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THE FAMILY CAPITAL AND THE
ROLE OF THE INTANGIBLE ASSETS

Andrea Gasperini

di Andrea Gasperini * e Piero Marchettini **

The three components

of a family capital

The capital of a family who wants to keep

the control of its own business throughout

generations can be divided into three com-
ponents:

1) the family business: it is a tangible asset
but it is not disposable for sale (if the
family wants to transfer the business to
the next generation);

2) the rest of the family’s tangible assets
(financial, real estate, artistic invest-
ments...): it is a tangible component avail-
able for sale as these assets are usually
bought and sold;

3) the third component consists of the net-
work of relations and reputation built
over the years by the family: this is an
intangible component, even though it is
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sometimes fostered by tangible goods
(for example, philanthropic activities
sponsored by the family business or by
the family itself).
Let us assume that a family has made the
choice to retain the control of the family bu-
siness over different generations. Therefo-
re the family business is entirely controlled
by the founder’s heirs (or descendants). Let
us also assume that this family is composed
by different branches and has accrued over
the years a significant share of its own capi-
tal even beyond the family business.
Table | shows the interactions among the
family and the three components of its capital.
In order for a company to grow and flour-
ish over the years, all the three compo-
nents of the entire capital must be man-
aged in a balanced, effective and efficient
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‘ ‘THE AIM OF THIS ARTICLE IS TO
ANALYSE THE VARIOUS ASSETS OF A
FAMILY OF ENTREPRENEURS. WE WILL
ALSO TAKE INTO CONSIDERATION THE
ROLE OF THE FAMILY OFFICE IN THE
INTERACTION AMONG THESE ASSETS,
PAYING PARTICULAR ATTENTION TO
THE INTANGIBLE ASSETS, ,

way. We do not want to analyze the crite-
ria of a good family business management!,
we will only touch upon some of the basic
elements of a good governance of a fami-
ly business: clear distinction between com-
pany and family capital, presence of inde-
pendent board members?, autonomy and re-
sponsibility of the management in line with
the general policies and strategies set out
by the shareholders, high level and quali-
ty of the management with the presence
of external managers, formal and well de-
fined succession process of the top manage-
ment, clear cut dividend policy. However, it
is obvious that the above governance crite-
ria might limit the decision-making autono-
my of the shareholders and tend to reduce
the personal economic benefits for each sin-
gle member of the family®.
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Table | - The three components of a family capital

* Income
* long term wealth
preservation

TANGIBLE
ASSETS

~

« dividends
* executive
compensation

« dividends

« capital increases

« collateral guarantees

« purchase of shares
from family members

FAMILY

FAMILY
BUSINESS

« social image
* sense of belonging

« philanthropy
« involvement

* strategic vision

* control over
the board of directors INTANGIBLE

* management roles ASSETS

A

* personal
development
* lobbying

« philanthropy
* sponsorships

Interactions among

the three components

In this context, a sound and good manage-
ment of the family assets (both tangible and
intangible components) should help avoid-
ing controversies, tensions and family clash-
es over the management of the family busi-
ness. In other words, the second and the
third components of the family assets might
serve as a clearing house in order to satisfy
the economic and image needs of the fami-
ly members who are not directly involved in
the management of the family business (i.e.
the first component).

Interactions between the first and the sec-
ond components are evident. The rest of
the family property (beyond strictly per-
sonal belongings, first of all the main and
the secondary residences of each mem-
ber) must be managed in an optimum way
in order to create a constant income and
to guarantee its preservation. Constant in-
come has to balance a possible lack of divi-
dends during periods of crisis or when ma-
jor investments are necessary if the compa-
ny has to grow or (worst) to survive. Fur-
thermore, a constant income avoids that
some family members, in case of lack of div-
idends, press to get managerial jobs even
without any skill nor propension. The con-
servation of the capital invested outside the
family business contributes to strengthen
the concept that the family business is not

a disposable asset. This concept is necessary
to keep the control throughout generations.
Dividends allocated by the family business
are another example of interaction. These
dividends not only offer an advantage to
family members, but they could also in-
crease the rest of the family tangible cap-
ital which could be used as bank collater-
al should the family business need loans or
which could be reinvested in the purchase
of the shares of those family members who
do not want to remain anymore sharehold-
ers in the family business.

