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ABSTRACT

Post succession performance of family owned busewshas become
ineffective. Literature specifies that inter-genienaal succession is the prime
cause for succession failures. Due to this, cufia@ntly owned businesses focus
attention on finding alternative, profitable susies modes. The foremost
purpose of this research was to compare perfornsasicamily and non-family
successors. Secondly, this study evaluated the tdviefluence coming from
each stakeholder group on business successionsgesc@ various successor
modes. Finally, this study measured the successgollisgness to work under
the existing ethical climate and the culture of blusiness. The study comprises
two stages: Exploratory study was used to devdhiepconceptual framework
and hypotheses, and also formal study was usedpl8amits were selected
through simple random sampling. The data collectnmaes were a mail survey
and in-depth discussions. Data analysis was domdyrieom using SPSS.

According to study findings, not all successors @mpletely satisfied with
the business succession process. Unrelated massageessors have higher
satisfaction the family member successors, butheeitgroup exceeds the
moderate level. All successors recorded lower perdnce than the incumbent
but unrelated manager successors had better reghdtsfamily member
successors in both indicators. Therefore, if famigmbers are not available or
unprepared for business succession, unrelated rasagcessors are a viable
alternative. All stakeholders’ related factors hawepositive relationship of
initial satisfaction with the business successimtess. However, the relatively
important factors generating higher levels of alisatisfaction with the business
succession process are: successor's commitmenpetente, pre-training and
experience, the relationship between incumbentsaledessor, family harmony
and non-family management commitment. When suazessiconducted with a
family member successor, the relatively importawtdrs for success are their
commitment, competence and pre-training, experigmaenony with the family
and the relationship with the incumbent. Howevdrewsuccession is done with
an unrelated manager successor, their competende odrer non-family
managers’ commitment are the most vital factorsteLeof commitment, the
relationship between the incumbent and succesadrfamily harmony are the
relatively important factors needed to increasein@ss performance. The
majority of existing family owned businesses andsimeuccessors prefer
working according to Clan culture.

The study is theoretically and practically sigrafnt. In practically, it
measured post succession performances of two afiess succession modes
and recognizes unrelated manager successor as tasooaessful succession
mode. Further, the study recognizes factors oftivelamportance for initial
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satisfaction with the business succession procesk far post succession

performance. Finally, it discusses changes in athotimate and culture of

family owned businesses that occurred due to bssiseccession. This research
contributes to the regional and international te&oal knowledge base. It

initiates new business knowledge in Sri Lanka amikributes to international

research by developing an integrative frameworknteasure stakeholders’

levels of influence on business succession prosesse



ABSTRAKT

Firemni nastupnictvi v rodinnych podnicickegtalo byt efektivni. Literatura
uvadi, Ze hlavni ii¢ina selh&ni spfivA v mezigenekamim nastupnictvi.
Z tohoto divodu hledaji rodinné podniky v s¢asné dob lukrativni alternativy
pro rodinné podnikani. Hlavnim cilem této disémiaprace bylo fedevsim
porovnat vykonnost firemniho nastupnictvi z hlediskdinnych a nerodinnych
nastupé. Dale tato studietaznymi zpisoby hodnotila Urovevlivu na firemni
nastupnictvi fichazejici z kazdé skupiny zainteresovanych stkarzawru
studie néfila ochotu nastupce pracovat v ramci stavajicilického klimatu a
kultury podnikani. Studie je rozkkna do dvou fazi, kroénformalni studie byla
pouzita také vyzkumna studie pro rozvoj kongdpo rdmce a hypotéz.
Ukazkové jednotky byly vybrany prdstnictvim jednoduchého nahodného
vybéru. Ke skru dat bylo pouzito korespondem Seteni a hloubkové
rozhovory. Analyza dat byla proveden&gevsim za pouZiti SPSS.

Podle zji&nych vysledk neexistuje mezi nastupci jednoZna
spokojenost s procesem firemniho nastupnictvi. dabefi bez ibuzenského
vztahu je rejma vysSi spokojenost nez u nastupdéad rodinnych gslusnika,
ale ani jedna zéthto skupin nefevySuje pimérnou Urové. U vSech nastupic
byly zaznamenany horsi vysledky nez u stavajiciananei, ale manaz¢ bez
piibuzenského vztahu & lepSi vysledky nez néstupci fad rodinnych
prislusniki, a to u obou ukazatel Pokud tedy nejsou rodinnifiplusnici k
dispozici nebo nejsou na firemni nastupnictyipm@veni, jsou manatebez
piibuzenského vztahu sionou alternativou. VSechny faktory zainteresovanych
stran maji pozitivni vazbu na §mteini spokojenost s procesem firemniho
nastupnictvi. Nicmé¥) relativre dalezité faktory, které vytv@ji vysSi Urove
pocateni spokojenosti s procesem firemniho nastupnicisgu loajalita
nastupce, kompetenceiirava a zkusenosti, vztah mezi stavajicim manatere
a nastupcem, rodinna harmonie a loajalitaizeni nerodinného typu. Je-li
firemni nastupnictvi vedeno préstinictvim rodinného ffsludnika, relativé
dalezitymi faktory pro celkovy usfeh jsou jeholjeji loajalita, kompetence a
piiprava, zkuSenosti, harmonie v ro#lia vztah se stavajicim manaZerem
vykonavajicim danou funkci. Je-li vSak nastupnicteéideno progednictvim
manazei bez gibuzenského vztahu, jsouddivymi faktory jejich kompetence a
loajalita jinych manaZér bez gibuzenského vztahu. Uravdoajality, vztah
mezi stavajicim manazerem a nastupcem a rodinn@oné jsou porrné
dalezité faktory nezbytné pro vysSi vykonnost podnik{#tSina sodasnych
rodinnych podnik a nastuptt upfednostiuje @i praci tzv. klanovou kulturu.

Studie je vyznamna jak po teoretické tak pakijické strance. Prakticka
stranka spéivala v ngfeni vykonnosti firemniho nastupnictvi formou dvou
alternativ firemniho nastupnictvi a definuje vedendstednictvim manaZzera
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bez gibuzenského vztahu jako nejéSpejSi zpisob nastupnictvi. Studie dale
rozpoznava faktory relativniho vyznamu pra@imni spokojenost s procesem
firemniho nastupnictvi a vykonnosti. V zéum popisuje zrény v etickém
klimatu a kultide rodinnych podnik, k nimZz doSlo v dsledku firemniho
nastupnictvi. Vysledky vyzkumu této diseima prace pispivaji do regionalni a
mezinarodni znalostni databéaze, iniciuji nové obahanalosti na Sri Lance a
podili se na mezinarodnim vyzkumu pteghictvim vytvdeni integréniho
ramce pro réeni Urovié vlivu zainteresovanych stran na procesy firemniho
nastupnictvi.
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EXTENDED ABSTRACT

Post succession performance of family owned busewshas become
ineffective. Literature specifies that inter-genienaal succession is the prime
cause for succession failures. In this settingreturfamily owned businesses
focus attention on finding alternative, profitabkiccession modes. The
foremost purpose of this research was to comparferpgances of family and
non-family successors. Secondly, this study evatuidhe level of influence
coming from each stakeholder group on businessessmn processes in
various successor modes. Finally, this study measuthe successor’s
willingness to work under the existing ethical cite and the culture of the
business.

This study comprises two stages: Exploratory stag Formal Study. The
exploratory study was used to systematically examihe empirical and
theoretical literature. Then, by extrapolatingemolating, and making logical
connections among those, the study developed theeptual framework and
the hypotheses for the formal study.

The targeted population was selected were the ssore of family owned
businesses. The criteria to select the populati@rewthe family owned
businesses that contain between 50 and 149 emglayekwho were involved
In a business succession process within the lasted@s excluding the three
years, 2007 to 2010. Sample units were selectedughr simple random
sampling method and consist of 128 units. The rdaia collection modes were
a structured research questionnaire mail-out, &wlia-depth discussions held
with successors. Data analysis was done mainlysimguSPSS.

According to study findings, not all successors eveatisfied with the
business succession process. Unrelated manageessocs have higher
satisfaction then the family member successorsnbither group exceeds the
moderate level. This study found that if successaee not satisfied with the
business succession process, it badly affectedr tfa@iowing business
performance. All successors lowered business pedioce efficiency and
recorded worse performance than the incumbent. Memwenrelated manager
successors recorded better results than the fam#gber successor in both
categories. Therefore, if family members are noailable or prepared for
business succession, unrelated manager are a jeothtve.

All stakeholders’ related factors have a positivedationship to initial
satisfaction with the business succession processvever, the relatively
important factors to generate higher levels ofiahitsatisfaction with the
business succession process are successor's coamtitcompetence, pre-
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training and experience, the relationship betwasumbent and successor,
family harmony and non-family manager's commitmenthe relative
importance of influential factors changes when $hecession mode changes.
When succession is conducted with a family memhercessor, the most
important factors for success are their commitmeantnpetence, pre-training
and experience, family harmony and successor’stioakhip with the
incumbent. However, when succession is done withuarelated manager
successor, their competence and other non-famihyagers’ commitment to the
business succession process are the most vitalrdacthe factors of relative
importance to maximize business performance after dusiness succession
process are: the successor’s level of commitméet;yre¢lationship between the
incumbent and successor; and also family harmoig majority of existing
family owned businesses and most successors gref&ing according to Clan
culture. This match can especially be seen betwhenincumbent and the
unrelated manager successor. Some family membeessars prefer to work
under different cultural backgrounds such as Mangeand Hieratical.

There is some dissimilarity between the family od/basinesses in Sri Lanka
and in the European Union. There are however, @fsdar traits worldwide in
stakeholder related influential factors on the bess succession process. The
relative importance of each factor might changenfroountry to country and
region to region.

This study is theoretically and practically sigo#nt. In practice, identifying
the relationship between initial satisfaction witle business succession process
and the business succession process encouragebdthes to work for higher
levels of satisfaction for the successor. Furtloeenthe study recognizes
unrelated manager successors as a suitable alerrmaiccession mode for
family owned business. The study recognizes faabrslative importance such
as initial satisfaction with the business succesgimcess and post succession
performance. These help manage business succgssicesses in a successful
manner. Finally, the study proposes the conceptlotal climate and culture
of family owned businesses.

This research contributes to the regional and matéwnal theoretical
knowledge base. After reviewing literature, thisudst found a void of
knowledge of business succession processes inaSkiad.and seeks to fulfill that
knowledge gap. This empirical research contributesthe international
knowledge base by analyzing succession alternattesg with their post
succession performances, and by evaluating and axamgpstakeholder group
influence through well organized integrated framewo
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ROZSIRENY ABSTRAKT

Firemni nastupnictvi v rodinnych podnicichfegtalo byt efektivni.
Literatura uvadi, Ze hlavni figina selhani spdva v mezigenekaim
nastupnictvi. Z tohoto tovodu hledaji rodinné podniky v stasné dob
lukrativni alternativy pro rodinné podnikani. Hlaemcilem této disertani prace
bylo predevSim porovnat vykonnost firemniho nastupnictviezliska rodinnych
a nerodinnych nastupc Dale tato studietznymi zpisoby hodnotila Urove
vlivu na firemni nastupnictvi fithazejici z kazdé skupiny zainteresovanych
stran. V zawru studie mifila ochotu nastupce pracovat v ramci stavajiciho
etického klimatu a kultury podnikani.

Studie je rozéglena do dvou fazi, na vyzkumnou studii a formatnds. V
ramci vyzkumné studie je systematicky zkoumana dokgi a teoreticka
literatura. Poté byl autorem vyvinut kon¢ap rdamec pomoci extrapolace,
interpolace a jejich vzajemnymi logickymi spojenimakoZz i hypotézy pro
formalni studii.

Cilova skupina dotazovanych byla vybranatar nastupt rodinnych
podnikii. Kritéria vybranych dotazovanych obsahovala roélipndniky s 50 az
149 zandstnanci, jez byly zapojeny do firemniho nastupnibhem poslednich
10 let s vyjimkou iti let (2007 - 2010). Ukazkové jednotky byly vybrany
prostednictvim pilezitostného (jednoduchého nahodného)éwyla zahrnovaly
nejmért 128 jednotek. Hlavnim #gobem s&u dat byl rozeslany
strukturovany dotaznik a také hloubkové rozhovomastupci. Analyza dat byla
provedena fedevSim za pouziti SPSS.

Podle zji&nych vysledk neexistuje mezi nastupci jednoZna
spokojenost s procesem firemniho nastupnictvi. dabefi bez fFibuzenského
vztahu je rejma vy3Si spokojenost nez u nastupdad rodinnych fislusniki,
ale ani jedna zéthto skupin nefevySuje pimérnou Urové. U vSech nastupic
byly zaznamenany horsi vysledky nez u stavajiciananei, ale manaz¢ bez
piibuzenského vztahu & lepSi vysledky nez nastupci #ad rodinnych
prislusniki, a to u obou ukazatel Pokud tedy nejsou rodinnifiplusnici k
dispozici nebo nejsou na firemni nastupnictyipmaveni, jsou manatebez
piibuzenského vztahu sinou alternativou.

VSechny faktory zainteresovanych stran majitpmi vazbu na p&ateni
spokojenost s procesem firemniho nastupnictvi. Meémrelativre dulezité
faktory, které vytvéeji vySSi Grova pocateni spokojenosti s procesem
firemniho néastupnictvi, jsou loajalita nastupce, mketence, fprava a
zkuSenosti, vztah mezi stavajicim manaZerem a p@esto, rodinna harmonie a
loajalita k fizeni nerodinného typu. Je-li nastupnictvi vedenmsiednictvim
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rodinného pisludnika, relativé dalezitymi faktory pro celkovy usjh jsou
jeholjeji loajalita, kompetence diprava, zkuSenosti, harmonie v roglia vztah
se stavajicim manazerem vykonavajicim danou furlesii vS8ak nastupnictvi
vedeno prosednictvim manazér bez gibuzenského vztahu, jsou dédivymi
faktory jejich kompetence a loajalita jinych nemdych manazér Nicmérg,
relativne dulezité faktory, které vytvdji vyssi Urovaa pocateEni spokojenosti s
procesem firemniho nastupnictvi, jsou loajalitatmgse, kompetence fiprava
a zkuSenosti, vztah mezi stavajicim manazerem tapeam, rodinnd harmonie
a loajalita kiizeni nerodinného typu. Uravdoajality, vztah mezi stavajicim
manazerem a nastupcem a rodinna harmonie jsowrpdrdulezité faktory
nezbytné pro vysSi vykonnost podnikwEt$ina sodasnych rodinnych podnika
nastup@ uprednosiiuje @i praci tzv. klanovou kulturu. Toto porovnanitiie
byt vidéno zejména mezi stavajicim manaZzerem a manazerem be
piibuzenského vztahu. &Mteri rodinni nastupci davajifednost praci v ramci
raznych kulturnich progedi, jako je marketingové a hieratické.

Existuje jista odliSnost mezi rodinnymi podnika Sri Lance a v Evropskeé
unii. AvSak po celém s jsou viditelné podobné vlastnosti u faktor
souvisejicich se zainteresovanymi stranami @viicimi proces firemniho
nastupnictvi. Relativni vyznam jednotlivych fakiage ngni od statu ke statu a
od regionu k regionu.

Studie je vyznamna jak po teoretické tak pakpcké strance. Prakticka
stranka spéivala v ngfeni vykonnosti firemniho nastupnictvi formou dvou
alternativ nastupnictvi a definuje vedeni pfedhictvim manazera bez
piibuzenského vztahu jako nej@SpejSi zpisob nastupnictvi. Studie dale
uznava faktory relativnino vyznamu pro ¢ateEni spokojenost s procesem
firemniho nastupnictvi a vykonnosti. V zéum popisuje zrény v etickém
klimatu a kultide rodinnych podnik, k nimZz doSlo v dsledku firemniho
nastupnictvi.

Vysledky vyzkumu této disettai prace pspivaji do regionalni a
mezinarodni znalostni databaze. Po prostudov@&natitry byla progednictvim
této studie nalezena mezera ve znalosti pftoéiesmniho nastupnictvi na Sri
Lance a vynaloZzena snaha tuto znalostni mezerwizaplysledky vyzkumu
prispivaji do mezinérodni znalostni databaze pedsictvim analyzy moznosti
nastupnictvi spolu s vykonnosti firemniho nastupmica prostednictvim
hodnoceni a porovnavani vlivu skupiny zainteresgghnstran formou dde
organizovaného integrovaného systéemu.
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CHAPTER ONE - PRESENT STATE OF THE STUDY

The main objective of this chapter is to presestdkierall picture about the
current state of this study. It includes the foilogv sub-sections; the
background of the study, research problems, reseatgectives, research
guestions, significance of the study, and the sh@gerview.

1.1 Background of the study

According to O’Hare (2003) “Before multinational rporations, there was
family business; before the Industrial Revolutitimere was family business;
before the enlightenment of Greece and Empire ®Rbme, there was family
business”. This statement accurately outlines ittty of this exceptional type
of worldwide business unit. Family- Owned Busines§eOBs) dominate the
current world economy in particular eras in thetmg also at present (Morck
and Yeung, 2004). The current degree of busines®rpgance, though, is
somewhat different. Current FOBs have problemsasuisg their business. The
reality is of course that FOBs are currently stiumggin the worldwide crisis,
with their problem of inheriting their business. bther words,they are
struggling for long-term survival after a new Chiekecutive Officer (CEQO)
succeeded the busing€&shung and Liu, 2007).

There is no universally accepted definition for FOEhrisman et al., 2005;
Kim and DeVaney, 2003). According to Handler (198%efining the FOB is
the most obvious challenge facing FOB researchdietause various
researchers define FOBs based on their research candider various
characteristics of this unit. Carsrud (1994) defifeOBs as “businesses in
which ownership and/or policymaking are dominateg members of an
emotional kinship group.” Chua and Chrisman (199&fined it as “a business
governed and/or managed with the intention to steaq@kpursue the vision of
the business held by a dominant coalition, cordtblby members of the same
family or a small number of families in a manneattis potentially sustainable
across generations of the family or families.” Newér and Lank (1998) (cited
in Mustakallio, 2002) expressed it as a “proprighigp, partnership, corporation
or any form of business association where the gatontrol is in the hands of a
given family.”

