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STAGE 3: FAMILY OFFICE ASSETS AND SERVICES

A Family Office should include the range
of assets that a family want it to include.
This is markedly different from the way
the current Family Office market operates.

The Armstrong Family Office Assets
and Services

The Armstrong’s Family Office Purpose
determined that the assets in their Family
Office would be commercial property and
shares in other businesses.

The family took advice on the best way
for them to invest as a family in the asset
classes they had chosen. That raised a
number of interesting and occasionally
challenging points. Who would have
power to decide what? How often would
the family meet to discuss matters?

Most existing Family Office providers offer
investment and wealth management services,
which has led to the assumption that this is
the main function of a Family Office.

However, a Family Office should not be defined
by what advisers do and should, instead, reflect
what a family wants, hence the importance of
a clear Family Office Purpose.

How would information be distributed? Just
how much would the wider family be involved
or would it just be a case of Mum and Dad
continuing to make all the decisions?

The discussion about how to achieve
their objectives regarding education was
a bit more straightforward. Tom and
Hazel would use part of the money
from selling the business to create

The Armstrong Family Education Fund.
This would cover school and college or
university expenses, but not vocational
training or career breaks.

The Family Office Purpose and the balance
between “we"” and “me” will also determine
the services that the Family Office will need
to conduct its business, and those it provides
for individual family members. The benefits
of providing professional services via the
Family Office, compared to each family
member doing their own thing, include
economies of scale and quality control.
There is more guidance in What can
advisers do to help?

The fund could also be used to pay for
family members to attend family office
conferences and other events that ensured
the family had the most up-to-date
information about family offices.

Decisions about who got what from

the fund would be made by all five family
members, and it was acknowledged that
this would not necessarily be on an equal
basis, since family members, including
the grandchildren, would inevitably

have different educational needs

and ambitions.



The Armstrong family needed
advice to help them decide the
best structure for carrying out

the core Family Office business

of property and business angel
investments. They also needed to
appoint advisers who could provide
cost effective professional services
to help family members manage
their private affairs; for example,
tax and estate planning, residential
property and investment advice.

T ———————]
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STAGE 4: THE ROLE OF FAMILY MEMBERS

A very important part of the process
of creating a Family Office is the
opportunities it creates for family
members to be actively involved in
managing or governing the business of
their family. This feature of the Family
Office will be particularly attractive to
families who like to be in control of
their own affairs.

The extent to which family members can
be actively involved in managing their
Family Office will depend on whether or
not they have the skills to deal with the
assets included in the Family Office. For
example, do any of the Armstrongs have
the skills or knowledge to be actively
involved in commercial property deals
and business angel investments?

Some families might want to design
their Family Office to capitalise on the
skills of family members and ensure
that the family has a prominent role in
managing the Family Office. If family
members do not have the interest or
ability to manage their own Family
Office, or there are just too many family
members for the number of roles needed,
the Family Office will need to engage
‘outsiders’ to help them run the Family
Office. This does not mean that family
members will be isolated from their
Family Office and become only passive
participants. Any worthwhile Family
Office strategy should include practical
advice on how the business of a family
can be well governed in addition to
being well managed.

Family Governance

There must be a forum in the Family
Office where the interests and concerns
of the family, whose lives are affected by
the Family Office, can be discussed. In a
small family these discussions usually
occur spontaneously, whenever needed.
However, as the family and its Family
Office both grow, the business of the
family requires more thought and formality.
This challenge is often met by creating a
Family Assembly.

Family Assembly

The purpose of a Family Assembly can be a
mixture of social, formal and educational.

As a family grows and its demographics
become more complex, the Assembly can
generate social interaction that will help
to create and sustain the “glue” that
binds the family to each other and to
their shared investments in the Family
Office. This is important because if the
“glue” is not maintained and is allowed
to dilute, there eventually will come a
point when it is not strong enough to
hold the Family Office together. Family
Assembly meetings can help to ensure
that all family members are kept in touch
with what’s happening in the Family
Office and in the lives of their relatives.