Finally, if assets non invested in the family
business are large enough to assure both
a constant income and the capital con-
servation, there could be some resources
available to finance entrepreneurial activi-
ties for those family members who do not
play an active role in the family business or
those who are not interested in it. Support-
ing such activities is very useful to develop
an entrepreneurial mind among the family
members belonging to the third or fourth
generation (those who didn’t assist to the
birth of the family business) and in some
cases it can also turn out to be a very good
investment.

Interactions between first and third compo-
nents are less obvious, but they can be very
important. In fact, the position and reputa-
tion of the family built over the years play
an important role in the family business. In
a way, the reputation of the family and the

good personal relationships of the family
members, a strong brand, the links among
family members, family business and brand,
are an asset that contributes to the promo-
tion of the image of the family business and
to the satisfaction of the social needs of the
individual members of the family not direct-
ly involved in the family business.
Sponsoring philanthropic, cultural and artis-
tic activities contributes to the development
of the intangible assets. Furthermore, the in-
volvement of those family members who are
not active in the business can contribute to
their personal development with the feeling
of pride of belonging to the family. On the
other hand, moral and image assets can con-
tribute to create interesting opportunities
for the family business, opportunities not al-
ways easily available to multinational compa-
nies or companies controlled by private eq-
uity funds. The following sentence: “We have
been here for generations and we want to con-
tinue to stay here” contributes to the credibil-
ity of a family business, especially in a period
of globalization and delocalization.
Generally speaking, the relation between
the capital made up by the family busi-
ness and the intangible capital should be
strengthened by a good communication of
the long term company strategies to the
family members who do not actively oper-
ate in the company. This way they should
consider the company not only as a source
of dividends, but also as a constant contri-
bution to the development of their intangi-
ble capital.

The disclosure

of the intangible assets

In today’s knowledge economy it is increas-
ingly clear that a sustainable value creation
is attributable to intangible assets. These as-
sets are identifiable and carry a specific eco-
nomic value, but they remain nonetheless
often invisible in the financial statements.
According to the most important interna-
tional sources and conventional schemes,
these assets are represented by Human,
Structural and Relationship Capital*.

|. Human Capital coincides with all the peo-
ple working in and around an organization
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(management and employees). The skills
and experience of these people are criti-
cal. Knowledge and learning begin and end
with people. Employees keep everything go-
ing every day and they originate and per-
fect new knowledge which can create fu-
ture earnings. The key with human capital
is to turn smart people into a team who
want to share their knowledge and institu-
tionalize best practices so the team is not
at risk when any individual walks out the
door at night®.

The key risks associated with human capi-

tal include®:

* vulnerability linked to management and/
or staff turnover;

* misinterpretations of information and in-
formation processing;

* loss of know-how from previous experi-
ences;

* high degree of company dependence on
key-persons;

* inadequate level of competence;

* lack of cultural propensity for change.

2. Structural Capital includes the huge range
of knowledge that stays in the organiza-
tion when everyone goes home at night
(as such, it is one of the answers to hu-
man capital risk of knowledge walking out
the door).
Structural capital can take many forms. At
one end of the spectrum there is the for-
mally recorded, legally protected knowl-
edge in intellectual property (IP). Then
there is the knowledge included in software
and formal process. Furthermore, there is
all the other knowledge residing in manu-
als, instructions, intranets and other writ-
ten resources. Finally, at the other end of
the spectrum there is the shared knowl-
edge that is manifested in work patterns
and culture which are shared and under-
stood in the organization—but not neces-
sarily formalized’.
The two most common areas of focus
with structural capital are around IT and
IP (information technology and intellec-
tual property). Most strategies are defen-
sive: what can we do to protect our IT and
IP? However, with structural capital, the
best defence is actually to be proactive.
The best way to protect the ideas is to im-
plement them consistently across the firm
and to provide good training and consist-
ent quality control. The better your execu-
tion, the harder it is to imitate your knowl-
edge and systems.
The key risks associated with structural cap-
ital include®:
* inadequate documentation of business
processes;
* loss of acquired/available knowledge;
* shortages in the internal control system;
» weak and/or misaligned company proce-
dures;
* inadequate protection of intellectual
property rights.
3. Relationship Capital is not always imme-
diately understood as a knowledge asset.
But the growing interconnections facilitated
by technology with customers, outsourcing
partners, suppliers, financial analysts, rat-
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ing agencies, trade associations and more
in general the economic and social context
of its operations, have created a body of
shared knowledge that is critical to the op-
eration of many business.
Shared is a key word here because, while
sharing is an important component of rela-
tionship capital, it also represents a source
of risk to the organization.
Other aspects of the relationship capital
are embodied in brand and reputation. Rep-
utation gets more and more attention be-
cause of the vulnerability created by social
media and always-on communication sys-
tems. Any mistake can be broadcast imme-
diately and the price for it can become sig-
nificant. In many ways, reputation has be-
come the most important metric for busi-
ness today: it’s your license to do business
in the future’.
The key risks associated with relationship
capital include'”:
* vulnerability of the client list, partner-
ships, and supplier chain;
* lack of customer loyalty to company;
* threats to brand value/reputational risks;
* disputes with trade unions;
* lack of support in restructuring plans.
Each entity owns and/or has access to in-
tangible assets that fit into all of the above
three categories. However, one of them may
often be more significant than the others,
depending on the company’s business model
and/or sector. Nevertheless, only their mu-
tual relationship can represent a significant
value driver to market competitiveness — a
distinctive feature vis-d-vis other competi-
tors —and plays a strategic role for growth:
“... a three-star restaurant is successful main-
ly because of the human capital embodied in
its chef, a franchise such as Burger King relies
on the capital structure of its recipes and pro-
ceedings, a small local restaurant is successful
thanks to its relationship capital — the waitress
calls you by name and knows that you like cof-
fee no sugar with a dash of milk™"".