In recent history, FOBs have increasingly been idemnsed concerning policy
decisions (Mandl, 2008), because they greatly dmuter to economic and social
development (Mandl, 2008). FOBs are actually thedpminant form of
business organization, and play a vital role iragosl Capitalistic economy and
social well-being. Beckhard and Dyer (1983) estedathe number of FOBs
worldwide, and confirm that about 65% to 90% of lalisinesses in various
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nations continue to develop this sector. Accordmd/alhotra (2010), 80% of
all businesses worldwide are family businesse&urope, more than 75% of all
businesses are family owned. They contribute gretdl Gross National
Production (GDP) in most nations and are quite gigothe main employment
provider.

Because of these conditions, FOBs have becomedmnent sector in the
Capitalistic economy. In other words,FOBs perform well, they stimulate the
economy, increase GDP and decrease the level omplogment(Sharma,
1997; Venter, Boshoof and Mass, 2005). LikewiseF@Bs perform poorly,
they badly affect the national economy, decreas® @bd increase the level of
unemployment. The social cost of this possibleufail would contribute
negatively to social and economic growth in any itedipt economy
(Commission, 2006).

According to research findings, FOBs giseemost preference to hand over
the business to family members because their ambis to preserve family
company ownershipro achieve this, they transfer management antraoio
the next generation (Morris, Williams, Allen andikv, 1997; Lansberg, 1999),
without considering the level of competence of th&cessor. The leading
argument for this generational succession is tliefdat family members can
gather social capital, resources and specific keadgg on running the firm in a
more efficient and profitable manner (Bjuggren &uhd, 2001). According to
Davis, Schoorman and Donaldson (199tHe“family successor could perform
better than other managers because they are expwsbdjher non-monetary
rewards associated with the firms’ success thato#uccessors do not shdre.
They further arguetd get solid, specific knowledge and high levelsust from
key stakeholders is very difficult to outsidérs

However, FOBs face one extremely vital issue willeirt generational
business succession. According to Ward (1987); and Harveston (1998);
and Kets de Vries (1993) “only 30% of FOBs surviveo the second
generation, and 15% survive into the third genenati Miller, Steier and
Breton-Miner (2003) explain that poor Business ®&3smon Process (BSP) is the
central reason for this. This scenario has not oaffected particular
organizations, but has also directly affected thgonal economy due to lack of
contribution.

Regarding the American Family Business Survey (198#ed in Sharma, et
al.,, 2003a) BSPs define athé transfer of leadership, ownership or control
from one family member to another - a goal shargdabmajority of family
firms” and as'a transfer the leadership one family member tothar.”

21



Conducting the business as a FOB , “each genertti@s over the business
from the previous generation, and this is the vitainagerial challenge for the
incumbent, owners, successors and family membaéigdlef et al., 2003), but
they have failed to do this in a successful manB8Ps have gone beyond that
stage by considering alternative succession mauasgor family control but for
the survival of the organization as a FOBlelton (1997) expressed that
"families are now starting to recognize that it istrthe end of the family
enterprise if you bring in a non-family executive lead the firm. In other
words, at present there is a trend to be a FOB “&anaily owned - non-family
managetl model, not as afamily owned -family managéanodel. Therefore,
the business succession process of FOBs is beffieed asthe passing of the
leadership baton from the founder/owner or incuntb®mner to a competent
successor, who will be either a family member ssgme or a non-family
unrelated manager successor (De Alwis, 2011).”

Further, Lauterbach, Vu and Weisberg (1999), dsd Smith and Amoako-
Adu (1999), and Lin and Hu (2007), all conductedegech in comparing the
financial performances of family member successansl non-family unrelated
manager successors in public companies to identify most appropriate
successor. Chittoor and Das (2007) discussed makiagagement more
professional with three Indian companies using chseéy methods. Boeker and
Goodstein (1993) discussed the impact of orgamizatiperformances and the
composition of the board of directors for the sebecof a future successor.
Those studies have contributed to the knowledge bashe field, but there is
still an enormous knowledge gap to.fNlo empirical research has been done on
post succession performances of medium-size FOBsohyaring family
member successors and unrelated manager succesoesmajor objective of
this research was to compare post succession penhaes of a family member
successor with that of an unrelated manager sumcessnedium-sized FOBs
through an empirically developed research base.

FOB stakeholders influence the succession progesgiious ways. The
incumbent successor and family are the main std#élef® of the business
succession process (Handler, 1989b). In the BS®Pjntumbent leaves their
position and gives their business handling authot® someone else.
Sometimes, this will affect their recognition, asmme are not happy to give up
their position. Sometimes, they may think handimgrgoower will cause future
business problems. Under these circumstances, rtbembent refuses to
withdraw from the business. If they have built thesiness themselves, it makes
it more difficult to leave the position. Even af@mploying a successor who is a
non-family manager, the owner may tend to influetice decision making
phase. The successor is the one taking responsitoliiead the organization
into a successful future. Now everyone’s eyes aceded toward them, as they
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run the business and try fulfilling stakeholdergpectations. The challenges
running the business for the successor are somesehablex, especially when

family members have different expectations for whaty must do for the FOB.

For instance, some family members may be direntlglved with the FOB, and

some not. However, all of them may have hiddenpanoexpectations of goals
for the FOB. The worst situation happens when tleeassor cannot accomplish
those expectations from other family members, aed tamily members will go

against the BSP as well as the successor. This pnolsably is experienced by
successors who are outsiders. Therefore, the rapbdooth parties of their

commitment, trust and agreement to work is veryartgmt for a successful

BSP.

An individual investor in the FOB who does not bejdo the owner family is
a further party to be considered. If they do nateheonfidence in the BSP, they
may point fingers at it as a source of problemsandyers who are not family
members can be identified as another party thateantes the BSP due to them
resisting change. Those managers have worked tonger period with the
incumbent and the company, but after succession rinest work with a new
managerThis type of influence comes from different stakitagroups of the
FOB. However, no one has evaluated the impactagesiolders on the BSP in a
one interrelated framework:his research attempted to fulfil this need, amd t
Is its second goal. It evaluated the level of ieflae from stakeholders of FOBs
on successful business succession processes coagp&amily member
successors with unrelated manager successors iinedesime conditions.

As per the Schein (1985) (cited in Erakovich, Brumed Wyman, 2002)
organizational culture is the “basic assumptiond heliefs that are shared by
members of the organization” and organizationalicath climate is the
“collection of shared perceptions on what ethicatbyrect behaviour is and how
ethical issues should be handled” (Victor and QuIEO87, cited in Erakovich et
al., 2002). If the organization is driven by ethiclimate, it directly influence to
the organizational efficiency (Dytrt and Stritesk810). Now FOB is going to
change the leadership of the organizatibinis perception does not match with
organizational ethical climate and culture, it bgdeffect to his personal
satisfaction and the efficiency of the organization

As the situation exists after passing on managenmatthe hands of the
successor, the successor can influence the ettlioahte and culture of the
FOB. It can be influenced to the post successigfoprance. Therefore, there
is a dilemma of whether the new successor continutbén the existing ethical
climate and culture or damages it. Therefore findahis research expected to
evaluate the successor’s level of willingness tatiooie within that existing
ethical climate and culture.
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1.2 Problems of the study

As explained previously, BSPs of FOBs have becomer@us issue for the
longevity of this business entity. Therefore, thesea high tendency among
researchers and practitioners to find feasibletmwis to this succession issue,
however in FOB literature, there are very few stsdcomparing different
succession alternatives to BSPs (Chittoor and P@37; Lin and Hu, 2007) and
no one has researched stakeholder influences uhdesame conditions with
different succession alternatives. This reseancts & develop an understanding
of this phenomenon, identified in the previous isect Hence, the problem
statements can be stated as follows:

“Who is the best performer from the family membed @he unrelated
managers to take over the top management positmn stccessful
continuation of the business under the significdevel of family
involvement?”

And

“What are the influences from stakeholder groupsasuccessful business
succession of a family owned business in genesaliyunder alternative type
of succession modes? How is the influence differatt each type of
succession mode?”

1.3 Research objectives

The aim of this research is to identify the mogtrapriate succession mode
without damaging the FOB identity, and to examihe influence of each
stakeholder related factors to the success oB8f under different succession
modes.

Therefore, the objectives are:

I. To compare family member successors with unrelatadager successors
based on the successors’ initial satisfaction \ilig business succession
process and also post succession business perfogman

ii. To evaluate the level of influence from each stakdér group related
factors on the business succession process, amtbadsaluate this on each
succession mode individually.

iii. To fit the models for initial satisfaction with thleusiness succession

process and with post succession business perfomtased on the factors
influencing the business succession process.
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Iv. To compare influences from each stakeholder grelgvant factors on the
BSP with different successor mode: family membersl ainrelated
managers.

v. To evaluate the relationship between initial satgbn with the business
succession processes and post succession busar&ssnance.

vi. To measure the level of willingness of the sucaessa@ct in accordance
with the existing ethical behaviour and culturete FOB.

1.4 Research questions

I. Do the successors satisfy with their business sseme process? Who in
the successor mode is highly satisfied with theirmss succession
process from family member successor and unrelatghager
successor?

ii.  What type of successor is the most successful bitvags prosperity for
the FOB?

lii. What is the level of influence from stakeholderkatex] factors to the
post succession performance? What are the mosentfal factors from
stakeholders on the initial satisfaction with thesibess succession
process?

Iv. What is the level of influence from the stakeholsleelevant factors to
the business succession process with a family mesuoeessor?

v. What is the level of influence from the stakeholddevant factors to the
business succession process with unrelated masagegssors?

vi. What are the relatively important influential factdrom stakeholders on
the business succession process?

vii. What are the relatively important influential factdrom stakeholders on
the business succession process when it is precbged family
successor?

vii. What are the relatively important factors from sfaddders on the
business succession process when it is precedec@dnbynrelated
manager?

ix. Are there significant differences in the level ofluence from each stake
holder’s relevant factors when the succession nodkeanged?

X. Do successors initial satisfaction with the bussinsgsccession process
has a relationship with post succession perfornfance

xi. Is the successor willing to continue under the gmdyg existing ethical
climate and culture? Is there a significant diffee between family
member successors and unrelated successors’ expesta
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1.5 Significance of the research

There is a bulk of literature on various issuegvant to FOBs, but the
majority of this is focused on inter-generationatcession (Handler, 1994 and
Wortman, 1994). This is due to poor performancee BISP brings short-term
life to the entire unit (Handler, 1994). This poesult affects the business entity
and eventually also the national economy. Thereftmgsiness succession
processes have become a fundamental topic of F&&areh (Sharma, et al.,
1996).

Almost 99% of the literature on FOB succession sleath inter-generational
succession, and very few researchers have given dtiention to alternative
succession modes (Lauterbach et al., 1999; Smith Aanoako-Adu, 1999;
Boeker and Goodstein, 1993; Chittoor and Das, 2Q07;and Hu, 2007).
Howeverno one has analyzed business performance afteession with the
aim of comparing different succession models, eslhecin medium-sized
FOBs.

Not only does this study give an economical backgdy but also a
physiological background. When the FOB is readyth& business succession
process, there are few problems in the incumbentisd. One particular
problem concerns his personal life, which affectsrbadiness to step down. As
they step down, they must undergo a psychologatileb If they are prepared to
step down, a further two interrelated problems needbe solved. The first
challenge is linked with the capability of the mess to the family. The second
challenge concerns the family’s capability to simsthe business after the BSP.
If the incumbent cannot conduct the business ssmmeprocess in a successful
manner, these two interconnected problems bringragritical issues to the
FOB and the family. The incumbent, the successberdamily members and a
few other stakeholders are involved in these nmttand have some
psychological issues. Potential successors must tfigir commitment to the
takeover, while others must accept the successamand the successor. If that
does not happen, then it is very difficult to getceessful results from the
process.

Researchers have given attention to different fagtdluencing the BSP such
as:

- the incumbent (Ambrose, 1983; Handler, 1990, B&@P; Morris et al., 1997;
Dascher and Jens, 1999; Dyck, Mauws, Strake andhies 2002; Sharma et
al., 2003a),
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- the successor (Barach, Gantisky, Carson, and lid0&988; Morris et al.,
1997; Handler, 1990; Chrisman et al., 1998; DasahdrJens, 1999; Sharma, et
al., 2000; Sharma et al., 2003a),

- the family (Handler, 1990; Morris et al., 19974/dk et al., 2002)
- and the other stakeholders (Steier, 2001).

Some researchers have discussed the successianinglgrocess and the
difficulties in transferring capabilities from operson to another in order to run
a successful business (Boeker and Goodstein, 19893; Nilakant and
Hamilton, 1996; Morris et al., 1997; Cabrera-®uzarDe Saa-perez, Garcia-
Almeida, 2001; Malinen, 2001; Dyck et al., 2002a8ha et al., 2003a; Chittoor
and Das, 2007).

Pyromalis and Rogdaki (2004) analyzed past literatand mentioned the
lack of an integrated conceptual framework dealwigh both dimensions of
post succession performance of FOBs; the initidis&zction and effectiveness
of the business succession procedse conceptual framework developed by
Morris et al. (1997) focuses on the effectivendssuacession. The framework
tested by Sharma et al. (2000) endeavoured to aoeval two-dimensional
approach but finally focused only on initial saision with the business
succession process.

Pyromalis and Rogdaki (2004) developed a concepfrahework by
considering a two-dimensional approach, but it address all independent
variables in a proper manner. Chittoor and Das {20fesigned a good
framework, but this was not empirically tested. Aidaally, most of the studies
were done without a proper theoretical backgrousidlaimaet al., 2003b) and
many of the published articles are simply basedcasual observations rather
than well designed empirical studies (Brockhau®420

Thus, Handler (1989a) suggested developing an addaresearch design and
the use of statistical tools to expand the litematin this field. This study
empirically addressed established issues (througleledeveloped conceptual
framework and use of statistical analysis) usirgirang theoretical base. This,
to some extent, contributed to fulfilling the gagemtified by Sharma et al.
(2003b) and Brockhaus (2004).

The economy of Sri Lanka

Demographic trends in Sri Lanka indicate a considker change in the age
pyramid. Individuals 55 years and over constithi fastest growing sector of
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the population and this is a signal there may Hdarge number of business
successions during the next two decades. Resesrchest therefore give
adequate attention to BSP problems, before thesklgms badly affect the
national economy. Such a systematic and compreressidy of FOBs has not
yet been undertaken in Sri Lanka. This can be thmdation for developing
new business knowledge about Sri Lanka.

The world economy

According to the literature of Sharma (1997) andhtée et al. (2005), FOBs
are one of the most significant contributors to kieand employment creation
in almost every capitalist country in the world.ejfhave emphasized that FOB
failure after a poor BSP badly affects the econbmgause it directly affects the
GDP and the unemployment level. Therefore, mosintms emphasize the
need for successful development of the businessessmn process. New
knowledge generated by this research will assistulfilling these existing
requirements.

1.6 Thesis overview

This thesis has seven chapters. Chapter 2 exaltaes/stematic, empirical
and theoretical literature on BSPs and extrapaglatgsrpolates, and makes
logical connections arising from research to dgveéle conceptual framework
(chapter 3) for the formal study. Chapters 4 toevaiop the formal study as
shown in figure 1.1.

Chapter 2 discusses the literature that this stesdyased on. To fulfil this
purpose, the chapter was divided into three mams&ctions. Subsection one is
explaining FOBs and its background literature. ifcdsses the importance of
FOBs in all capitalist economies, discusses varida8nitions in order to
determine the most appropriate definition for thigdy, it discusses BSPs in
FOBs and its impact on the total business, anddismsses various alternative
models considered for BSPs and the different pets@s for measuring post
succession performances. Subsection two concenwatthe stakeholder theory
of firms, because this is the grounded theory o $tudy. In the final stage of
the research review, various stakeholders are ibdescralong with their
influences on BSPs, and also past research findingexplained, relevant to
these groups.
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Chapter 3 discusses research design. It extrapolaterpolates, and makes
logical connections between relevant literature develop the conceptual
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framework for the formal study and to develop a dtfgpsis based on this
conceptual framework

Chapter 4 links exploratory study and formal stadydiscussed by Cooper
and Schinder (2008), and is divided into two suitieas: sampling design and
data collection design. Under sample design, ilaemp the population of the
study, sample selection methods, samples, and xpectd procedure for
sample selection. Under the data collection desigexplains data collection
instruments, data collection methods, methods @& @aalysis, the study’s
interpretation and how reliable and valid the stisdy

Chapter 5 presents data analysis and discussioed bas the results. This
chapter is divided into two sub-sections. The Brgbsection analyzes data based
on descriptive statistics and discusses the firediagd final section tests
hypotheses and discuss the acceptance and rejettigpotheses

Chapter 6 explains theoretical and practical gairthe study. It is divided into
two sections: theoretical concepts and practical, gand discusses this study’s
research contribution.

Chapter 7 is the final chapter. It explains thedg® research limitations,
suggestions for future research and also conclindestudy.

Summary of the chapter

FOB is a business managed by members of one family small group of

families. At present they dominate every capitaisonomy throughout the
world, but they struggle with inherited problemsneOproblem is short-term

survival after BSP. They usually pass the FOB headagement position from
one family member to another. However, researctlirigs show that most of
these successors fail to conduct business sucttgsséfader those conditions,

FOBs are now searching new succession models ar tndt the FOB survives.