The Family Assembly is also an excellent
forum for providing family members with
information and education about all aspects
of the Family Office. This education could
be about wealth management and business
generally as well as the detailed workings of

the Family Office. The family may arrange
in-house, private seminars for family
members or fund the cost of attending
seminars and conferences.

The formal role of a Family Assembly

can include creating a Family Constitution
or Family Charter to govern areas that
are of importance to the Family Office.
This document can include the following:

e The Family Office Purpose.

e A Statement of Values that are deeply
rooted in the family and which must be
reflected in all Family Office activities.
For example, a family’s values may
affect the type of investments that
the Family Office can make or set
expectations about how family
members will manage their own affairs.

e Guidelines or more detailed rules in
relation to Family Office activities such as
overall investment and asset allocation;
distribution policies to govern who gets
what from the Family Office and
whether any key decisions (for example
diversification into new activities and
liquidating investments) are specifically
reserved for the Family Assembly.

e Rules for the proceedings at the Family
Assembly; when and how meetings will
be arranged and the business of the
meetings conducted, including voting
on any decisions that are reserved for
the Family Assembly.

e How information about the Family
Office will be collated and distributed.



e Rules on how family members can
be appointed to manage parts of
the Family Office and whether these
appointments will be made on a
“family first” or “business first” basis.

e Guidelines on the types of conduct
that should be avoided as misconduct
may affect the reputation and standing
of the family and its enterprises.

A media policy on how the family deal
with any publicity about their private
lives may also be worthwhile.

The Family Constitution will be a
confidential document and will be of such
length as is needed to ensure that the
family is satisfied that their Family Office
will be well governed and well managed.

Family Council

In larger families, it may be necessary
to delegate the task of running the
Family Assembly to a smaller group —
the Family Council. The Family Council
is very flexible, so it is important that
clear goals and tasks are set against
which its performance can be
measured. If this is not done, there

is a risk of the Family Council being
uncertain of its role and its value

in the overall governance of the
Family Office being diminished.

For example, as well as organising
Family Assembly meetings, the Family
Council can act as the main link between

EXAMPLE OF A GOVERNED

FAMILY OFFICE

Family Council

Property Fund

Family Office

Investment Fund

Charity Fund

the Family Assembly and the different parts
of the Family Office. The Family Council can
be given the responsibility for ensuring that
there is good communication between
those who are running the Family Office
and the wider family. Depending on its
roles, the Family Council may be staffed

by family volunteers or, if a family prefers,
they can elect or select members to ensure
that the Family Council represents a balance
of different family interests, such as

family branches.
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The Armstrong Family

Tom was keen to be actively involved in
running the Family Office and everyone
knew it would be particularly important
for him to have something to do after
selling the family business. It was agreed
that he would take the lead in working
with the family’s advisers to find
investment opportunities and then
overseeing the investments made. He
could also, if appropriate, take an active
role in mentoring the management of
businesses in which the Family Office
made business angel investments.

The Armstrongs agreed to meet monthly.
The agenda for these meetings eventually
became the following.

1. Commercial property — current
investments and new opportunities.

2. Business angel investments — current
investments and new opportunities.

3. Educational fund - review investment
performance of fund and consider any
requests for funding.

4. Occasionally invite advisers to explain
some of the detailed workings of the
Family Office and to provide new ideas
to help family members look after their
own affairs.

5. Feedback on advice and services
provided to family members by the
preferred Family Office advisers.

6. New ideas for the Family Office
including Family Office events that
the family might want to attend.

After concluding the formal part of the
meeting there would be social time
(dinner, lunch etc) for the entire family.
These meetings took a bit of effort at
first, but soon they were acknowledged
as key to achieving the final part of the
Armstrong Family Office Purpose:

“To enjoy doing things together while
we each get on with our own lives”.




WHAT CAN ADVISERS DO TO HELP?

Every Family Office will need a professional service that integrates several technical
specialisms with innovative ideas about family offices and family governance.