The identification, evaluation and commu-
nication of the intangible assets constitute
one of the most competitive successful fac-
tors in today’s knowledge economy. First of
all the reputation of the family and the re-
lationships among the family branches, the
single family members and the family busi-
ness, the power of the brand and the con-
nection among family business and brand,

and in general all standard intangible assets
(like client satisfaction, quality of the prod-
uct, personal development of the employ-
ees) represent an intangible capital nec-
essary to support the image of the fami-
ly business, the expectations of the stake-
holders and ultimately those of the share-
holders'2.

In this perspective, the management and the
communication of the intangible assets also
within a family are therefore strategic ele-
ments. In fact, after some generations it be-
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comes essential that the management effec-
tively discloses the recent progress and above
all the future potentialities of the family busi-
ness to the shareholders. The financial re-
porting, focused on the economic results and
the tangible assets, is undoubtedly necessary,
but not sufficient to communicate also all the
intangible values of a family business®.

It is broadly recognized that intangible as-
sets like reputation, relationships and brand
play a strategic role in a family business be-
cause they allow, for instance, to maintain
appropriate prices of products and ser-
vices, to attract qualified human resourc-
es and to facilitate the access to the finan-
cial markets. At the same time they consti-
tute strong barriers to the access from new
competitors.

In this context the involvement of family
members in the business activities (strategy
making) and their effective ability to gener-
ate extra performances'* must be evaluat-

13 A. GasperiNi and S. ZaMBON, Le nuove frontiere del
Business Reporting”, *Rivista Aiaf”’, number 77, De-
cember 2010.

14 The strategy definition includes decisions about
the mission and vision of the family business, iden-
tification of the potential clients and evaluation of
the activities affected by the competitors. In a fam-
ily business, family members are usually involved in
these activities thanks to their deep knowledge of
the firm, to the strong commitment and the long-
term vision of the core business.

ed. The periodic involvement in the defini-
tion of the strategy of some family members
(whose positive relationship capital consti-
tutes an important intangible asset that can-
not be acquired or transferred) allow to
generate high value. Nevertheless, the im-
pact that such intangible resources has on
the performances of a family business is not
always easily understandable.

On the other hand, the involvement of oth-
er family members can even cause a profit
erosion or, even worse, a failure of the fam-
ily business. In this case relationships can
be defined as a passivity (Intangible Liabili-
ties). A lot of intangible assets from which,
in a situation of business continuity, extra
performances depend often lose immedi-
ately their value in a situation of extraordi-
nary operations such as acquisition or sale
of a branch of the family business (disruptive
strategy). This happens mainly if such oper-
ations are not correlated with the initial ac-
tivities of the family and they involve accord-
ingly a change in the business culture. Dis-
ruptive strategies could be therefore inter-
preted also as an implicit admission of dis-
ruption of intangible assets.

In conclusion, a family business in connec-
tion with extraordinary operations can ob-
tain meaningful benefits and financial funding
depending on the reputation and political
support to the strategies of several family
members. However, in the same operations

other intangible assets connected to the ex-
perience of other family members risk, in-
stead, to lose their potentiality to gener-
ate value'®.