The second most popular succession mode for FOB BSHe unrelated

manager successor. When the BSP is done by fangiynbar successor or
unrelated manager successor, a number of parfieence it because of their
business interest, and those can influence the &tBr positively or negatively.
This research compares this family member succesgbrunrelated manager
successor to determine the most suitable successde and secondly, it
evaluates how they influence the FOB. Finally itaswes the successor’s
willingness to work under existing organizationaltare.
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CHAPTER TWO - EXPLORATORY STUDY

This chapter explains the research that this exitmmy study is based on. It
examined the systematic, empirical and theoretitatature on BSPs and it
extrapolated, interpolated, and made logical corioes between the literature
to develop the conceptual framework for this formealdy. This chapter is
divided into three sub-chapters. Sub-chapter ones@mts the theoretical
background of the research. It discusses FOB aait tontribution to national
and global development, a range of definitionsF@Bsin order to determine
the most appropriate definition for this study, ahé background to BSP, and
also various alternatives for BSP, different petemps about post succession
performance, and finally, it expresses past rededirdings about pre and post
succession performance. Sub-chapter two discudsesstakeholder theory
because it is the grounded theory of the concegtaaiework. Under the third
sub-chapter, the influence of various stakeholder8SPs is explained.

2.1 Literature about family owned business and busess succession
processes

2.1.1 Family owned businesses and their contributis

Globally, FOBs are the prevalent form of businesganizations, and they
represent 60% to 75% of all worldwide enterprisdom the most developed
countries to developing countries. In Europe, F@Bastitute about 70 % to
80 % of all business companies (Commission, 200Gese assessments,
however, are highly dependent on how various castiefine FOBs and the
researchers involved. FOBs originated from any nuideusiness activities and
under different formations and they are the highasttributor to GDP in
capitalist economies, and about half of the GD#h@United States (US).

FOBs are the most dominant employment supplier wérye capitalist
economy (Sharma, 1997; Dyer, 1998; Miller et ab02). FOBs are an option
for solving unemployment problems because theytereaw job opportunities,
especially for family members (Commission, 2006)d also for the general
public, mainly for women and older employees. F@Bsount for an important
part (about 40 % to 50 %) of European employment, ib some studies
available, the FOB contribution to employment igmeated it might be at least
70 %. According to Shanker and Astrachan (1996%p & all organizations in
the US are family - owned or controlled businesd€84 of the GDP comes
from this sector and 15% of all employment.

In Sri Lanka, FOB contribution is difficult to mea® because they have not
been identified as a separate cluster. To somantettieugh, their contribution
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can be understood through contributions from Sraal Medium Enterprises
(SME), because the majority of SMEs is represetmgd-OB’s (Aldrich and

Cliff, 2003; Venter and Boshoff, 2007; Commissid&Q06). In Sri Lanka’s

economy, SMEs are the predominant sector and gtitotes more than 50% of
the GDP (Control Bank of Sri Lanka, 2010), cons#tu20% of the industrial
value (Cooray and De Silva, 2007) and accounts 7fd% of the nation’s
employment.

Under these conditions, FOBs should be recognigatieadominant business
type in most economies in the world (Shanker anttagkan, 1996; Heck and
Stafford, 2001; Morck and Yeung, 2003).

2.1.2 Definitions of family owned businesses

If one or few families have the majority of ownagsland the controlling
power of the company, then simply it can be idesdifas a FOB. They perform
significantly differently to non FOBs, especiallpricerning business growth
and the level of profitability. Family involvemeid a special feature of this
business entity, which distinguishes FOBs as a ipetype of business.
Identifying family involvement in FOBs brought a ndamental step to
recognizing them as an independent entity. Theresti$, however, no
universally accepted term for FOBs. It has beercritesd by different authors,
writers, researchers and institutions in variousngesuch as a “family firm,”
“family business” or “family owned business.” Inighstudy, researchers prefer
to use the term “family owned business (or FOB)té&scribe them because it is
the ideal term for the research framework.

There is no universal definition of a FOB. Accoglito Westhead et al.
(1998), different researchers use different defing based their specific
purpose. For instance, “researchers began definivegy family business
operationally by the components of a family’s inkarhent in the business:
ownership, management, and inter-generational sam® (Chrisman, Chua,
and Steier, 2003b). According to Chua and Chrisi{i899), definitions of
FOBs broaden from simply a majority of shares t0%®f shares.

Shanker and Astrachan (1996), distinguished FOBs three categories:
“broad,” “middle” and “narrow” based on family magement involvement. If a
family is involved in day-to-day business activstiand multiple generations
work in the organization, then it should be ideatifas “narrow.” In the same
manner, if the family only attend to the businessét business strategy, they
can be classified as “broad.” “Middle” FOBs aregbaun by the founder or a
descendent of the founder and which work with |egaitrol of stocks.
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Astrachan, Klein, and Smyrnios (2002) develope@wa model for assessing
to what extent family influence has on businessanizations, using three
dimensional powers, experience, and culture. Kl@strachan, and Smyrnios
(2005), developed another scale named “F-PEC” tsome family influence on
power, experience, and culture within a firm. Cmas ,Chua and Sharma
(2003a), defined FOBs based on “familiness” whish current and next
generation business control of a firm. Carsrud 4)9%ited in Westhead and
Cowling, 1998) defined FOBs as when “A firm’s owsi@p and policymaking
are dominated by members of an ‘emotional kinshqug’ whether members of
that group recognize the fact or not.”

Chua and Chrisman (1999), defined FOBs as

“The family business is a business governed andianaged with the
intention to shape and pursue the vision of thenass held by a dominant
coalition controlled by members of the same familya small number of
families in a manner that is potentially sustairalcross generations of the
family or families.”

This definition elaborates the main features oé thOB, and clearly
distinguishes family ownership from family managamand/or governance. In
some instances, owners are not involved in activglgrating the business;
however, they influence strategic decisions suclcrasiting the vision and
mission of the organization, influencing managemsmtcession and so on.
Thus, FOBs can be divided into two sub-sections—d9 “family owned and
family-managed businessesand 2) “family owned and governed but
professionally managed businessesthich separates ownership from
management (Chittoor and Das, 2007). Dyer (1986@hekd family business is
an “organization in which decisions regarding menership or management are
influenced by a relationship to a family.”

Considering the research framework, this studyn@sfiFOBs based on the
definition by Neubauer and Lank (1998) (cited ind¥akallio, 2002). According
to them, a FOB is “any form of business associatwere the voting control is
in the hands of a given family.”

2.1.3 Business succession processes (BSP)

This study only discusses management successidnit @oes not discuss
ownership succession, though often both happen Itsineously. Top
management succession is a particularly challengwent for any type of
business organization because the successor’s amppraompetencies and
perception directly affect all aspects of the beas# and also stakeholder’'s
expectations. The American Family Business Surnd®97) defines BSPs of
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FOBs as "the transfer of leadership, ownership @rtrol from one family
member to another - a goal shared by a majoritfaofily firms." Meijaard,
Uhlaner, Floren, Diephuis and Sanders (2005) gegerl this to define BSPs
of FOBs as "...a transfer to someone within the fgniid a third party, or to
another company”. Management buy-ins (MBI) and rgan@ent buy-outs
(MBO) can be considered examples of business #esk well, as long as the
existing economic entity survives." According tocReard and Burke (1983)
(cited in Handler, 1994) BSPs are "the passindiefléadership baton from the
founder-owner to a successor who will either beamilly member or a non-
family member; a 'professional manager." Accordm@arry (1975) and Davis
(1982) to have an actual BSP in FOBs, it must lake&e major components: 1)
an incumbent/founder who hands over their leadprsiie, 2) a successor who
accepts the leadership role, and 3) a system bghawthe handover takes place.

For FOBs, family members are interested in transigrmanagement into
another family member’s hand, mostly transferringhte next generation’s hand.
This is because their intent is to preserve commamyership and management
within the family. They transfer management andtinnto the hands of the
next generation (Morris et al., 1997) without coesing the competence level
of the successor. The leading justification fostimter-generational succession
Is the belief that family members are able to aadate social capital, resources
and learn specific knowledge on running the firmanmore efficient and
profitable manner (Bjuggren and Sund, 2001).

According to Davis et al. (1997), family successoight perform better than
unrelated managers, because they have developed beh-monetary rewards
which helps guarantee the firms’ success. AdditlgnBonnelley (1964), (cited
in Alestalo, 2010), argues that “to get firm specknowledge and higher levels
of trust of key stakeholders is very hard for algss.” According to previous
research findings, only a limited number of FOBsvee to the second
generation and more than two-thirds do not padisetahird generation (Shanker
et al., 1996). Kets de Vries (1993) writes thatyoid0% of FOBs survive into
the second generation, and 15% survive into thed tigeneration”. Poor
successions are the main reason businesses fahtmue (Miller and Breton-
Miner, 2003). Other causes are implementing incetepand vague succession
plans, selecting incompetent or unprepared sucessod also family conflicts
(Dyer, 1986; Handler, 1990, 1992; Lansberg, 199f Morris et al., 1997).
Due to this, there is a current trend to operata &&amily owned and non-
family managed” business instead of the “family edrand family-managed”
business.
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Therefore BSPs of FOBs can be better defined as “tia@sition of
leadership from the founder - owner or incumbenbewto a competent
successor. The successor might be a family relativeon-family manager.”

2.1.4 Alternative successors for business successio
Family member successor

As mentioned earlier, FOBs give priority to handioger the business to
other family members. In this instance, the busrggses to the successor, who
has related by blood to the incumbent. This tréorsiis usually done from
generation to generation. Sometimes, if no bloddtives are available, FOBs
consider handing over the business to a persotedeta the incumbent-owner
by law. Some researchers highly recommend thatnatesuccessors are more
suitable than unrelated successors because theydgraater knowledge of the
firm and an established social network (Chung et18I87). Cabrera-Sua’rez et
al. (2001), express that internal family successian help FOBs sustain or
achieve some competitive advantage over non-FOBs Vital that family
members contribute to a smooth successor trandiggause they are the ones
who have developed the existing corporate strategy.

Non-family unrelated manager successor

Sometimes family inter-generational successionmpassible due to such
reasons like competent family members being unabi@] family members
refusing to take over management or problems wita tamily member
successor. Under these circumstances, companidsnmie a crucial decision
about continuing the family business and protectargily identity. In order to
protect family identity, FOBs must then considep@pting outside unrelated
managers (Chittoor and Das, 2007). This meansitegy@an unrelated manager
successor to lead the company (the professionaleaif the FOB) for an
interim period until they find a family successar flong term posting as
manager. In certain cases, it is very beneficiatlie FOB to appoint an interim
or "regency"manager (Matser and Lievens, n.d.) until a familgcessor is fully
prepared for the management job. In this way, &anglfy can maintain control of
the family business, and it fills the managerigd.daurther reasons to appoint an
interim unrelated manager successor are envirorahprgssures such as those
from multinational companies, technological advaneets in a field,
competition from quality products at low pricesnsamerism, media exposure,
and lifestyle changes. FOBs must find external labed managers to run the
business successfully.
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Other alternatives for business succession

In addition to the above-mentioned succession madtiese are a number of
other succession alternatives (see figure 2.1).eSoesearchers suggest trade
sales as an alternative model for the BSP (Cro&tephenson, Monteith, 1995).
This could be unattractive to businesses if a sridentity is likely to be lost.

Business Succession Alternatives
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Figure 2.1: Alternatives for family business succeson
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Initial Public Offerings (IPO) is another alternatibut is rarely a feasible
solution (Poutziouris, 2002). Another option is ttransfer of family firm
ownership to an internal manager through a MBGhertransfer to an external
manager through a MBI. Westhead (1997) express¢dRost-MBO/MBI there
is a greater possibility that the firm’s identitgcaculture will remain the same,
both of which are important for family firm ownerdAn attractive feature of
both MBOs and MBIs is that many incumbent manageay remain in their
chief executive position, and family members carrkwoontinually in their
current capacities. Family members could also dedll the company as they
did before the succession, even though they hdirequeshed both ownership
and managerial control.

Buy-in management Buy-out (BIMBO) is another modielwice. Here, this
“alternative is the combination of an MBO and an IMiBd management is done
by an internal FOB management team working togethigén an external,
unrelated manager. This method merges knowledfeeadxisting team with the
knowledge of an expert person in the field” (My Bwess, 2006). There is
another alternative, of a Joint Venture (JV) witdanestic or an international
partner, but this succession model has not receivach research attention in
studies (De Alwis, 2012). All alternatives for a B&re shown in figure 2.1
below. These can be divided into two segments:tli¢ business exists after
succession” and 2) “the business does not exist aficcession.” This can be
categorized in descending order from left to righsed on “family involvement
after succession,” with the left side showing miamily involvement.

The most renowned succession mode is the successeofamily member. It
allows the highest level of family involvement. éltirade sales” has the lowest
family involvement level after succession. Profesalization of management
allows the second highest level of family involvernand JV is the third highest
level in this category. The following modes aregeneral order, from highest
family involvement to lowest family involvement: @ MBO, MBI, and
BIMBO.

2.1.5 Business succession and performance

An extensive search was done to find availablegditee on BSPs and its
affect to post succession performance, but verydemiributions were found. In
total, 9 articles were reviewed, but the majorifytlem do not relate to the
FOBs. Some compared FOB performance to non-FOBsfew studies
researched the relationship between performancerdefuccession and its
impact on selecting an appropriate succession madd, other researchers
evaluated the post succession performance withesamn modes. The majority
of research was conducted in the United Statesadzarthe United Kingdom
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and Australia, and only 2 theses conducted researte Asian region. (See

table 2.1).
Table 2.1: Business succession and performance
Author Objective Key findings
Amran and Examine the relationshipFounder-manager firms

Ahmad ( 2010)

between family

recorded worse performance

financial performance

family outsider successors.
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successors’ attributes | than successor-manager firngs.
and firm performance.
Daily and Compare family owned| There are significant
Dollinger and managed with differences between FOB anfl
(1992) professionally managed non - FOB performances.
firms.
King (2003) Evaluated performance| Successor’s potential
after succession is capability, commitment and
attributed to differenceg skills bring positive results
in predecessors. and better performance
Kotey (2005) | Examine the differences Small and medium-sized
between family and non-family firms perform better
family SMEs and their | than non-family small and
performances. medium-size firms.
Lauterbach et | Identify the factors There is a relationship
al. (1999) influencing successiong,between successor selection
and measure post and firm’s performance.
succession performanceWeak performing companies
give priority to appoint non-
family successors.
Lin and Hu Give background to When a family member is a
(2007) family firms and their | successor, it brings better
successor selected, andperformance.
investigate the
performance of CEOs
from different
backgrounds.
Gonzélez Examine the impact of | When the successor is a
(2001) family control on the family member, it brings
firms' performance better performance than
unrelated successors.
Smith and Management There is no significant
Amoako-Adu | successions immediate| difference between non-family
(1999) and long-term affects in insider successors and non-



within the Canadian
family controlled firms
Source: Past researches shown above

2.1.6 Succession and post performance

There is no clear agreement among researchers wnthomeasure a
successful or effective succession (Dyer, 1986;dian 1989a; Morris et al.,
1997; and Cabrera-Suarez et al., 2001). Handle89@®and Sharma (1997),
explain whether it is suitable to use the satigfactevel of the incumbent, the
successor, and other family members as an india#tavhether the BSP is
perceived to be successful. Sharma et al. (200d)esg this as a “subjective
assessment of an individual about the process awisidn regarding the
selection of a new top manager, based on perceptather than objective
criteria.”

Handler (1989a) and Morris et al (1997) discussdifierences of the BSP
experience from two perspectives. That is, howillammembers personally
experience the succession process (subjectivesasset, and the effectiveness
of the BSP (more objective assessments of the om#cof the transition).
Harvey and Evans (1995) and Handler (1989b) aloity ®oldberg (1996),
point out that stakeholder satisfaction with thePB#idicates not only a
successful BSP, but also the successor's abilitkep the family business
healthy by sustaining growth and continuing to efifable. Sharma et al.
(2001) express business performance as a critadoshow the BSP was
effective. It has become an evaluation criteriordétermine whether the CEO
will survive (Sharma et al., 2001).

Evaluating those situations, Venter et al. (20@nmarize it as follows:

. “In order to ensure the success of the succesgimtess, all the
different stakeholders involved in the process (phedecessor, successor,
family, network, suppliers, etc.) must be satisfiath its outcomes, and the
successor should have the ability to ensure théasability and financial
security of the family business after the succesgiocess has been
completed.

Two-dimensional evaluation of the BSP, addressh® uniqueness of the
FOBs, (because it has subjective and objectivecatdrs). Professionally
managed business ownership is widely dispersed, teg usually employ
business performance to measure success (PitchexinG; and Kisfalvi, 2000;
Venter et al., 2005). However, maintaining good ifamelations is also an
extremely important evaluation criterion (Venter at, 2005) and in some
instances, family members give priority to othemmbers’ personal satisfaction
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instead of business profitability (File, PrincedaRankin., 1994; Tagiuri and
Davis, 1992).

Sharma et al. (2001) explain and expand the arguimetween these two

opposing dimensions of success in management siocesAccording to
them...

“Dissatisfaction with the succession process coukllise interminable
conflicts that make the succession ineffective. t@n other hand, if the
succession is not effective, dissatisfaction whi $uccession process, after
the fact, could occur. In summary, studying satisée with the succession
process is important because of its direct impacttee relationships among
family members, an important consideration in méawily firms, and
because of its impact on effectiveness.”

Further they suggest that:

“The relationship between satisfaction and effemtiess is likely to be
inter-temporal in nature (Sharma et al., 2001).”

The initial satisfaction with the business sucamssprocess generally
encourages better performance and usually bringsnimy post succession
business performance, and this excellent post ssmge performance brings
FOBs some personal satisfaction. Likewise, if stakders are not satisfied with
the BSP, this discourages them from performing ttedes as well as possible in
the proper manner, and this will affect post susioesperformance both directly
and indirectly. This finally brings dissatisfactitm the whole business process.
Post succession performance has a direct affecthenFOB and directly
influences the level of satisfaction and hungerth@ business unit to survive

(Cabrera-Suarez et al.,, 2001; Dyer, 1986; Handleg0 and Sharma et al.,
2001).