This inter-disciplinary approach poses challenges for advisers who often have become
used to viewing the world through the narrower lens of their own specialisms.

The selection of advisers should be based on relevant technical skills, and evidence
of experience of working in an advisory team or at least a clear willingness to work

in a multi-disciplinary group.

The following attributes, suggested by John Ward and Craig Aronoff (whose work
has had a major influence on the development of the related family business field"),
will help families in choosing their Family Office advisers:

Attributes of Advisers

1. Maintains up-to-date technical
knowledge in their own specialism
and shows strong interest in, and

commitment to, the Family Office field.

2. Communicates openly in clear, simple
language, helping educate family
members when appropriate.

Seeks to know the family in depth.

4. Understands how families work and
how the family and the Family Office
relate to each other.

5. Gives advice that suits both the family
and individuals.

6. Initiates periodic meetings with the
client for update and review.

7. Resourceful on clients’ behalf, spotting
opportunities and sharing information
and contacts.

8. Shows empathy, patience and
trustworthiness.

9. Willing to work with successor
generations.

10. Raises questions about the future.

11. Promotes collaboration among advisers.

12. Gives candid advice, even when it may
jeopardise the client relationship.

Red Flags

Aronoff and Ward also offer the following
“warning signals” or “red flags” about
advisers:

1. Fails to avoid conflict of interest.
Fails to respect client confidentiality.
Promotes dependency in a client.
Works primarily in isolation.

Is reluctant to deal with successors.

o vk W N

Sells solutions rather than listening
to problems.

~

Ventures beyond his or her knowledge.

8. Makes too many decisions for the
client.

9. Fails to foster good communication.

10. Lacks empathy.

Tips for Hiring Advisers

The following questions could be posed
to advisers before a Family Office hires
their services.

e What is your experience of working
with Family Offices?

e What contribution have you made
to developing this field; conference
presentations, publications etc?

e What type of Family Offices have
you worked with; first generation
or multi-generational; single business
or diversified enterprise?

e Why would you recommend creating
a Family Office?

e What process would you use to create
a Family Office?

¢ In what areas would you expect the
governance of a Family Office to differ
from other types of enterprise?

e What is your experience of helping
families create a Family Constitution, a
Family Assembly and a Family Council?

1 Excerpted from How to Choose & Use Advisors: Getting the Best Professional Family Business Advice, Aronoff, C. E. & Ward, J.L. (1994). No. 6 in the Family Business
Leadership Series; Business Owner Resources, Marietta, GA USA.
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The Family might also want to
consider the following:

e Will this adviser be a safe custodian of
our values and our wealth?

e Will we get on with them? How
adaptable are they to our ways?

e Will they seek too much independence
from the family?

e Will they be approachable?

e Are they comfortable communicating
with family members (including
different generations)?

The Armstrong Family

The Armstrongs had a strong, independent
mindset and a natural “DIY"” mentality.
They had successfully built their own
business without much help from advisers,
who they tended to view as a “necessary
evil”. They were inclined to take the same
DIY approach in the next phase of the story
of the Armstrong Family until the family
meetings started to get bogged down.

The family found it helpful to have an
independent facilitator run the family
meetings and help them articulate their
Family Office Purpose. The family meetings
were new territory and the facilitator not
only helped make sure that everyone could
discuss important matters openly, but also
made several good suggestions based on
his previous experience of working with
other enterprising families.

e Will they be willing to stand up to
the different interests in our family
and act with uncompromising
independence when that's needed
in a way that helps us to balance
the best interests of everyone with
a stake in our Family Office?

The family should discuss with their
advisers the extent to which they can share
information with each other. They may
want to arrange regular meetings with
individual advisers and possibly with all

the advisers as a group.

The family realised that they needed
advisers who were “players” in commercial
property and business angel investment
and who could also provide services to
help family members look after their own
affairs. The children, who had never met
their parents’ advisers, were keen to meet
a few firms who claimed to have the
relevant expertise.