Those family members not directly involved
in the family activities (often characterized
by a strong risk aversion and the fear to lose
the control of their own family business) are
certainly looking for dividends, but they are
above all concerned with the long-term sus-
tainability of the family business and a con-
tinuity in the ownership on which their rep-
utation depends'é. Such sustainability is al-
so substantially correlated to intangible as-
sets like the strategy of the family business,
its clients and its market, its human capital,
the organizational structure and the abili-
ty to innovate.

Clearly the content of the communication
may be different and classified in three lev-
els. A limited information could, for in-
stance, be addressed to every stakeholder
of the family business and a wider and “rea-
soned” information through an Intellectual
Capital Statement could be provided only
to family members.

The main purpose of this communication
should be to strengthen the connection be-

15 See note 2.

16 Sometimes also extraordinary operations, which
could be correlated to an increase of performances,
are postponed because of emotional choices.
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tween the family and its shareholders (par-
ticularly the members of the family not in-
volved in the family business and/or active
in areas very different from the core activi-
ty of the family business). The continuity of
the relationship between the members of
the family and the activities will also be bet-
ter guaranteed by an integrated communica-
tion explaining not only the “logic of the num-
bers” of the economic and financial state-
ment, but also the potential of those intan-
gible assets on which the success of a fami-
ly business is based'”"'8.

The role of the family

office”

It is clear that a good management of the
second component of the family capital re-
quires a specific structure. In fact, involv-
ing company structures to manage the rest
of the family wealth would compromise the
clear — cut division between private and
company dimensions, which is one of the
main elements of a good governance of a
family business. Even a “do-it-yourself man-
agement” adopted by all the family mem-
bers cannot assure the above — mentioned
objectives of profitability and capital con-
servation.

The specific structure usually takes the form
of a family office. It can be defined as the
structure made up of human, physical and
relational resources (personnel, office, ex-
pertise, contacts...) which has the role of
managing economical activities of the fam-
ily outside the business. The family office
has to deal with activities linked to the third
component (the intangible one), if it is not
entrusted to a dedicated foundation.
Clearly, a family office manages financial in-
vestments of the family, normally perform-
ing asset allocation and giving specific man-
dates to specialized asset managers. The
family office is often in charge of the real es-
tate property management and sometimes
it is also engaged in artistic investments. Fi-

17 http// wici-global.com, World Intellectual
Capital Initiative (WICI).

18 RG. Ecc
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Table 2 - Communication of intangibles: the framework AIAF

Processes and innovation

Five dimensions of reporting
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nally, as we previously mentioned, the fami-
ly office can also expand its areas of exper-
tise to philanthropy and to the promotion
of cultural initiatives. Such activities can be
carried out either by a single family office
or by a multifamily office (which works for
different families). It is clear that the choice
between a single family and a multifamily of-
fice depends on the size and the diversity
of the assets, as well as the number of fam-
ily members. There is a deep difference be-
tween managing some financial activities of
a single family and supplying services linked
to financial, real estate and artistic invest-
ments to a variety of family branches around
the world. Obviously, below a certain asset
size it is not advisable to create a single fam-
ily office, but it makes more sense to use the
services of a multifamily office.

Although a multifamily office can easily
manage in an effective, efficient and even
customized way the assets of a large fam-
ily, it can hardly guarantee a harmonious
coordination amongst the three compo-
nents of the family assets, a coordination
vital for the prosperity and longevity of a
family business.

In fact, a multifamily office has a certain

number of restrictions concerning the in-
volvement of those family members who do
not play an active role in the family busi-
ness. It is obvious that a single family of-
fice can offer great opportunities of involve-
ment and professional growth to the family
members. However, their involvement has
to depend on criteria of competence and
engagement (as well as honesty, which is a
basic feature in order to avoid any misun-
derstanding within the family).

Single family offices and multifamily offices
deal in a very different way also with the
third component (moral and image assets).
The link between the company, the strength
of its brand, the family reputation and rela-
tions is much more effective if the philan-
thropic and cultural initiatives are managed
by a private structure (ideally a foundation
carrying the family name) and not by an ex-
ternal structure — a multifamily office.

To conclude, the continuity of the rela-
tionship between the family and its busi-
ness throughout generations needs a care-
ful evaluation of the governance, not only
of the family business, but also of the other
two components of the family assets (both
tangible and intangible).
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