2.2 Theories behind the study
2.2.1 The stakeholder theory of the firm

The term “stakeholder” was first coined in 1963RyEdward Friedman, but
he has changed his own definition number of ocoasidOriginally, he
expressed stakeholders as “groups without whos@osuphe organization
would cease to exist." Again in 1984, Friedman idiexl stakeholders as the
groups “who can affect organizational performanoe aecision-making, as
well as organizational performance and decisioningakan be affected by the
person.” In 2001, Freidman again describes stake®las'...groups who have
a stake in or claim on a firm.” Again, in 2004 hefided them as “those groups
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that are vital to the survival and the successhefdorporation.” Friedman has
suggested a number of definitions, but the mose@ted definition is'...any
group or individual who can affect or is affectey the achievement of the
organization objectives.”This brings a broader and clearer view of what
stakeholders are, by using the termoart affect or is affected By

One of the main expectations of this stakeholdeory is to help corporate
managers understand stakeholder expectations tarddts, and to then manage
those relationships more effectively. Stakeholdkeeoty assists company
managers and executives to increase the valueeaf blsiness ventures and
minimizes the damage against stakeholders. Orrigdiman’s (2001) words:
“managers bear a fiduciary relationship to stakedas.” In point of fact, this
concept changes the way of considering business\@ations and managers. In
the past, the manager's main objective was to maginthe wealth of the
owners. This concept however, redefines the orgéoizs purpose for
existence. Freidman (2006) states that thrganization itself should be thought
of as a grouping of stakeholders and the purpost@forganization should be
to manage their interests, needs and viewpoints.”

Stakeholder management means creating suitableods®eth manage various
stakeholder groups and relations. Freidman (19&p)yesses that “managing
people should create and implement processes, vdachsatisfy stakeholders
around the organization” Thus, the main role is fitanage and integrate the
relationships and interests of stakeholders, enagl®y customers, suppliers,
communities and other groups in a way that guaesniee long-term success of
the firm” (Freidman, 1984). In 2010, Dytrt and &iska splits stakeholders
again into six groups as customers, employees, geasa suppliers,
shareholders, imitable groups and explamahage and create the ethical
relations between stakeholders as a one of thangakeole of the managets

2.2.2 Stakeholder theory and family businesses

There are a number of special stakeholders caddrgified with FOBs. The
Incumbent/founder, active members of the ownen’silig non-family owners,
family managers and non-family managers are allciapegroups that are
compared with other business entities (Sharma, 20edrther those can be
divided into two groups: “internal stakeholderstaexternal stakeholders.”

“Stakeholders involved with the firm either as eaygles (who receive
wages), and /or owners (stakeholders), and/or famiémbers are referred to
as internal stakeholders. External stakeholders tase not linked to a firm
either through employment, ownership or family mersitip, but can
influence the long term survival and prosperityadirm (Sharma, 2001).
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Sharma (2003) further details internal stakeholdeysher paper named
“Stakeholder mapping technique: toward the developnoé a family firm
typology where she discusses ideas based on: Lansber@)(1®% Davis and
Taguiri’s (1989) three circle model. Under thosewmstances, she recognises 7
types of stakeholders (Figure 2.3) as:

1) Family members not involved in the business

2) Employees who are not family members

3) Non-family owners who are not involved in businepsrations

4) Family member owners who is an employee

5) Family member owners who are not involved in bussngperations
6) An employee owner who is not a member of the family

7) A family member who is an employee

Family
members A Employees

Owners

Source: SHARMA, P. Stakeholder Mapping Techniquewdrd the Development of a
Family Firm Typology: Academy of Management 2002xa@al conference in Denver
[online], 2003, 1-23, [cit. 2011-01-28]. Availablat: www.wlu.ca/documents/842/2
003-01-MOB.pdf

Figure 2.3: The 7 possible roles of internal stakediders in a family
firm
2.3 Stakeholder influence on the business successprocess
2.3.1 Introduction

This researcher applied Friedman’s definition (0984 identifying
stakeholders who influence the B3mis research discusses a very specific and
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fundamentally vital process of FOBs and therefatedoes not recognize
stakeholders in the overall organizatidnstead, stakeholders are now defined
by altering Friedman’s (1984) definition ds..any group or individual who can
affect or is affected by BSP in FOBDifferent stakeholders have different
expectation to get reach and based on that theyrespond to the BSP.
According to Lansberg (1988), the most common reseas to “go against the
BSP” because the BSP directly influences the ssfigesontinuation of the
business unit. According to Sharma (2008),family firms, all family members
are stakeholders in the succession process ascHigyo varying degrees, affect
or be affected by leadership transitions.”

Especially during the growth stage and pre-matustgge of business
development, organizations recruit outsiders tasabsisiness management and
administration. Those outsider managers usuallykwarlong time with the
founder / incumbent and get old with the compartyeylhave influence when
the incumbent plans to step down as this changstesea number of issues.
After the BSP, they need to work with the new sesoe CEO manager. If the
CEO does not accept these outsider managers as neanbers, then these
elderly managers have problems surviving withindrganization. Additional to
this, the successor and elderly management maybelmng to same age
generation. Inter-generational conflicts can aribetween the elderly
management and younger successor and usually theyadainst the BSP”
(Lansberg, 1988).

In some instances, the founder/incumbent must issuepany shares to
external, non-related managers, friends and norlyfaralatives in order to
solve financial difficulties of the FOB and to s&i active participants in the
business. These are other groups that can influ&edBSP (Lansberg, 1988).

By reviewing and combining past literature, thisearch has been identified
5 individuals and/or groups of stakeholders in B&P of FOBs. The terms:
“level of involvement in the BSP”, “BSP impacts ¢mat specific group or
individual” and “the level of influence affectindgng BSP” are considered as
criteria for this classification.

Under these criteria, “incumbents,” “successorsd damily” are identified
as the main stakeholders of BSP of FOBs and “namlyaowners”, and “non-
family managers” are clustered as the minor stakieine® of BSP. Due to lesser
involvement in the above-mentioned process, angnifcant levels of affect
and ability to influence positively or negativeln the BSP, this study did not
evaluate other stakeholders such as non-family @yepk, customers, and
suppliers.
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Table 2.2: Identifying stakeholder influence concearing business succession

Stakeholder Level of Level of Degree to
involvement in affect on which
BSPs BSPs affected by
BSPs
Incumbent Very high Very high Very high
Successor Very high Very high Very high
Owner-family High High High
Non-family owners Low Moderate High
Non-family managers Average Moderate Moderate
Suppliers Very low Low Moderate/Low
Customers Low Low Moderate/Low
Non-family employees Low Low Moderate/Low

Source: Developed by the author based on explgratady
2.3.2 Main stakeholders in business succession

The Successor

Successor is one of the most important stakehold#ihsa legitimate claim
on FOB and with a legitimate concern in the sudgoesprocess. Sharma et al.
(2001) comment on successor’s influence as:

“In the absence of a successor who is willing arideato take over the
family business there cannot be succession witilenfamily. Because of the
successor’s ability to refuse or withhold cooperati these individuals
exercise great power over succession timing andstitesfaction of family
members with the process.”

According to Barry (1975) and Chrisman et al. (1998e lack of interest
shown by a potential successor is one of the neasans for an unsuccessful
BSP. Morris et al. (1997) empirically show how sfipant the relationship is
between the potential successor's level of intesti the likelihood the
succession will succeed. Furthermore, Chrismanl.e(2803a) express and
confirm the relationship between the level of cotnmeint, the willingness to
accept the new succession position, and post ssioogserformance. Sharma et
al. (2001) add that “when the successor is notrested to take over the
business, commitment to the business cannot becegpdrom them. Then,
finally, it will affect the level of satisfactionfahe incumbent and other family
members.”
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Goldberg and Wooldridge (1993) define commitmenttlas successor’s
willingness to take over the business. Offers fralimer businesses with more
attractive benefits, a poor relationship with tmeumbent or/and the family
members, or lack of self-confidence are the maiasoas that lessen the
successor’'s commitment. Considering this, Handl®89a) and Lansberg and
Astrachan (1994) put forward some suggestions talge potential successor
interested as “matching successor’'s career intevéhbt opportunities he can
reach through the FOB” (Handler, 1992), developiagdesirable work
environment (Handler, 1989b; and Lansberg and Ak&m, 1994) and
enhancing the competencies of the successor.

Successors can be defined emslividuals who have the competencies
necessary to take over the management posiiibrs statement clearly shows
how important the competency levels are of the esgar for a successful BSP.
The ideal successor should be equipped with thevaet competencies to
replace the outgoing manager. Lack of these compet® is the foremost
reason for the failure of the whole business swsiorsprocess. At least the
successor should have the skills and competenziesnt the business without
damaging its current progress. That is the minimiewel of competency
expected from the FOB. In other words, the succéssevel of competency
should be equivalent to the incumbent’'s level ompetency. If the new
successor has the competencies to lead the busmessmore profitable future,
then the incumbent will share his personal expegeand disclose business
connections without any hesitation.

Ward (1987) explained that the successor's busiresglopment and
preparation for the leadership role is the mairegheining factor for a bright
future. In other words, the knowledge, skills attitiedes that the successor has
acquired through internal and external trainingpheghem gain confidence so
they can successfully take over the business amagesit profitably. Secondly,
a competent and willing successor will help geteottmployees committed to
the BSP which includes the incumbent, family memband also confidence
will grow among the stakeholders. Thus Morris et (4P97), recognise the
preparatory training of the successor as a vitdbfafor an effective succession.
Internal business training in the firm is very imgamt in order to be familiarized
with the internal firm setting, culture, structuregsources and synergies.
Preparatory training also helps to co-ordinate m@nagement team of the
organization, and this means it is more likely nggrmaent and employees will
support the successor during and after the BSP.

Likewise, external business training and experieisceery useful to the
successor. This brings a higher level of awarenasswledge, credibility and
confidence in running the business smoothly (Bartcal., 1988). Barach and
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Gantisky (1995) showed that one of the main sectethind brilliant
performance after succession is when successons kioav other businesses
perform, how they react to their rival’s strategeasl the new successor should
react to other businesses. Under these circum&tawaed (1987) concluded:

“All in all, gaining experience outside the busisds one of the strongest
recommendations that can be made for successormll lur interviews, no
one who worked outside the family business regtetténg so. Many who did
not wished that they had.”

The incumbent

There are two terms in this field of literature describe the person who
passes the leadership baton: “founder” and “incurtibélhe founder is the
person who establishes the business. The termrfibent” describes the family
member who holds the highest managerial positiah aso owns most of the
FOB. During the transition from first generationgecond generation, the role
of the “founder” and “incumbent” are similar. Botérms can be used for one
specific individual. This study evaluated businesgcessions and it also
includes second generation to third generatiorsitians and so on. Therefore
this study defines all such people as “incumbents”

De Massis, Chua, Chrisman. (2008) defines an ineminéas “the person who
holds the top management position in a family bessnand who must relinquish
that position before another family member can @ker.” Sharma et al. (2001)
states that “succession is the transfer of leagefstm the former to the latter,”
therefore this transition process under strict @@nof the founder and/or
incumbent. Considering this situation, Sharma .e28l03b) express that:

“Incumbent has a considerable amount of power ttuence the nature
and timing of succession and whether it is a quattocess or not. The
incumbent generally has enough legitimacy withia finm and the family to
remain in power as long as he or she desires.”

If the incumbent is not willing to withdraw his iolwvement from managing
the business, they postpone the entire BSP (Shd@®y,). Because he is the
CEO, if he withdraws his co-operation, the BSP canbe actualized. In
reviewing past literature Sharma et al. (2001), iDafd982) and Handler
(1989a) disclosed that the “business owner’s iitglolf letting go is the most
cited obstacle to effective succession.”

The founder-owner is the one who has most develdpedbusiness by
devoting their financial and emotional investmehley have taken immense
risks to establish and build up the business texisting level. Sometimes, they

46



have sacrificed parts of their personal life fog thusiness. Not only that, but in
some instances they have had to forego a careerder to establish the
company. In some cases, the CEO has built the égsiamost like it was their
own child. Now they are faced with the decisioridisake their child. Stepping
down is a difficult task, because they must celas& tlose relations with the
business. They also might feel fear when they lpseer, status or some
personal identity as the managing director of tBHSharma et al., 2003a).
According to Lansberg (1998) “...one difficult detmt to succession planning
Is the founder's reluctance to face his own maytali

This is a very difficult psychological decision take (Sharma et al., 2001)
because in most cases, the founder’s children hleady left home, thus the
CEO returns to an almost empty home where familyviies have been
reduced to a very low point. The founder has kibgir recognition from family
members, close friends and sometimes social cidtlesto their capacity as the
CEO (Lansberg, 1988). Thus, the incumbent must f@ssibly losing position,
control, power, part of their identity, and staturethe community (Potts,
Schoen, Engel. and Hulme, 2001). Kets de Vriesg)l@&borates this situation
as “in most cases, an incumbent has a difficuletwisualizing life without a
significant leadership role in the family businéss.

As discussed previously, the incumbent's persoméérest towards the
business has bound them to the business. The higddevel of interest, they
more they are tied to the business and it is déficult to separate the business
from the incumbent. When it is low, it is easierseparate. If they have some
outside interests, this helps them forsake thenlessibecause it is easier for the
successor to accept this novel change as a fradhslife. Thus the urgency or
lack thereof, of the incumbent to begin successidhpartially depend upon
these above-mentioned factors (Sharma et al., 2001)

Brockhaus (2004) and Lansberg (1988) proposed that relationship
between the incumbent and the potential successatal for successful BSP.
Cabrera-Suarez et al. (2001) pointed out that risistionship is a bridge that
transfers knowledge from the incumbent to the sssme There is some conflict
between the incumbent and the successor at thedfntee BSP which can
damage the entire BSP because the potential soccessy decline the
appointment, or alternatively the incumbent maysefto appoint the successor
as their replacement (De Massis et al., 2008).

The family

“Family” is a multi-faceted term that includes \ables like values, ethnicity,
culture and/or generations. Families consist oppewho have shared common
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history, experience, emotional bonding and commataré expectations and
goals. Families can be divided into groups by adersng their specific features:
“biological families” who have a direct biologickinship; and “non-biological
families” (or quasi-families) that do not have amyplogical kinship but have
emotional relations, such as in-laws. As a groamilfiy members are the most
important internal stakeholders in FOBs. The susmesiust continually deal
with families in financial and social transactio(8harma et al., 2001). For
successful continuation of the business, family ag@ns must accept each
other’s role, and if they reject the successatarmages the entire BSP.

Churchill and Hatten, (1987) believed that familarimony helps the
succession process be successful because it bgregg trust and mutual
understanding among participants (Dyer, 1986 anddia, 1990). Malone
(1989) included mutual respect, trust, understan@mong family members,
and the presence of open lines of communicatioth@snain features to help
family harmony. This brings a shared vision foritheture (Sharma, 2001).
Further, Morris et al. (1997) confirmed that thelify of family relationships is
a reliable indicator of whether a BSP will be swsfel, more reliable than
either succession planning or preparing heirs.

If there is family disharmony, it will badly affedhe business such as
discontinuing business involvement, put family swlknto jeopardy, and cause
stakeholder powers to be dysfunctional. Those bafigcted must still attempt
to successfully continue on with the business.h# family chooses not to
continue the FOB, the BSP cannot be seen to implethes decision. In some
instances, children of the owner do not have atgrést to join the FOB due to
various reasons because family relationships amgpex and people conflict
with each other, which then damages the contirafithe business.

2.3.3 Minor stakeholders in business succession
Non-family owners

In family businesses, in most instances, the fouhds complete control of
ownership. In some instances though, due to vamneasons, they have sold the
firm and distributed shares to non-member outsjdersinstance, in order to
collect finances. At other times, they have promd@&eme employees to owners
of the company to encourage them to take respdingiblrhose non-related,
external minority owners who are old friends anditwse employees of the
founder often resist succession plans in their éwns, and consequently they
tend to avoid discussions of succession plannitogether (Lansberg, 1988).
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Non-family managers

When the BSP is occurring, it not only influencestjthe family, the
incumbent and the successor, it also influencesrdweagers who have worked
for a long period in the company. They face manytgnal issues that lead
them to resist planning the succession. This secliscusses these senior, non-
family cadre managers who hold higher positionsheacompany. This group is
often composed of older managers. In some instatiogg started their career at
the time the company was established. Thus, theg havery close relationship
with the founder. Over the years, the founder mayehpersonally managed
each of these senior manager's trainings, evatyat@mpensation and tendered
personal favours to the managers. When the foustégs down, they are in a
dilemma, whether they can serve under new successnot. Based on that,
they make their own decision whether to go agansupport the BSP.

Summary of the chapter

The aim of this research was to go a more compeaen integrated
approach for studying BSP in FOB. This used a ttages research design,
comprising of an exploratory study and a formatgtias discussed by Cooper
and Schinder (2008). Exploratory study is quaktatresearch, which formed
part of the first phase of the research to detegrthie concepts to be included in
the formal study and to support to the foundatiod background of this study.
The author has examined the systematic, empirioglteoretical literature on
BSP in FOB and has extrapolated, and interpolatvden the studies to
develop a conceptual framework and hypothesis Her gecond part of this
research.

The achievements of the exploratory study are gbetaw:

1. It specified key definitions, concepts and congtdior the study (FOB, BSP,
family member successor, unrelated manager suagess@n and minor

stakeholders and levels of influence).

2. It identified variables linked with FOB and BSP.igImcludes variables that
measure the influence from each stakeholder refatgdr to the BSP

3. It identified previous research on BSP in FOB aetpé&d focus this study
and avoid duplicating research work.

4. It assisted with the development, refining and kirea down of the study
hypothesis.

5. It refined the research design into the final bhugpthat guided this study
from the formation of the research conceptual fnaork and hypothesis to the
report about the analysis of the collected data.

49



CHAPTER THREE — RESEARCH DESIGN

In this chapter the author shows how the study mad&gical connections
between the literature to develop a conceptual éaork and hypothesis for the
second part of the research. To achieve that oigecthis chapter is divided
into two sub-chapters. Under the first sub-chaptérshows the conceptual
framework and how it has operationalised with tlagiables. Sub-chapter two
explains how this author developed the hypothessgdh on the sub chapter one.