The decision about which advisers to
appoint was one of the first taken by

the Armstrong Family Office. Part of each
adviser’s engagement involved attending
the monthly Family Office meetings to
update the family on Family Office
activities. After an initial avalanche of
paper work from the selected advisers,
the family asked (demanded is perhaps a
better description) that the advisers agree
to prepare a consolidated report for the

An alternative approach would be to
appoint one adviser as “lead adviser” with
authority to act on behalf of the family,
but also with the clear responsibility to
report back regularly to the whole family.

Advisers to the Family Office will have their
own requirements and practices in relation
to reporting, which can result in a flurry of
paperwork descending on the family. The
Family Office might want to explore the
possibility of a consolidated report being
prepared that contains key information on
the Family Office’s various activities in an
accessible and understandable format

Family Office meetings that gave the family
what they needed to know in a form they
could understand.

The new advisory team gelled together
and became known as the Family Office
Advisory Board. The family kept a close
eye on costs and the Family Office
engagements were renegotiated annually,
with the family looking to achieve
economies of scale wherever possible.

The family established a close and trusting
relationship with their advisers but they
also liked their advisers to be open and
candid and never to tell the family what
they thought they wanted to hear.

The advisers to the Armstrong Family

were not available for comment on the
grounds that their advice to the Armstrong
Family was confidential.



WJIM FAMILY OFFICE SERVICES

WIJM is the market leading law firm for
enterprising families. Our innovative Family
Office service will help your family create
strategies and build structures to manage
the business of your family. It is important
to us that your Family Office is built in the
image of your family and is designed to
achieve your family’s goals and aspirations,
which is why we believe that it is important

Residential, commercial and
agricultural property.

Education and training for
family members.

Philanthropy.

Dispute resolution.

to offer a process for creating a Family
Office. We also offer a range of relevant
services and have a network of contacts

that share our vision of the Family Office.

For more information either call Susan
Hoyle on 0141 248 3434 or email us at
familyoffice@wjm.co.uk

WJM Family Office Services?
Family Office Purpose.
Family Office Strategy.

Organising and facilitating family
meetings.

Family Governance.
Estate planning.
Retirement planning.

Investment advice and
financial planning.

Trust formation, accounting
and administration.

Tax planning.
Tax returns.

Employment advice.

Monitoring and co-ordinating other
advisers to the Family Office.

e Custodianship of documents.
e Comprehensive reporting.

To illustrate our distinctive approach
we have provided below some further
information on two of the services
we provide.

Resolving Disputes

It is wrong to believe disputes are more
likely to occur in families than between

“independent” parties. There are, however,

important differences.

The parties involved in a family dispute
cannot easily walk away after a dispute

is resolved because of family relationships
and the other ties that bind the family.
This poses a problem for traditional
dispute resolution techniques. Even

those that seek a win-win outcome
assume that the parties can accept a
compromise because afterwards they

can each "walk away”.

The traditional approach also believes
that the parties want a resolution.
Sometimes a family sustains apparent
“disputes” as a technique for avoiding
or delaying the bigger discussions, for
example, about succession in a family
business. However tough this appears,
a family may find it more tolerable than
unpacking what is feared to be a can
of worms.

The reality that disputes will happen
should be considered when designing

a Family Office; for example, by the
provision of clear dispute resolution
procedures and an exit strategy for those
who do not want to remain involved.

Next generation education

Young family members, who may
receive, or live with the expectation

of, sudden wealth will need to learn,
preferably in early adulthood, how to
cope responsibly with their wealth.
Education is the means by which families
can equip the next generation to cope
with life’s many challenges so it seems
sensible to include education as part of
the Family Office’s remit. This could
include private seminars for family
members about how the Family Office
functions, how to understand financial
information and a general business
education.

WIM has close links with Family Business Solutions Limited, an international consulting, research and teaching organisation that works exclusively with enterprising families

www.familybusinesssolutions.co.uk
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