anders zijn dan
niet-familiebedrijven. Enkele voordelen zijn fleiiteit, lagere schulden, veel zorg
voor personeel, focus op langere termijn. Er zijohter ook nadelen bij
familiebedrijven te vinden zoals emoties, leideggghstress en onderlinge rivaliteit.

2. Mijn familiebedrijf heeft de volgende voordelen eadelen ten opzichten van
een niet-familiebedrijf
1= mee eens
2= gedeeltelijk mee eens
3= noch mee eens, noch mee oneens
4= gedeeltelijk mee oneens
5= mee oneens

Creatiever 1 2 3 4 5 n.v.t.
Reageert snel op veranderingen 1 2 3 4 5 .t.nv
Geven snel vertrouwen 1 2 3 4 5 n.v.t.
Productiever 1 2 3 4 5 n.v.t.
Flexibeler 1 2 3 4 5 n.v.t.
Maken snel beslissingen 1 2 3 4 5 n.v.t.
Meer zorg voor personeel 1 2 3 4 5 n.v.t.
Meer aandacht R&D 1 2 3 4 5 n.v.t.
Beter financieel management 1 2 3 4 5 n.v.t
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Minder reactief op economische cycli 1 2 3 4 5n.v.t.

Meer focus op lange dan op korte termijn 1 2 3 4 5n.v.t.
Minder schulden 1 2 3 4 5 n.v.t.
Betalen meer salaris 1 2 3 4 5 n.v.t.
Lagere kosten over schulden 1 2 3 4 5 .nwvt
Geduldig met investeren 1 2 3 4 5 n.v.t.
Conservatief, moeilijk te veranderen 1 2 3 4 5n.v.t.
Gebrek aan leiderschap naast de directeur 1 2 3 4 VA
Gebrek aan kennis naast de directeur 1 2 3 4 B.v.t.
Meer stress 1 2 3 4 5 n.v.t.
Emoties binnen de familie 1 2 3 4 5 n.v.t.
Slechtere communicatie 1 2 3 4 5 n.v.t.
Dominante DGA 1 2 3 4 5 n.v.t.
Chaotisch Business model 1 2 3 4 5 n.v.t.

Kunt u uw keuzes toelichten?

3. Zijn er nog andere voordelen en nadelen van toemasp uw bedrijf die niet
in de lijst staan?

4. Welke voordelen en nadelen hebben de meeste invloedv bedrijf?

5. Vindt u dat deze voordelen en nadelen invioed nmodiebben op de
waardering van familiebedrijven, of denkt u datelemordelen en nadelen in
het bedrijfsresultaat te zien zijn?

Emotionele waar de en psychologische aspecten

Kenmerken van emotionele waarde zijn kenmerkentrals, verkoop van bedrijf
wordt gezien als basis voor pensioen, verbondévebliaan het bedrijf etc.
Psychologische aspecten tijjdens een overname van familiebedrijff kunnen
gekarakteriseerd worden als hechting aan het lheldg} heeft veel gelijkenissen met
emotionele waarde maar gaat ook in op externe rattaoals hechting met het
personeel, naam en vestigingsplaats van het bedrijie continuiteit van het bedrijf.

Met het begrip emotionele waarde en psychologisspecten wordt de extra waarde
naast de boekwaarde bedoeld. Het houdt dus inrdetast de waarde die het bedrijf
waard is volgende de huidige waarderingstechniekek, nog een extra opslag
betaald moet worden omdat de eigenaar een ematidnaeld heeft opgebouwd met
Zijn bedrijf.

6. Begrijpt u de werking van de begrippen emotionete psychologische
aspecten?

7. Bent u van mening dat deze emotionele en psychsibgiaspecten doorbelast
zouden moeten worden in de uiteindelijke waardeviang een bedrijf, of vindt
u een puur financiéle kijk voldoende?

8. Hebben deze aspecten voor u een positieve waareenofhegatieve waarde?
En kunt u ook uitleggen waarom?
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9. Hebt u als eigenaar van een familiebedrijf zelf eemotionele en
psychologische band met uw bedrijf, en kunt u degtrmeer over vertellen?

10.Wat is uw mening over dit fenomeen?

11.Als ik mijn familiebedrijf zou verkopen zou ik deolende emotionele
factoren hebben:
1= mee eens
2= gedeeltelijk mee eens
3= noch mee eens, noch mee oneens
4= gedeeltelijk mee oneens
5= mee oneens

Trots 1 2 3 4 5 n.v.t.
Verkoop was de basis voor pensioen 1 2 3 4 B.v.t.
Ik wil verbonden blijven met bedrijf 1 2 3 4 5 n.w.t.
Ik wil het bedrijf goed overdragen 1 2 3 4 S n.v.t.
Familie heeft moeite met de verkoop 1 2 3 4 5n.v.t.
Veel familie werkzaam bij bedrijf 1 2 3 4 5 n.w.t

Kunt u uw antwoorden toelichten?

12.Kunt u aangeven welke emotionele factoren u algipbbeschouwt, en welke
factoren u als negatief beschouwt?

13.Kunt u aangeven welke emotionele factoren volgene umeeste invioed op
de verkoop en op de dagelijkse gang van zaken biheebedrijf hebben?

14. Als ik mijn bedrijf zou verkopen zou ik de volgenpgsychologische factoren
hebben:
1= mee eens
2= gedeeltelijk mee eens
3= noch mee eens, noch mee oneens
4= gedeeltelijk mee oneens
5= mee oneens

Gedurende de onderhandelingen...

Ik ben begaan met het personeel 1 2 3 4 5.v.t.n
Bedrijf was belangrijkste in het leven 1 2 3 4 Sn.w.t
Bedrijf belangrijk als inkomstenbron 1 2 3 4 5 n.v.t.
Bedrijf belangrijk voor de gemeenschap 1 2 3 4 5n.v.t.
Bedrijf is van de hele familie 1 2 3 4 5 wv.h.
Bedrijfsnaam mag niet veranderen 1 2 3 4 5.v.t.n
Bedrijfslocatie mag niet veranderen 1 2 3 4 5n.v.t.
IK wil betrokken blijven met bedrijf 1 2 3 4 5 nuw.t

Na de overname denk ik dat...
Veel personeel verdwenen 1
Moeilijke omgang met veranderingen 1

3 4 5 n.v.t.
3 4 5n.v.t.

N DN
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Omzet gedaald 1 2 3 4 5 n.v.t.
Winst gedaald 1 2 3 4 5 n.v.t.
Ik heb het bedrijf goed overgedragen 1 2 3 4 M.v.t.

Kunt u uw antwoorden toelichten?

15.Kunt u aangeven welke psychologische factoren pasitief beschouwt, en
welke factoren u als negatief beschouwt?

16.Kunt u aangeven welke psychologische factoren vislgede meeste invioed
op de verkoop en op de dagelijkse gang van zakarehihet bedrijf hebben?

17.Denkt u dat het toepassen van emotionele en pgilsohe aspecten

bovenop de normale waardering van de boekhoudeolzzou zijn, mits er

een goede onderbouwing beschikbaar is (deze w&ardeositief of negatief
zijn)?

Ik ben aan het eind van mijn interview gekomen ftheenisschien nog vragen en/of
opmerkingen?

Heeft u interesse in een samenvatting van het andksrapport?
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