3.1 Conceptual framework

This study used thestakeholder theory of the fiftnas the grounded theory of
the research. This conceptual framework has idedtifnain stakeholders and
minor stakeholders related factors of the BSP adrtiependent variables and
the post succession business performance andl isiitssfaction with the
business succession process as dependent vaohliesstudy.

The FOB’s main intention is to hand over the bussn® another suitable
family member. However, in some situations, thisripossible due to a number
of reasons such as unavailability of competent nemkwithin the family, and
competent family members refusing to take over ¢cbepany. Under these
circumstances, the company must make two significktisions. The first
decision concerns the long-term existence of thé.Fld other words, this
decision is about the continuation or liquidatiointiee business. The second
decision is about family involvement in the bussedter the BSP. The first
decision directly influences the second. If FOBkena decision to liquidate the
business, the business no longer exists for thensedecision, i.e. about the
level of family management involvement after thePBS

There are a number of options that can be recograsealternatives in the
BSP such as appointing an unrelated manager soccdss IPO, MBO, MBI,
BIMBO, or trade sales. The level of family identégd involvement continually
diminishes due to the BSP in various degrees, ftloenalternative unrelated
manager successor to a “BIMBO” and there is no lamivolvement with the
last alternative - “Trade sales”. (See figure 2.This research was expected to
compare the performance siiccessors who are working under the highest level
of family involvementTherefore, the first aim of this study was to pane
“family member successoith an ‘unrelated successgrbased on their post
succession performances.

There is no definite agreement among researchenst athat contributes to
the successfulness or effectiveness of BSP in F&ifBne researchers suggest
“satisfaction of the BSP from the incumbent, thecesgor and other family
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members, as the indicator of the perceived sutc@sabrera-Suéarez et al.,
2001; Dyer, 1986). However, those researchers tansidered only one side of
the BSP, which is the main stakeholders’ (the inoam, the successor and
other family members’) satisfaction with the BSka#t from that, others have
used Successors’ ability to keep the FOB hedlttas the measurement to
appraise the business unit. Venter et al. (2008) Simarma and Irving (2005)
express the perceived success of the BSP is deedny the extent of
satisfaction with the process and continued proifitg. Handler (1989a) and
Morris et al. (1997) also mention that “success tas interactive dimensions:
satisfaction with the process and the effectivermdssuccession.” Chrisman et
al. (2005) express the importance of family relaiand the effectiveness of the
business entity, and they identified two perspestito measure the success of
the process: business performance and family haymamd named these as
“two pillars for family firm performance.” The auth agrees with Cabrera-
Suarez et al. (2001) ; Dyer (1986); Handler (1980)rris et al. (1997); Sharma
et al. (2001) and they believe that the succesth@fBSP is defined aghe
subsequent positive performance of the firm, th@mate viability of the
business and the satisfaction of stakeholders thighsuccession procesat
last, a conceptual argument can be brought towaahanteractive relationship
between these two dimensions of success in the &SFOB. According to
Sharma et al. (2001) “...performance may also alt@mily member’'s
satisfaction with the succession process evenamatisence of any changes in
the relationships among family members.”

Under the second aim of this study, the level dfuence coming from
stakeholder related factors to the business suocegsocess was evaluated.
“Stakeholders are any group or individual who cafectfor is affected by the
achievement of the firm’s objectiVgsreeman, 1984). According to this theory,
the importance of a particular stakeholder in imfhcing the direction,
decisions, and actions of the firm depends on stwteholder's stake, power,
legitimacy and urgencyFreeman, 1984). Thus, all the stakeholders thidys
has recognized have divided mainly into two segmesttnain stakeholders of
the BSP and “minor stakeholders of the BSMcumbent, successor and family
who has the ownership of the FOB recognized raaifi stakeholders of the
BSP according to Handler's (1989a) classification.™Nfamily managers and
non-family owners are recognized as “minor stakeéis of the BSP.” Later,
the research identified each stakeholder relevdiuteintial factors to the BSP as
independent variables.
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Table 3.1: Stakeholders and stakeholder related ihfential factors

Categorization | Stakeholder Influencing factors
Main Successor Level of commitment of the successor
stakeholders Level of competence of the successof
Pre-training and experience
Incumbent Incumbents interest to let go
Relationship between incumbent gnd
successor
Outside interest of the incumbent
Family Family harmony
Willingness to support successor
Family involvement for the managemgnt
Minor Non-family | Level of commitment to the busingss
stakeholders owners succession process
Non-family | Level of commitment to the busingss
managers succession process
Source: Developed by the author based on explgratady
3.1.1 Operationalization of the variables
Independent and dependent variables of the studgheown in table 3.2
Table 3.2: Variables of the study
Type of Variable
variable
Dependent 1) Initial satisfaction about the business succession
variables process (ISBSP)
2) Post succession business performances (PSP)
Independent 1) Level of commitment of the successor (SCMI)
variables 2) Level of competence of the successor (SCOM)
3) Pre-training and experience (STRA)
4) Incumbent’s interest to let go of the position (TDE
5) Relationship between incumbent and succgssor
(IREL)
6) Outside interest of the successor (IINT)
7) Family harmony (FHAR)
8) Willingness to support successor (FSUP)
9) Family involvement for management (FMGT)
10) Non-family owners’ commitment to the succesgion
process (NFO)
11) Non-family manager’s commitment to the sucaessi

process (NFMG)

52



Moderating
(control)
variables

Family member successor (FMS)

Unrelated Manager Successor (UMS)

Source: Developed by the author based on explgratady
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Figure 3.1: Conceptual framework
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As illustrated in table 3.2, this study has ideetif11 independent variables
that can influence the BSP, and two dependentiasainitial statistician with
business succession process and post successimedsuperformance of the
FOB. Moreover, there are two control variables tfog study: family member
successor and unrelated manager successor.

3.1.2 Independent variables
Successor (factors influencing the propensity ti&éaover the business)

Level of commitment of the successor

A successor’s true commitment and willingness arectinfluences on the
success of the BSP (Chrisman, Chua, and Sharm8).19@ successor refuses
to take over the new position, it automaticallypstdhe entire process. This can
happen due to them having other opportunities tiginer benefits. In addition
to this, there can be a poor relationship withitieembent or with the family, or
lack of self confidence might be another commorseeathat decreases the
commitment level of the successor. Successionmach more successful when
the candidate-successor has a strong desire taHeddmily business and finds
this a fascinating challenge. Goldberg and Woolkid(1993) define
commitment as “the successor’s willingness to taker the business” and it is
considered to be a crucial factor in the successuotession in family firms
(Chrismanet al., 1998). A strong commitment resulten offspring wants to
join the company, feel appreciated and profoundgcame, are not forced by
parents to be executives or successors, and caselhdiether or not to join the
family firm (Barach and Ganitsky, 1995). This rasbeoperationally defines the
level of commitment from the successor asceptance of the new position due
to a desire to take the position into one’s owndsirand it was measured from
three perspectives: “willingness to accept”, “mateith carrier interest” and,
“personal desire to develop the FOB.”

Level of the competence of the successor

The successor’s interest to be a successor irf isalot sufficient. They
should also be a very competent person, who caforpertheir duties at the
expected competency level because this level opetency directly affects the
current and future performance and the survivalthaf business in today’s
competitive, dynamic, drastically changing envir@min(Barach and Gantisky,
1995). According to Dun and Bradstreet (1972), 4%#cent of all businesses
fail due to the inappropriate appointing of sucoessSome appointed managers
are not competent enough to hold management pasjtibey may not be ready
to be in the strategic decision table. Usually tttemselves refuse to accept the
position after identifying their incompetence. Somes, that refusal can be
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raised from the family or from the incumbent, iethlack confidence in the
successor. The central theme of the successionegsoss that the FOB
management ends in the hands of a very competemt wail-motivated
successor (Matser and Lievens, n.d.). Accordinghitosman, Chua and Sharma
(1998), the following characteristics are deemedl|vor candidate-successors:
“integrity, commitment to the family business, &giko command respect from
the personnel, decisiveness and interpersonak $klome authors identify the
characteristics of management skills as the competeof the successor.
According to past literature, one point can belgasiderstood. Each and every
researcher has explained at least one part ofoimp&tencies of the successor in
order to be a successful replacement. Yet few Qaxen attention to developing
the structure of such competence. Porvaznik antl (2008) have developed a
new way of thinking to fulfil this void in their lok, “Holistic Management,
Pillars of Competence in Managementh this research author has used two
criterions in the framework to test levels of comepee of the successors:
“professional ability”, and “practical skills”. Uma this background,
competence of the successor defined @dcity to discharge the position
successfully” (Porvaznik and Coll, 2008)

Pre-training and experience

The training the successor receives, either inligroa externally, might have
positive influences on a successful BSP. Ward (L9&igcovers that the
successor's development for the leadership rolenés of the most important
factors for survival after BSP. Internal businassning brings early exposure to
the organization, opportunities to become famigh the internal settings and
opportunities to work with the existing managerd amrkforce, and to develop
capabilities need by the firm (Ward, 1987). Simodéteusly, if they have
external experience, this will help successors waitk self-confidence (Dyer,
1986). Not only training, but pre-development plagnis also needed at this
point. This study defines the level of pre-trainiagd experience as thé@dw
much respect the successor gains from the subdetirdue to knowledge and
familiarity with their position within a short pexd of timé Here, in this study,
was measured this factor from four perspectivesaingd academic
gualifications”; “improved practical skills”; “int@al experience”, and “external
experience.”

The incumbent (factors influencing the propensity the incumbent to step
aside)

To measure the level of influence coming from th@mbent on a successful
BSP, three factors were measured: the “incumbamntesest step aside from the

55



position, the relationship between the incumbert @@ successor and outside
interests of the successor.”

The incumbent’s interest to let go

Through reviewing past literature, Sharma et ab0(3; Davis (1982) and
Handler (1989a) all disclosed that the “businessens inability of letting go is
the most cited obstacle to effective successidritid incumbent is not happy to
step aside, that badly affects the entire BSP (Dsftckl., 2002; Sharma et al.,
2003a; Dascher and Jens, 1999; and Sharma e0@l).2According to Sharma
(2001) “incumbent’'s tendency to go out highly deggenon the initial
satisfaction with the business succession prot¢kedevel of relationship with
the successor, and his confidence about his fyitwgection.” If he does not
have much propensity to step aside, it appearb@gyh they are against the
successor's freedom to make decisions and stratégiglementations.
Therefore, “leave him go to attend to his interestth be identified as one
influential factor of a successful BSP. This stad§ines incumbent’s interest to
let go as the incumbent’s confidence level on how the FOBswuiilvive without
his personal involvement, and their willingnes$asake the benefits generated
by leaving the management positionThis study measured the incumbent’s
interest to let go from their position through faondicators: “preserving their
controlling power in his hand during the succesgorcess”; “the incumbent’s
attitude towards company potentials to run withmstpresence”; “their degree
of interest on the image they received from the mamy”, and “the level of
interference to the business decisions after BSP.”

The relationship between the incumbent and successo

The level of the relationship built up between s&ssor and incumbent is
another factor that affects the BSP. Family menshiecessors might have better
opportunities to build up close relationships wather family members than
non-relative successors. If they have a good osiahip it might have a good
influence on the overall succession process. lithembent has a greater share
of ownership of the company after the transitiontted leadership to another
(family member or non-family manager), there isr@af) possibility to supervise
the new successor very closely. That creates ecipahagent relationship
between the incumbent and the successor. This stafiyes the relationship
between incumbent and successof@anfidence in the successor’'s capability
to guide the FOB into a profitable future.This study measured the relationship
between the incumbent and successor by studying itvdcators: “the
incumbent’s willingness to share confidential imi@ation”; and “the recognition
given by the incumbent to the successor.”
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Outside interests of the incumbent

According to Sharma (2001), “the urgency of theumbent to begin
succession will partially depend upon whether hehar has interests outside the
business.” Therefore, if he or she has an intarestepping aside, authorized
personnel should consider this a matter of faosibn and let him or her leave
the position without letting him or her interrugtet BSP. This study defines
outside interest of the incumbents #w“level of benefits given to the incumbent
after he steps-down from management and the outsdwities that the
incumbent is involved with at the time successaked placé. Therefore, in
this study, was measured this factor from two pegBpes: “amount of outside
activities” and “reorganization gained through ailgsactivities”

Family (factors influencing acceptance of the newle)

The family can be identified as the next influehstakeholder group of the
BSP (Chrisman et al., 1998; and Sharma and Rad®)20@l if they act against
the BSP, it will block the entire process of thePB@®e Massis et al., 2008;
Lansberg, 1983).

Family harmony

The factors carrying a high level of influence dre tBSP include family
members’ commitments to the business (Dyck et28102); their trust in the
successor’s capabilities (Dyck et al., 2002; Shart887; Sharma et al., 2001);
and their mutual agreement to accept the new sswoceand continue the
business (Sharma et al., 2003a). Churchill andedafi987); Dyer (1986);
Handler (1990) all identified the combination okdle qualities as increasing
family harmony, and this generates a shared vigipavery participant (Sharma
et al.,, 2001). This study defines family harmony ‘éhe level of trust,
commitment to business and mutual agreement amanglyf members
Therefore, this study was measured “family harmatfiydbugh three indicators:
“trust, commitment to the business”, and “mutuakagnent.”

Willingness to support the successor

According to Tagiuri and Davis (1992), “an overlagpand interdependent
relationship can be seen between the FOB, the @wsfethe business, and the
family that controls the business.” If family membeare not committed to the
succession, it blocks the opportunity to demonstthe requisite management
abilities of the successor (De Massis et al., 2008)reover, most frequently,
family members are more willing to offer higher piass to their relatives than
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to outsiders. In addition, they should be very wglto share their knowledge
and portfolio of professional capabilities with atles. However, in some
instances, family members that hold important ralesthe company may
threaten to leave the company because of dissatmiawith the selection.
Under this background, this study defines familymber’s willingness to the
successor ashbw much family members conform to the selectiorthef

successdr and the study was measured it through two indisat“sharing

knowledge freely among members”, and “continuing family role of doing

business without any disconnection.”

Family involvement in management

Generally, the director of the board of any typecompany is consisted the
owners of the entity. It is not dissimilar with F&Band based on the level of
ownership, family members take positions on therdbaat directors. If the
business is totally owned by one company, on mosasions, the entire board
Is represented solely by family members. If a higdrcentage of family
members are in executive positions, they have ¢iveep of decision making. In
other words, without interference, they can dediue future direction of the
company. This study defines family involvement irmmagement asfdmily
member’s active contribution toward decision makind@herefore this study
was measured this through two indicators: “expgdluation vs. criticism of
successor’s decisions”, and “the supportive rolbeshg members of the board”.

Non-family owners’ commitment to business successio

Especially in medium-sized FOBs, there are oppdramto sell company
shares to non-family members due to various reasom as: the urgent
requirement of raising funds, to successfully de#h the growth stage of
business life, and to get non family, external klealge. In some cases, non-
family owners have invested in the FOB when considethe level of
competence of the incumbent. Therefore, it is ingmrthat the successor has
an eye for ambition and aspiration of non-familynans who are active in the
family business. Sometimes there is a chance useethe new successor by
non-family owners, if they think that the new appgment is a threat to them as
well as to their investment. This study defines-family owner’'s commitment
to the business succession as “how confident noyfaowner’s are in the
capacity of the selected successor, and the lietitthey will lead the FOB into
a successful future.” and study measures this fati@ugh three indicators:
objections to the appointment of the successorprisffto withdraw the
ownership, and encouragement given for the suafdsssiness succession.

58



Non-family manager’'s commitment to business suceess

Bruce and Picard (2006) stated various conflicet tmay happen among
successor and non-family managers during the ssiccesprocess and
elaborated the damage that can occur. Senior memage an essential part of
the family business governance structure and ttwmmitment directly affects
the company performance. The senior managers arearge of implementing
the strategic direction decided upon by the succegstually, the majority of
senior managers has been part of the business iimthe incumbent for many
years. Now the incumbent will give their positiom the next generation or
unrelated manager successor, whether they are dyfamember or not.
Sometimes other managers will not be pleased tepadbe new appointment
and then non-family owners can be identified assttamts to the BSP. On the
other hand, if they are pleased with the new apgpent, they will perform in
helpful ways. This study defines non-family man&yerommitment to the
business succession d®W confident non-family managers are in the capaci
of the selected successor, and the likelihood thidlylead the FOB into a
successful future.”and this study was measured this factor througb tw
indicators: acceptance of the appointment and ¢wel lof support given to
execute various decisions.

3.1.2 Dependent variables

This study includes both subjective and objectiveasures to evaluate FOB
performancelt was measured subjectively by the initial sat&tan with the
business succession process, and it has measurethebs performance
objectively and subjectively

Initial satisfaction with the business successioropess

Cabrera-suarez et al. (2001) and Dyer (1986) stegesing the satisfaction
of the incumbent, the successor and other familynbezs with BSP as an
indication of the perceived success of the BSPri8aat al. (2003a) employed
this performance indicator for their research oretjictors of satisfaction with
the succession process in family firms.” Sharmale{2001) collected data to
measure satisfaction from incumbents and succedsarrso data was collected
from family members due to the limitation of thesearch framework. Their
sample framework was FOBs that expected succesgtbm the ensuing five
years, and also those for which the event had cegwrithin the preceding five
years. Under this research framework however, shusly has collected data
from FOBs who had their BSP within the period fr@600 to 2007. Therefore,
it has failed to collect data from incumbents ameirt family members.
Therefore, this study has come to the decision ¢éasure initial satisfaction
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with the business succession process of the susasivarious business units.
This study defines initial satisfaction with thesmess succession process as
“perceived satisfaction of succession before pastession FOB performance
Is accurately known.”

Post succession business performance

This study used business performance as the sedependent variable.
Business performance has several related termsasitlusiness development,
and business improvement. Riding (2005) illustrdked business performance
can be divided into four categories: financial parfance, customer base
performance, employee base performance and envinotainbase performance.
Jarvis, Kitching, Curran and Lightfoot (1996) havevealed in their
organizational theories and accounting literatthrat profit maximization is the
central goal of firms. In that way, some studiesehancluded both objective
measures, which are obtained from organizationabrds (Seashore and
Yuchtman, 1967) and subjective measures, whiclparmeptions collected from
organizational members and stakeholders (Cam (7).

In order to be objective, this study consideredriitial performance the same
as business performance. Furthermore, Zahra (188{phasises that growth
measures for performance may be more accurate\aldlde than accounting
measures of financial performance. Rosemond (oitBd(in Etzioni, 1964) has
reported that performance should be viewed iniogldb one or more goals in
an organization, and has suggested percentage®dsune performances for
businesses. In this context, this author agrees lthsiness performance is a
valid indicator for assessing the effectivenes88P (Morris et al., 1997; and
Goldberg, 1996). Henc#his has been used to compare pre and post suooessi
performances of FOBs.

In various literature, relatively few papers endmavto address this issue
empirically, but most attempts focus on the congmari between family and
non-family businesses (Daily and Dollinger, 1992cdsed in Wang., Watkins,
Harris, Spicer, 2004) instead of the different neodesuccesses. Academics and
researchers argue that business performance isltadimensional construct
(Fitzgerald and Moon, 1996 as cited in Wang et28lQ4). There are two highly
recognise business performance modes for the dwaleanamed: the European
Foundation Quality Management model and the Amarigklcolm Baldrige
National Quality Award model. These provide a costensive framework that
assesses companies directly and compares thenothéls. However, these two
models are only highly appropriate for large-sioenpanies and not medium
and small sized organizations (Wang et al., 2004).
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Financial outcomes enable managers and businessrown make decisions
and plan business development (Jenkins, 1995 eg itWang et al., 2004).
Financial outcomes are broadly utilized in the SMEd entrepreneurship
literature (Morris et al., 1997). However, therebr®ad agreement that no one
single financial indicator can accurately and caghgnsively capture business
performance, particularly in the scope of smalm8r (Daily and Dollinger,
1992). Taking this into consideration, it is prefgle to devise a multiple
measure of financial performance and interpret tbsults based on one
indicator in conjunction with other indicatorslhis study used business
performance as a second dependent variable.

There are a number of performance evaluation tegklable for profit-
oriented organizations. Most of these techniquescty relate to the financial
performance of the organization. “Profitability” carimanagement efficiency”
are the indicators commonly used. Return on EQ{RQE), Return on Sales
(ROS), Return on Assets (ROA) and Earnings per &Hl{EPS) are some
common examples of profitability indicators. Afteonsidering the research
population, this study expected to useerage Returns on Assets (ROA) and
Average Returns on Sales (ROS).

In order to be subjective, further, this study c¢desed to use a scale to
measure successor’s perception about businesgmarfoe. For that, this study
used scale namedh®e perceived success of the succession prodeseloped
by Venter, Boshoff, and Maas in 2005.

3.1.3 Moderating (Control) variables
Moderating (Control) 1: family member successors

This research defined family member successdinasviduals who have a
relationship with the incumbent and family by blawdby law.” In general, the
transition will come from generation to generatibnt sometimes, due to the
unavailability of blood relations; there is consmen given to whether the
business should be handed over to more distardllydgnding relations. Thus,
this study considers both types of successorsnaiyfanember successors.

Moderating (Control) 2: Unrelated manager successo

Professionalization refers to the adoption of wuateel managers to fill
management positions, especially the CEO’s posiftimang and Ma, 2009).
The adoption of unrelated managers signifies tiparsgion of ownership and
control, or at least it dilutes the family controlthe actual management of the
business. Under these circumstances, the unratededger successor is defined
in this research asah individual who takes full charge of the day-to/d
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operations while retreating to the board of direstdo assume advisory and
supervising dutied

3.2 Hypothesis of the Study

Objective I. To compare family member successors with unrelatedager
successors based on the successors’ initial sat@iawith the business
succession process and also post succession mipergrmance.

3.2.1 Hypothesis 1: Successor and post successien@mances

Under hypothesis 1, this research evaluated thespesession performance of
alternative succession modes. To reach this praospes study compared
alternative succession modes with their post ssomeperformance from two
different perspectives: initial satisfaction anteefiveness.

(1) Initial satisfaction with the business successimtess

Alternative hypothesis (Hg): Initial satisfaction with the business succession

process is significantly different with family meamisuccessorsuggys ) to
unrelated manager successongfus)

Hy:spms # Usums

(1)Business performance after BSP

Alternative hypothesis (iHp): Post succession business performance of the two

succession modes is significantly different. Penfamce of the family business
successordzysgp ) IS significantly different to the performancetioé unrelated

manager fymspp)-

Hy: upyspp # Uumsep

Objective II: To evaluate the level of influence from each dtakger relevant
factors to the business succession process, andi@lsvaluate this on each
succession mode individually.

3.2.2 Hypothesis 2: Influence coming from successoelated factors to
business succession

Alternative hypothesis (plg1): Level of commitment of the successor

significantly correlates with the level of initiglatisfaction with the business
succession process (SCMI2SSP).

H; a1: Psemizssp # 0
Where:
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SCMI2SSP = Influence coming from the successoommitment on the
level of initial satisfaction with the business session process.

Alternative hypothesis (plg2: The level of commitment of the successor
significantly correlates with post succession bassperformances (SCMI2BP).

H; a2: OPscmizep #
Where:

SCMI2BP = Influence coming from successor’'s commeitt to the business
performance.

Alternative hypothesis (plp7): The level of competence of the successor

significantly correlates with the level of initishtisfaction with the business
succession process

H; p1: Pscomozssp # 0
Where:

SCOM2SSP = Influence coming from the successaimpetence to the
level of initial satisfaction business successiorcpss

Alternative hypothesis (plp9): The level of competence of the successor

significantly correlates with the post successionsibess performances
(SCOM2BP).

H; b2 Pscomzpp # 0
Where:
SCOM2BP = Influence coming from the competencthefsuccessors which
affects post succession business performance

Alternative hypothesis (plc7): Pre-succession training and experience of the

successor significantly correlates with the initgdtisfaction with the business
succession process.

Hj c1: Pstrazssp # 0
Where:

STRA2SSP = Pre-succession training and experiaficencing the level of
initial satisfaction business succession process.

Alternative hypothesis (plc9): Pre-succession training and experience of the
successor significantly correlates with post susimesbusiness performance
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H; c2: Pstra2Bp # 0
Where:

STRA2BP = Pre-succession training and experientfuencing post
succession business performance.

3.2.3 Hypothesis 3: Incumbent related factors inflancing business
succession

Alternative hypothesis (§157): The incumbent’s interest to let go significantly
correlates with the initial satisfaction with sussén process.

Hj a1: Piigr2ssp # 0
Where:
ILET2SSP = The incumbent’s interest to let gouefice to the level of
initial satisfaction business succession process.

Alternative hypothesis (§lg2: The incumbent’s interest to let go significantly
correlates with post succession business performanc

Hj 45 Pirgropp # 0
Where:

ILET2BP = The incumbent’s interest to let go imfhice post succession
business performance.

Alternative hypothesis (§lp7): The relationship between the incumbent and the

successor significantly correlate with initial ssfaction with the business
succession process.

H3yq: Prer2ssp # 0
Where:

IREL2SSP = The incumbent’s interest to let gouefice to the level of
initial satisfaction business succession process.

Alternative hypothesis (8lp2): The relationship between the incumbent and
successor significantly correlate with post sucimesbusiness performance

H3po: Prprogp # 0
Where:

IREL2BP = The relationship between the incumbend #he successor
influences post succession business performance.
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Alternative hypothesis (§l¢1): Outside interests of the incumbent significantly
correlates with initial satisfaction with the busss succession process.

Hj c1: Pyntassp # 0

Where:
[INT2SSP = Outside interests of the incumbentuifice to the level of
initial satisfaction with the business successimtess.

Alternative hypothesis (8l¢2): Outside interests of the incumbent significantly
correlate with the post succession business pedoo.

H3 o Pint2p # 0
Where:
[INT2BP = Outside interests of the incumbent ieflce to the post
succession business performance.
3.2.4 Hypothesis 4. Family related factors influene business succession

Alternative hypothesis (§157): Family harmony significantly correlates with
the initial satisfaction with the business sucaasgrocess

Hya1: Praar2ssp # 0
Where:
FHAR2SSP = Family harmony influences to the l@fehitial satisfaction
business succession process

Alternative hypothesis (fl39: Family harmony significantly correlates with
post succession business performance.

Hypo: Pryarzep # 0
Where:

FHAR2BP = Family harmony influences to the postcassion business
performance.

Alternative hypothesis (llp1): Family member’'s willingness to support

successors significantly correlate with the initggtisfaction with the business
succession process.

Hyp1: Prsypassp # 0
Where:
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FSUP2SSP = Family members’ willingness to suppie successor
influences to the level initial satisfaction withetbusiness succession process.

Alternative hypothesis (Hp2: Family members’ willingness to support the
successor significantly correlates with post sustasbusiness performance.

Hypo: Pesypapp # 0
Where:
FSUP2BP = Family members’ willingness to suppdne tsuccessor
influences to the post succession business peafucen

Alternative hypothesis (f1¢1): Family involvement in management significantly
correlates with the initial satisfaction with thediness succession process.

Hyc1: Pemgrassp # 0
Where:
FMGT2SSP = Family involvement in management inflees to the level of
initial satisfaction with the business successimtess.

Alternative hypothesis (§c2: Family involvement in management significantly
correlates with the post succession business pegnce.

Hy o Pemgraee # 0
Where:
FMGT2BP = Family involvement in management infloes to the post
succession business performance.

3.2.5 Hypothesis 5: Non-family owner’'s commitment @ business
succession

Alternative hypothesis (1 5: Non-family owners’ commitment significantly
correlates with the initial satisfaction with thediness succession process.

Hs 5: Pypozssp # 0
Where:

NFO2SSP = Non-family owners’ commitment influendesthe level of
initial satisfaction with the business successim@tess.

Alternative hypothesis (5l p: Non-family owners’ commitment significantly
correlates with the post succession business pedoce of the FOB.
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Hysp: Pypozee # 0
Where:

NFO2BP = Non-family owners’ commitment influencds the post
succession business performance.

3.2.6 Hypothesis 6: Non-family manager's commitmentto business
succession

Alternative hypothesis (gl 9: Non-family manager’'s commitment significantly
correlates with the post succession business pegoce of the FOB.

Hyc1: Pypmgzsse # 0
Where:

NFMG2SSP = Non-family manager’'s commitment inflcieg the level of
initial satisfaction with the business successimtess.

Alternative hypothesis (§lpp): Non-family manager’'s commitment influencing
post succession business performance of FOBs

Hgp: Pypmgzep # 0
Where:

NFMG2BP = Non-family manager's commitment influemg post
succession business performance.

Summary of the chapter

Under this chapter, author expected to describe tiosvstudy has made
logical connections between the studies to devalopnceptual framework and
hypothesis for the second part of the researcls 3tdy has identified eleven
independent variables under five stakeholder grogpscessor, incumbent,
family, non-family owners and non-family managevptdependent variables:
initial satisfaction about business succession gg®cand post succession
financial performance. In addition to that studgntfied two successor modes;
family member successor and unrelated manager samcas control variables
of the study. The study expected to test six nundbdrypothesis. Under the
first hypothesis, it was expected to compare twecsssion modes to identify
the most suitable one and from hypothesis numbes @as expected to test the
level of influence come from each stakeholder eeldactors.
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CHAPTER FOUR - SAMPLE DESIGN AND DATA
COLLECTION DESIGN

Chapter 3 explains how this research has designeonaeptual framework and
developed hypothesis. In the first phase of thigptdr, it elaborates on a
sample design and a data collection design thakduired to test the above-
mentioned hypothesis. Under the sample selectios, dtudy explains the
population of the study, the sample, the samplecieh method, and the
response from expected population in the studythénsecond phase of this
chapter, it explains the data collection designesfions and instruments, data
collection methods, data analysis, and also relipband validity of collecting
data.

4.1 Sample design
4.1.1 Population of the study

According to Dyck et al. (2002); Handler (1989a)da/ancil (1987) (cited in
Sharma et al., 2003a), “rich qualitative studiesdiated on succession have all
observed that the process is lengthy, and it mkg 1520 years.” Therefore,
identifying the exact time period of the BSP iseayhard task (Sharma et al.,
2003a). To overcome this however, Sharma et aD32Dsuggesselecting a
sample from a period when involved parties cangmly remember incidents of
the BSP

Therefore, this study screened the populationF@Bs that have done their
BSP within the period from 2000 to 2007The study cannot include FOBs
which have done their BSP after 2007 because tygaes of post succession
business performance is required to identify andluate the most suitable
succession mode for FOB succession (objective ajleUthese circumstances,
the first screening criterion assumes that the #&8 completed within the time
period 2000 to 2007, and secondly it assumes tleaharies of the BSP are
relatively fresh in the minds of the successors tad their responses will be
accurate. After considering the above-mentionediagdns, the research
populations are shown below.

“Family owned business has done their businessession process within
the period of 2000-2007 with family member sucaessainrelated manager
in Sri Lanka.”

Due to a national database for screening being ailaée, SME database
was used because according to the literature, djerity of SMEs are FOBs
(Commission, 2006).
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4.1.2 Sri Lanka

Sri Lanka is an island in the Indian Ocean locatethe south of the Indian
subcontinent. The total land area is 65,610 sckiaterhe official languages are
Sinhala and Tamil.

The population of Sri Lanka is 20.6 million (Ther@al Bank of Sri Lanka
Annual Report, 2010) of whom the majority is Sirdsa (73.8%). Other ethnic
groups are composed of Sri Lankan Tamils (12.6%djah Tamils (4.6%),
Moors (7.2%), and also Malays, Burghers and otli@8%). Sri Lanka is a
multi-religious nation, but the majority is Buddhi$69.3%). Other main
religious groups are Hindu (15.5%), Muslim (7.6%y &hristian (7.5%). In Sri
Lanka, the average life expectancy is 74 yearsthaditeracy rate is 88.6%.
The literacy rate is one of the highest in the Asiagion. In Sri Lanka, the
annual population growth rate is 1% and the lalpauticipation rate is 49% of
the total population, and unemployment is at 4.9Phe labour force is
employed in these sectors: public, private, selpleyed and other,
respectively: 14%, 41%, 31% and 13%.

GDP growth in Sri Lanka was 7.9% in 2009 (CentrainB of Sri Lanka
Annual Report, 2010) and the highest contributothi® GDP is the services
sector (59.3%). The agriculture and industry sectmmtributions are
respectively 11.9% and 28.7%. The most dynamic @wmon sectors are
wholesale and retail sales (23%); manufacturing %{t7 transport and
communication (14%); agriculture, livestock andefiry (11%); and banking,
insurance and real state (9%). In 2010, Sri Lankaports were greatly
composed of textiles and garments (42%), otherstmdl products (29 %), and
tea (16 %). In addition, it exports spices; diangremeralds, coconut products,
rubber products and fish. Sri Lanka is mainly ancagfural country and the
main crop is rice. Tea, rubber and coconut are iatportant agricultural crops
which, before 1980, were the main export commodiiya is still one of the
major exports from Sri Lanka. There are a numbeotbér main crops: cocoa
and spices such as cinnamon, cardamom, nutmegepapg cloves.

Sri Lanka has free education for all forms of edioca from primary school
to higher studies. Free schooling is given withoomsidering such factors as
social class or nationality. The structure of Sainkan school education can be
divided into four groups: primary; junior secondacgllegiate: and also tertiary.
Total studying time is about 12 or 13 years. Acauydo law, it is compulsory
to go to school until age 14. The school educatiouncture is shown in the table.
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Table 4.1: School education structure in Sri Lanka

Level Grade and Final Target
number of years
Primary 1-5 (5 years) Scholarship exam
Junior Secondary6-9 (4 years) Compulsory until grade 9
Collegiate 10-11 (2 years) General Certificate of Education
(Ordinary Level)
Tertiary 12-13 (2 years) General Certificate of Education
(Advanced Level)

Source: Data Management Branch, Ministry of Edocati

After successful completion of the G.C.E. advanlesél exam, students can
move into higher education. In Sri Lanka, schoasduict their curriculum in
either the Sinhala or Tamil medium due to the gveaiety of ethnic groups in
Sri Lanka. However, some schools have startedrdwa classes in the English
medium, especially from Junior Secondary level.r€ree approximately 9,675
government schools and about 200 private and iatiermal schools. The total
number of school students is approximately fourlioml The ratio between
students and teachers is 18: 1.

Sri Lankan higher education spreads to all fieldshsas trained, academics,
professionals and specialists to fulfil requirersenf the nation. However,
selection to university has become very competitiMeere are 15 universities
and seven postgraduate intuitions under the ndtioneersity umbrella. In
addition to the national universities, a numbermaffessional institutions are
enrolled in the fields of law, accountancy, mankgfi engineering, and
information technology.

Under the constitution of the Democratic SocialRspublic of Sri Lanka,
Sinhala and Tamil are the official languages andligh is recognized as a link
language. English is a compulsory subject from grae to ten and is studied
at least 5 hours per week. However 95% of studeatge from school without
being able to speak even a few words in Englishin@elo, 2011). Most of
undergraduate programs have shifted to English;elvewy most are not able to
speak English fluently (Fernando, 2011). Englishpapular and commonly
spoken among urban areas, especially among theteduclasses. Today, it has
become a link language for communication betwedéerént linguistic groups
and is the business langua@éthout fluency in English, it is very difficult to
acquire a job in the private sector.
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4.1.3 Small and medium enterprises in Sri Lanka

In Sri Lanka, SME businesses are found in differeattors such as:
agriculture, mining, fishing, industry/manufactigjrconstruction, the wholesale
and retail industry, and services in rural, urbad eeal estate which serve local
and international markets (Dasanayaka, 2008). Aliegrto Cabraal (2007),
there is no official estimation about the numbemadium-size SMEs. Further,
he calculated the number of medium-sized SMEs baseénterprises filing
their income tax returns. According to this couhg number of medium-sized
SMEs is approximately 10,000 in Sri Lanka, and espnts 15% of all
enterprises. SMEs account for approximately 97%llondustries in Sri Lanka
(Cooray and De Silva, 2007.). SMEs are a vital@ect any capitalist economy
whether it is developed or still developing. SMEssypan essential role in the Sri
Lankan economy as the main GDP contributor and @ynpént provider. Their
main market is domestic but there is a notablewgng trend for SMEs to
export their products.

4.1.4 Sri Lankan families

The most important socio — cultural institutions & Lanka are families,
caste, educational classes and religion (NanayakkBE999). In Sri Lankan
families, husband and wife live with their unmadriehildren in the same house
until the children marry. Sometimes, young mareddren also live with their
parents until they find suitable separate accomtnmaaor they remain with
their parents at the request from the family. Véitich a background it is called
Mahagedara(or “big house”), whether the size of the houssn®ll or large.
The husband of the family is the most powerful perand he is the decision
maker. However, if his parents live with them, than should take his parents’
voice into account to some extent. The head nfath®r can influence the day-
to-day decision-making because on every occasienultimate authority is in
the hands of the eldest male of the family. On nmusiasions, the eldest man
will not get involved in family matters because ythgive their attention to
religious activities but despite this they stillvieathe ultimate decision making
authority. If father is not available in the piatuhis position can be taken by the
eldest son.

Sri Lankans put their attention on attaining pesd@elf-esteem and respect
from the family. They do not have individual plaasreach personal goals, but
rather they have group targets (Budhadasa, 199%reTis a strong belief in
collectivism due to social trends to live in anemded family, who also highly
believe collectivism. This has come from the religi and social background of
the society, and children are taught to be sociaityous. After growing up, Sri
Lankans are highly concerned about others who @oe gnd needy. They have
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a high level of kingship bonds. With that backgrdumdividuals are prepared
to share and support other family members, relatarsd friends. This shows a
“very strong socialization towards shared normghiaving their expectations”

(Gamage, Cameron, and Woods, 2003). Due to thid charing pattern and

value transmission pattern, children are highly estelent on their family

throughout their life (Nanayakkara, 1999).

The Sri Lankan family value system develops sodmimacy among
individuals, and this pattern of behaviour can keens with successful
entrepreneurs also. They use this phenomenon @l gsottmacy as a mode of
motivation as well as a measure of business suc&essankan families are
generally keen to share their wealth among theidie@n and give their fixed
properties including land and house to their somss{ parents give their house
to the youngest son of the family) and their casth jgwellery to the daughters
as dowry.

4.1.5 Cultural differences between FOBs in Sri Lan& and FOBs in the
European Union

This study does not analyze the FOBs in the CzesguBlic and Europe, but
does evaluate the background of Sri Lanka FOBsh Wits aim, this study
applies the findings of Gupta (2009) to recogniast jcultural dissimilarities
between Anglo Europe FOBs and Sri Lanka FOBs. Thdéerences are shown
in Table 6.3.

Table 4.2: Dissimilarities between European and SriLankan Family
owned businesses

Anglo Europe Sri Lanka
+ The boundary between business Family resources are separated
and family is very distinct. There isfrom the FOB. But if one family
no obligation to give financial member of the FOB faces problems,
assistance to one party from anothahere is an obligation to helhigher
when problems occuthere is less level of obligation to help each other
mutual obligation)
« Business reputation is venys Business reputation influences the
important. [ess ties between familyfamily. (higher level of reputation)
and business reputatipn

+ Clearly divided ownership + Undivided ownership

« Empowers professional« Recruit professional managers
managers take business decisiorwwever, family members make the
based on their expertise main decisions.

- There are barriers to overcome There are some barriers to achigve
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and a promotion ladder to climb ¢
except proving competence, and
commit to the values set by th
owner-family

and loyalty to the family open the path

to promotion.

« Ownership is very structure
which gives opportunities fo
family members to leave th
business easily.

« There is not much busines
commitment and family member
are as concerned as other investo

de Due to joint ownership of busines

sscommitment

racrimony with each other.

there is an opportunity to leave tt
company.
« There higher levels ¢
but generally famil)
smembers leave the FOB due to lots
Thi
develops big rifts between membe

and the family.

are

« Business is accountable to fami
and non-family members

Iy Business is accountable to t
owner-family

+ Family members have contrg
based on their educational specia
(governance)

ol Family members have control (
Itthe business based on joint ownershi

 Inter-generational succession
very competitive.

« There is not much commitmen
Future careers are decided based
individual choice.

i3 Inter-generational succession
very much a cooperative ever
t.Traditionally, the successor is th
@hdest son.
+ There is no gender equality :
priority is given to male members.
« Requires a higher level
commitment to join the business

C

f

<

S

f

pftop management positions. Higher
ttevels of commitment
1etrustworthiness, close relationships

S,
ne

of

ne

1S

It
e

Source: GUPTA 'V, Anglo vs. Asian family busineasultural comparison and
analysis, [online], 2009, [quot. 28nuary 2012) Available on World Wide Web:
http://findarticles.com/p/articles/mi_6777is_2 3f32095014and survey data,

2011

4.1.6 Sample and sample selection

method

Different organizations, authors and other inte@sparties use diverse
definitions based on purpose and therefore a usallgr accepted definition
cannot be decided. By considering the researchefnark, this study used the
definition given by Neubauer and Lank (1998), @ite Mustakallio, 2002) to
identify the research population. According to theamFOB is“any form of
business association where the voting control ihéhands of a given family."
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The definition of an SME has changed from countrycbuntry and even
within countries. Different regions and differemisiitutions adopt varying
definitions for SMEs and some definitions includee tworkforce of the
organization, the capital investment, turnover,nature of the business. Sri
Lanka does not have a nationally accepted defmita SMEs and different
institutions adopt different definitions according the purpose of various
studies. However, the most widely accepted criteniadefining SMEs are that
they have a number of employees, fixed investnand,have a certain nature of
business (Cooary, 2003). In Sri Lanka, The Nati@®telopment Bank (NDB),
the Export Development Board (EDB), and the Indak®evelopment Board
(IDB) all use the financial value of fixed assesstlae criterion to define SMEs.
The Department of Census and Statistics (DCS), Shall and Medium
Enterprise Development (SMED), and the Federatidn Ghhambers of
Commerce and Industry (FDCCI) use the number ofleyeps as the criterion
(Kapurubandara and Lawson, 2006). The World Bariiknee enterprise size in
Sri Lanka based on the number of employees: thosle fewer than 49
employees are small; those with 50 to 99 employesmedium-sized; and
those with more than 100 employees are large. Alaogrto Dissanayake
(2009):

“... most of these definitions are made accordingtganizational needs
and purpose of interests about SMEs. Financialitinsbns, public sector
authorities, non-governmental organizations (NGOsade and industry
chambers, international organizations, researché@®8JEs service providers
and consultancy firms have their own definitionsdxh on their own criteria
selection”

Table 4.3: Most accepted definitions of SMESs in $t.anka

Institution Criterion Medium Scale
Sri Lanka Standards No. of Employees | Between 50 - 249
Institution (SLSI)
Industrial Development Value of Machinery Between SLRs. 4 Million
Board (IDB) to 10 Million
Ministry of Industry, Value of fixed Up to SLRs. 16 Million
Tourism and Investment assets other than
Promotion land and buildings
Federation of Chambers of | Capital employed Between SLRs.2 Million
Commerce and Industry of to 20 Million
Sri Lanka
Ministry of Small and Rural | Total Investment Between SLRs. Million
Industries 20 to 50 Million
Ceylon National Chamber of i) Value of assets BetwBLRs. 4 Million
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Industries other than building$o SLRs. 20 Million

and lands.
i) No. of Between 10 -50
employees
Sri Lanka Export 1) Capital More than SLRs. 40
Development Board (EDB) | investment Million
excluding lands and
building
i) Annual export | More than SLRs. 100
turnover Million

World Bank (for Sri Lankan | No. of employees Between 50-99
country studies and loan

programs)
Dept. of Census and No. of Employees | More than 25 (Year
Statistics 2000) More than 10
(Year 2003/04)
Task Force for SMEs Asset Value Not exceeding more than
Development in Sri Lanka | excluding land and| SLRs. 50 Million
(2002) buildings value
Sri Lankan Apparel Industry, i) Export value SLRs. 101 Million to 250
Task force on five year i) No. of Million
strategy (2002) Employees 1-100
The Dept. of Small Industrigd) Capital Between SLRs. 25 -5
investment million
i) No. of Between 50-100

Employees
White Paper on the National No of employees Between 30-149
Strategy for Small and
Medium Enterprise Sector
Development in Sri Lanka
(2002)

Project SMED (Small and | No of employees 20 - 99 persons
Medium Enterprise
Developers of Sri Lanka)
National Development Bank i) Fixed Assets | 20 million or less,
excluding land and
building

Source: Adapted from Dissanayake, 2008pray, 2003; Cooray and De Silva,
2007, and Sumanasena, n.d.

However those definitions are based on mainly timdeators as number of
employees, capital employed/total assets and tem@&ome difficulties can be

75



identified with these definitions, when author applthe criterion of capital

employed / total assets, and turnover. This may e@hfuse figures due to

inflation and technological improvement. Despitéstimost researchers and
relevant institutions use the following criteriadiassify SMEs: the “value of the
fixed assets” (excluding land and building), and thumber of employees in

the enterprise” (Cooray, 2003). Due to the inflatfactor, the author preferred
to use only the “number of employees” for identfyiFOB units for their study.

According to Sumanasena (n.d)

“The most common categorization based on employe8s Lanka is 4 to
49 employees for small-scale enterprises, 50 to fg¥9 medium scale
enterprises and more than 149 employees for tlgelacale.”

Thus, for this study, the population is defineddahsn the following criteria:

1) The sample unit must fit into the aforementiodednition.
2) The SME has had a succession within the peld@® 20 2007.

3) A family member successor or an unrelated mansigecessor has been
appointed to the top executive senior position (CERairman).

The database managed by the National Chamber ofrféore in Sri Lanka
used to distinguish FOBs from SMEs. For selectimgn@e units, the
following procedure has been applied.

4.1.7 Sample selection procedure

To reach this sample framework, the research hpkemented the following
procedure:

1. Send the questionnaire (appendix A) to the enatalthse by post / email
and ask the sample group to complete and return dtiached
guestionnaire.

2. Request the sample group to answer section oneciaedlp designed to
recognise whether an SME is within the sample fraonk or not. Under
section 1 of the questionnaire, the successor moswver questions to
verify features of the business units that matehséimple framework:

* Ownership of the entity

* Number of employees

* Whether they have had a BSP

* The time period when the BSP was completed

* Successor mode
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3. If they have selected the answers (below), thenSME is identified as a
sample unit and asked to answer the remaindeeajtlestionnaire.

* Majority of ownership belongs to owner-family

* Employees are in between 50-149

* We have done BSP within the period 2000 - 2007

* Our successor mode is family member successor (FM)nrelated
manager successor (UMS)

Figure 4.1 shows the above mentioned sample sategotocedure.

Business No of Succession Succession Succession
type employees period mode
Non-FOB
SME Employees
Database <50-149<
FOB No BSP
Employees Betore
50-149 2000 and Other
BSP after 2007 succession
modes
2000 - 2007
FMS/ UMS
Stage 1 Stage 2 Stage 3 Stage 4 Stage 5

Figure 4.1: Sorting procedure to identify sample uns
Source: Designed by the author

Under these circumstances, the research used desnapdom sampling
method by considering constraints faced during daliaction.

4.1.8 Sample elements

Targeted respondents included FOB successors: yfarmeimber successors
and unrelated manager successors that had beemtappwithin the period
2000 to 2007 in medium-sized FOBs.
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4.2 Data collection design
4.2.1 Instrument and questions

A structured research questionnaire that has deegdldy combining with
universal accepted scales and author developeeglsscal

This questionnaire was basically divided into thseetions by considering
the following objectives:

Section 1:specially designed to verify which elements of plopulation should
be subjects of the sample (refer to 4.2 sampletaheprocedure).

Section 2:designed to collect demographic information abeOBs and the
sample element; the successor. This section alpedeollect data on pre and
post business performance (objective 1). This @edincluded the following
demographic information related to the successorDB:

Demographic information related to the successor:
1) Categorization of the successor based on te&tionship (family member

successor or unrelated manager successor)

i) If the successor is a family member succesben what is their
relationship with the incumbent?

i) If the successor is an unrelated manager ssmewhat was their
experience with the company before the succession?

iv) Gender
v) Age (when the successor was appointed)
Demographic information related to the FOBs:

1) Business type
i) Composition of the Director of the Board.

These demographic factors were mostly measured wlibsed-answers,
multiple choice and single response questions.

Section 3:

Independent variablesStakeholder related factors were measured by the
scales originally developed by the author basetherxploratory study. Further
information about above self-developed scaleslae/s in the table 4.4
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Table 4.4: Self developed scales to measure thedkewof influence come from
stakeholders

Stakeholder Number of Type of

statements measurement

Successors’ factors influencing 18 5-point Likert-type

propensity to take over managemerijt rating scale ranging

Incumbent’s factors influencing thei 10 from: 1 = strongly

propensity to step aside disagree; to 5 =

Family factors influencing acceptance 08 strongly agree

of the new role

The influence comes from non-family 05

owners and managers
Source: Author developed based on exploratory study

Dependent variabledn addition to the financial data, the study u$tshter
et al. (2005) “the perceived success of the summessrocess” scales for
collecting business performance information subjett. The original alpha
values for this scale was 0.84. Initial satisfattigith the succession process
was measured through the scale developed by Sheatnahd (2003a). This
instrument was constructed by 12 statements whiehe vequally weighted.
Every independent variable was also a construatutztbd as an equally
weighted average of the relevant indicators. Thegiral alpha values for this
scale was 0.93.

Cameron and Quinn (1999) (cited in Duh and Bela®Q02 develop an
assessment scale called the “Organizational CulAssessment Instrument
(OCAI)” in order to categorize business organizagitbased on their behaviour
used to identify the successors’ willingness totiomre under the presently
existing ethical business climate and culture. é8se of these requirements, the
original scale has been modified to match with éhesjuirements.)

The questionnaire was originally developed inEnglish language, and then
translated into Sinhala and the Tamil languagewdis distributed in two
formats: Sinhala and English format, or Tamil antylish format, to increase
the response ratio from the respondents.

4.2.2 Data collection methods

This study utilized postal and electronic mail |ywv simultaneously as the
data collation method due to the following reasons:

1) To obtain a higher level of response within a speriod of time.
2) The population was scattered over the entire cguntr
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3) There were difficulties identifying elements of thepulation

4) It gave a bigger opportunity to refuse without @sge (This research did
not address exact sample units due to the unail@yalf database who
did their BSP within the period 2000 to 2007. Thitsaddressed the
Managing Directors of SMEs in Sri Lanka and rege@sesponses if they
were suitable to fulfil the requirements of the péanframework. This
approach can be used for the sample group to refilikeut responding to
the questionnaire).

The guestionnaire was sent with a covering letber r@turn-paid envelope to
ensure it was convenient for the respondents tonguieir information. The
first reminder was sent three weeks after theahithailing and the second
reminder was sent after six weeks. In additioneed FOBs were personally
visited to some selected FOBs in order to get peleenderstanding about their
BSPs.

4.2.3 Data analysis and interpretation

This data analysis and interpretation stage catsist five steps as shown
below:

Step 1. Tests the assumptions of normality, linggri outliers,
multicollinearity and homoscedasticity

Most statistical tests rely upon certain assumpgtiand without verifying
those assumptions, the results of the test coulmibeading. Therefore, before
analyzed, the data set was tested for checkingidbeamptions using the SPSS
17.00.

Step 2: Compare business performance after sucegsand initial
satisfaction of two succession modes (objective I)
Step 2.1: Initial satisfaction about the BSP

To compare Iinitial satisfaction with the BSP, twalépendent sample t-
tests were applied.

T =(Xeus = Xuws) /(Sxems-xums) 4.1

Xgms = means of the FOBs run by family member successors

Xums = means of the FOBs run by unrelated manager ssmses
(S<eMs-xuMs — is a pooled or combined standard error, or diffee between
the means
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Step 2.2: Compare post succession business perfomcas

In most of the studies, student “t” test, and ANOWAve been utilized to
measure performance of the organizations, but #he tiend is to compare
performance through Difference-Indifferences (DDpalgsis. This can
particularly be seen with recent family businessea&ch when it compares
family successor performance with non-family susoegerformance; or family
firm with non-family firm performance (BennedseNielsen and Pe’rez-
Gonza’lez 2006; Cucculelli and Micucci, 2008). Bhsa the suggestion given
by Barber and Lyon (1996), Bennedsen et al. (2006¢, non-parametric test
statistics when analysing accounting based dataaltige problem of outliers.
By following the Bennedsen et al. (2006), this gtadso applied the Mann-
Whitney test to compare post succession performahdbese two successor
modes.

Y1 = Bo+ B1*T + Barsuces + B3 * (T * Fsuces) + e

4.2
Where
Y1 =the difference in performance around BSP
T=time dummy
Fsuces = an indicator variable equal to one ifitceming successor is
family member and zero if unrelated manager.
(T*Fsuces) = is the interaction of the time dumamg the successor dummy

Step 3: Evaluating the impact of influencing factsr(objective I, I, and
V)

The Bivariate Pearson correlation was used as thestgcal tool for
measuring hypotheses 2 to 6. Tests of significhmicthe first above-mentioned
hypotheses developed to understand the natureedattbnship either positive
(+0.1) or negative (-0.1) between independent bésmand dependent variables,
those were designed on an interval scale and meghbyrdenoting “two tailed."
The generally accepted conventional level of sigaifce, denoted by ‘sig’ or ‘p’
value is 0.5 in social science researches (Sheka@d®). In this study also the
degree of correlation was accepted if the variabésba significance of § 0.5,
which reflected 95 or more times out of 100 makeseeof relationship existing
among the variables were fallen true. Multiple éineegressions were used to
recognise relative importance of the influentiatéms and suitability of selected
models was evaluated with Cp.

The relationship between stakeholder related facémd initial satisfaction
with the business succession process
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ISBSP= &+ 3,, (SCM)) + B, (SCOM + 3, (STRA* B, (ILET) + B (IREL) +
By (IINT) + B, (FHAR + 5, (FMGT) + 89,, (FSUR + 5,4 (NFO) + 3,
(NFMG) +e

4.3

The relationship between stakeholder related facémd initial satisfaction
with the business succession process that had deeea with a family
member successor
SFMS=a+4,,(SCM) + B, (SCOM + £, (STRA+ B3, (ILET) + 4, (IREL) +
B (IINT) + B, (FHAR + £5; (FMGT) + 89, (FSUR + 54 (NFO) + 4
(NFMG +e

4.4

The relationship between stakeholder related facémd initial satisfaction
with the business succession process that had dm®n with an unrelated
manager successor

SUMS=a +,, (SCM) + B, (SCOM + B, (STRA+ B, (ILET) + B, (IREL) +

Be (IINT) + B, (FHAR + B, (FMGT) + 89, (FSUB + B, (NFO) + 3,
(NFMG) +e

4.5

The relationship between stakeholder related factnd post succession
business performances (PSP)

PSP=a+ [, (SCMI) + 3, (SCOM + S, (STRA+ 3, (ILET) + B (IREL) +

Bei (IINT) + £ (FHAR + S5 (FMGT) + 59, (FSUB + 5,4 (NFO) + B,
(NFMG) +€

4.6

Where:

ISBSP = Initial satisfaction with the business ®sston process

SFMS = Initial satisfaction with the successiongass done with a family
member successor

SUMS = Initial satisfaction with the succession qgass done with an
unrelated manager successor
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PSP = Post succession business performance
SCMI = Level of commitment of the successor
SCOM = Level of competence of the successor
STRA = Pre-training and experience

ILET= Incumbent interest let to go

IREL = Relationship between the incumbent and tleeassor
IINT = Outside interests of the incumbent

FHAR = Family harmony

FSUP = Family willingness to support successor
FMGT = Family involvement in the management
NFO = Commitment of the non-family owners
NFMG = Commitment of the non-family managers

Step 4:Compare the level of influence coming from eachlsttiolder
related factor when the succession mode changedotye 1V)

There is an opportunity to change the level olugrice coming from each
stakeholder related factor when the successor n®adanged. In this final
stage, the study compared the level of influenaaicg from each stakeholder
related factor on alternative succession modesidémtify similarities and
differences. For this purpose, this study usedoavdiest which tests whether the
coefficients in two linear regressions in differelata sets are equal (Lu, 2009).

Step 5: Evaluate successors willingness to work endrganizational
ethical climate and culture (objective VI)

Scale developed by Cameron and Quinn’s (1999)darteDuh and Belak,
2000) ‘Organizational Culture Assessment Instrument (OCAHed to evaluate
and analysis it qualitatively

4.2.4 Reliability and validity

Validity is encapsulated neatly by the word “accyfa(Huck, 2008). The
following procedures were used to minimize errard maximize the validity of
the research. To increase validity and reliabilibge author used a pilot survey
to pre-test the questionnaire. According to Cooped Schinder (2008), this
type of pre-testing reduces the risk of exhaustivegsupply of respondents and
increases the sensitivity of respondents to theqse of the study. Meanwhile,
Litwin (1995) also suggested that pilot testingaseio identify errors in forming
a study and presenting it. For the pilot surveys@fcessors were selected from
the population, and the survey instrument was wuctired questionnaire. Each
successor took about 20 to 25 minutes to completeqtiestionnaire after the
research objectives were explained. The authocttirassisted the respondents
to fill in the questionnaire by clarifying instruehs and explanations. As a
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result of the pilot survey, a number of changeseweade to improve the clarity
of the questionnaire and to improve the constradidity of the questionnaire.
This helped to increase the efficiency of the goasiaire and survey data.

Moreover, to test the internal consistency andabdity of the study, it used
Cronbach’s alpha. Cronbach's alpha is a measuretarial consistency and
examines how closely related a set of variables amea group: decrease
Cronbach’s alpha and the average inter-item cdioalais low — increase
Cronbach’s alpha and the average inter-item cdioelais high. Prior to
performing statistical analysis on the hypothesghability and validity tests
were conducted using SPSS 17.0 to confirm intecoakistency. In general,
reliabilities that scored less than 0.6 are poatarhan 0.8 are good; and those
in between (within the range 0.6 to 0.8) are aaldpt(Sekaran, 2009). Table
4.2 reports that Cronbach’s alpha values of theakbes exceed the 0.7. The
research employed the scales developed by Sharala(8003a) and Venter et
al. (2005) for the present study. Sharma (2003) enter et al (2005) have
confirmed that the scales were reliable (Cronbaalpba values were within the
acceptable range). However, these scales werdatedhido Sinhala and Tamil
languages. Therefore, again a reliability analygs done and all independent
and dependent variables were within the acceptabige.

Table 4.5: Reliability analysis

Construct Variable Cronbach’s
alpha
Successor relatgd_evel of commitment of the successor 748
factors Level of competence of the successor 715
Training and experience 746
Incumbent Incumbent’s level of interest to let go .710
related factors | Relationship between incumbent and .724
successor
Incumbent’s level of outside interest 735
Family relateq Family Harmony 729
factors Willingness to support the successor .766
Family involvement in the management 754
Minor Non-family owners’ commitments 749
stakeholder
related factors
Non-family Non-family manager’'s commitment 713
manager’s related
factors
Business performances .821
Initial satisfaction with the business successimtess 721
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[ Ethical climate and culture | 695 |
Source: Pilot survey, 2011

4.2.5 Response rate

In total, 156 responses were received during tha dallection period. The
number of useable returns is 128 (82%) and the eumbnon-useable returns
Is 28 (18%). The 28 responses had to be rejectadatydarly from hypothesis
testing, since they did not have several key qomestientirely completed.
(Example: In question number 15: influence comirgrf non-family owners
and non-family managers.) The overall response(teteable returns 128; total
population 3,458) suitable for hypothesis test®.i7%. The response rate on
the web-based survey was less than that of thalpgséstionnaire. It is likely
that companies apply a spam filter to e-mails franknown sources, and
secretaries usually check and filter incoming elsnéor the executive. This
response was still a more than adequate respotsegigen the number of
parameters in the structural model to be estim@ted, Anderson, Tatham and
Black, 1995). The 128 usable questionnaires weenlgvsplit between two
respondent groups: 86 questionnaires received faonily member successors,
and 42 received from unrelated manager succedaaaddition to the statistical
requirements of sample selection, this sample @fstbdy can be matched with
the study samples that have been used to evaloatespccession performance
of FOBs and non-FOBs, therefore this sample sizéhefstudy is considered
acceptable for this study (Cucculelli and Micu@€08).

Summary of the chapter

This chapter explains the elements of “sample @ésagpd “data collection
design”. According to that, the identified reseapdpulation is “family owned
businesses which have had their business succgaioass within the period
from 2000 to 2007 with a family member successauroelated manager in Sri
Lanka. Due to the unavailability of a databaseteelato FOBs, this study
addressed SMEs. A structured research instrumentai questionnaire, was
used as the instrument to collect data. In additiselected FOBs were
personally visited to get a deeper understandinguiaktheir BSP. A
guestionnaire was sent to 3458 SMEs and 156 responsre received. The
number of useable returns is 128 (82% of resporemes)the number of non-
useable returns is 28 (18% of responses). Tolestdlidly of the questionnaire,
it went through a pilot survey, and to test theinal consistency and reliability
of the study, Cronbach’s alpha was used.
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CHAPTER FIVE - DATA ANALYSIS AND
DISCUSSION

This chapter shows how collected data is analysedetch predetermined

objectives and to verify hypotheses and discusBriimgs based on the results.
To present those in a logical manner, the chapi@s divided into two sub

chapters as descriptive statistics and hypothesg&irtg. First sub chapter

presents data analysis based on section two ofjtlestionnaire. Second sub
chapter presents the results of hypothesis testimtghow the study has reached
it to the research objectives.

5.1 Descriptive statistics of the study

5.1.1 Tests the assumptions of normality, linearity outliers,
multicollinearity and homoscedasticity

The normality of the data set was evaluated by Kglonov - Smirnov (S - K)
and Shapiro - Wilk (S - W) tests. Results are gnsicant levels of S - Kand S
- W (greater than 0.05 (p > 0.05)). Therefore tlemality was assumed
(Annexure B). Test for linearity measures whether ielationships between the
predictors and the outcome variable are linearwds tested through residual
plots obtained by SPSS 17.00 and most of the ralsiduere scattered around
zero point and had oval shapes. Box-plot diagraer®wsed to identify outliers
of the above variables and ones the outliers apderwas replaced by the
mean of the sample set. The multicolinearity tea$ wonducted here to disclose
whether two independent variables are highly cateel or not. Pearson
correlation coefficients were computed for thisgmse and results are shown in
Annexure C. According to the results shown in ArurexC, there is no strong
positive or negative correlation between any pawvasiables. It can therefore be
concluded that there is no multicolinearity probldretween any pair of
variables selected for this regression analysisthBu it was tested with the
Variance Inflation Factor (VIF) and tolerance to asmere the impact of
collinearity among the variables in a regressiordet® All the VIF values are
below 10 and tolerance is above 0.2, thereforeetlsano multicoleanarity of the
data (Annexure D). Scatter plots of regressiordreds and Durbin Watson test
was used to measure homoscedasticity. The DurbitsMiastatistic has been in
the rage of 1.75 to 2.25 indicating the valuesraadependent (Annexure D).

5.1.2 Business succession with family business segsors (FMSSs)

As shown in figure 5.1, the majority of FOBs arenthad over to the son of
the family. Of these sons, 57% are the eldest $aieo owning family. The
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second and third highest successor categorieseapectively sons-in-law and
daughters of the owning family (the total samplumgt is 110).
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Source: Survey data, 2011
Figure 5.1: Distribution of different people whadamily successors
5.2.3 Business succession with unrelated managercsassors (UMSs)

82% of unrelated manager successors are managereavk pre-experience
with the FOB, who have occupied a senior positiorihe FOB. Under these
conditions, the majority of unrelated manager sssoes have taken over the
business with enough appropriate understanding tattwu business and its
surroundingsin some instances, they need to take over the é&ssiuntil family
issues are overcome.

In most instances, they have been appointed fotrémesition period due to
the unavailability of suitable successors withie tamily; or until a family
member successor can be trained; because a fangiypber refused the
appointment due to family conflicts; or due to pgarformance of the FOB.
Most of the time, a person is appointed who haskeaa long period with the
FOB, is trustworthy, and who has been a top-levahager of the company.
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5.2.4 Age distribution of the successors

Table 5.1 Age distribution of the successors

FOBs which FOBs which F statistics
appointed FMS | appointed UMS (T test)
Age of the successor when he was appointed
Mean 33.85 47.93 6.003*
Median 35 43
Standard 7.10 6.53
Deviation
Maximum 51 55
Minimum 23 35

*Significant at 5% level.
Source: Survey Data, 2011

Table 5.1 presents descriptive statistics of thecessor (president and/or
CEO) appointed within the period of 2000 to 200fie Tsamples include 134
appointments except the cases that have not meqdtithhe age. To test whether
a family member successor and unrelated manageessmr are significantly

different, the sample was tested with Mann-Whittesy statistics.

The results of this test is that “the age of th@a@ptment for family member
successor and unrelated manager successor arestitatly significant
different: z = -7.969, and p < 0.05. Family memiseiccessor has an average

age of 35, while unrelated manager successor hasvarage age 43.
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Figure 5.2: Age distribution of successors
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5.2.5 Distribution of the sample among the industas

On average, 67.72 % of FOBs are transferred in& lthnds of family
member successors and just 32.28% are transfertedhie hands of unrelated
managers. However, the level of priority has bdsanged from the industry to
the industry. When more than 75% of FOB’s in thdustries of retail and
wholesale, food and beverage, education, agribsisirggro, agro processing,
hotel, tourism, etc and health have been shiftethéohand of family member
successor, however more than 50% of FOB’s runnypgitrelated manager
successor in the industries of communication IT,mgoter services,
transportation, freight forwarding and other mawtifang industries (table 5.2).

Therefore, there is a trend can be seen with iati§, when the industry is
enhanced with technological background or whersicomplex, it is handed
over it to a very competent person in the field.

Table 5.2: Distribution of the sample among the indstries

% of
unrelate
% of d
Total Family family | Unrelated | manager
number | member | member | manager | successo
of FOBs | successor{ successor! successol S
Retail and
wholesale 35 32 91.43 3 8.57
Food and
beverage 7 6 85.71 1 14.29
Education 5 4 80.00 1 20.00
Agribusiness,
agro agro-
processing 10 8 80.00 2 20.00
Hotel, tourism,
etc 5 4 80.00 1 20.00
Health 13 10 76.92 3 23.08
Garments 5 3 60.00 2 40.00
Other services 2 1 50.00 1 50.00
Financial,
leasing, stock
broking
insurance 20 9 45.00 11 55.00
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Transportation
and

freight
forwarding 5 2 40.00 3 60.00
Communicatio
nIT and
computer
services 14 5 35.71 9 64.29
Other
manufacturing
industries 6 2 33.33 4 66.67

Totals 127 86 67.72 41 32.28
Source: survey data, 2011

5.2 Hypothesis testing
5.2.1 Comparison of post succession performance

Objective I: To compare family member successors with unrelatedager
successors based on the successors’ initial satmiawith the business
succession process and also post succession mipergrmance.

Initial satisfaction with the succession process

(1)Initial satisfaction of the business successiorcgse

Alternative hypothesis (Hj g): Initial satisfaction with the business

succession process is significantly different wemily member successors
(usrms ) to unrelated manager successQIgyfys)

Hy: Uspms # Usums

A study compared the level of initial satisfactiaf family member
successors and unrelated manager successors. Faemiper successors levels
of initial satisfaction (M = 2.63, SD = 0.65) expsed significant levels of
difference with unrelated manager successors (M08,3D = 0.41), t (128) =
3.939, p = 0.000, and two-tailed df =117.01.

According to the research findings, unrelated managuccessors have a
higher level of initial satisfaction than the faynthember successor.

90



Therefore, alternative hypothesis{H) is accepted. In other words, initial

satisfaction with the business succession processveen family member
successors and unrelated successors is significdifterent.

Table 5.3: Initial satisfaction with the businesssccession process

Type of businesssuccessio

All Family Unrelated | Difference
member manager
successor successor
Initial 2.77 2.63 3.00 0.27*
Satisfaction

* denotes significance at the 5 percent level
Dependent variable: Initial satisfaction with thesimess succession process

Source: Survey data, 2011

The average satisfaction with the BSP is 2.77. WUiigis condition, it can be
concluded that not all successors are satisfiell thé BSP that was carried out.
The stakeholders around the BSP should consideB8R because if they
highly satisfied with the business succession, it positively affect the
performance of the business.

5.2.2 Comparison of post succession business perfances

Alternative hypothesis (Hi p): Post succession business performance of the

two succession modes is significantly differenerig*mance of the family
member successougysgp ) IS Significantly different to the performancetbé
unrelated manageiuyussr))-

Hi: ppmsgp # Humsep

Table 5.4 presents the descriptive statistics ofifability measured by the
ROA and ROS. The comparison of post successioroqpeaince between the
two succession modes has become an extremelyullifissue to deal with. This
became even worse in situations where social haints inheritance norms
strongly affect the successor selection in thesfemnof business (Bertrand and
Schoar, 2006) and the FOBs are pervasive in theogey. Therefore, a more
detailed analysis was restricted to just the dsiomsof BSPs.

For the sub-samples of family member successor gemhand unrelated
manager successor managed FOBs, accounting datasedsThe total sample

91



of companies that experienced a BSP in the timevat of 2000 to 2007 and
which had accounting data available for the threarywindow before and after
the transition was 128 firms.

Table 5.4 presents the descriptive statistics ofifability measured by the
Average Returns on Assets (Avg. ROA) and AveragwifRe on Sales (Avg.
ROS). Profitability data is the simple average feach group. Family
successions are almost entirely from the first éooad generation transfers,
whereas only 14 out of 86 transfers are to thaltgeneration or further. The
group averages reported in Table 5.4 have beenlatdd after including all 86
family successions.

Post succession performance shows a clear declipeofitability for both
indicators in family member successor managed antklated manager
successor managed companies: for the total sampée, ROA decreases from
8.83 to 7.97, whereas Avg. ROS decreases from t7@.76. The decline
appears to be larger for family member successaraged FOBs than for
unrelated manager successor managed FOBs, argtatisically significant for
both indicators.

Family member successor managed FOBs experiertea atnilar decreases
in the post succession performance for both AvgARMd Avg. ROS (-0.89
and -0.81 respectively shown in Table 5.4), whigggests a post succession
turnaround significantly different from that obsedvin unrelated manager
successor FOBs. By contrast, unrelated manageressmc managed firms
exhibit a considerable post succession decreadeiAvg. ROA (from 0.77 to
0.62), whereas there appears to be a smaller aifeROS. In this case, even if
the observed changes in profitability are statdiyc significant, it can be
presumed this is due to the post succession prot#ssse FOBs.

The estimated results, as reported in table 5.4¢pA for Avg. ROA and
panel 2 for Avg. ROS), shows that succession caaiseduction in profitability,
both in family member successor managed and umtklatanager successor
managed companies, which signals the existencesit due to succession in
both types of firms. There is only a minor diffecenn Avg. ROA rates between
family member successors managed and unrelatedgmasaccessors managed
FOBs, though the intensity of the impact is quitéedent when profitability is
measured by the Avg. ROS. In these cases, familybee successor managed
firms clearly underperform compared with unrelatethnager successor
managed FOBs.

Therefore, an alternative hypothesis is acceptadother words, there are
statistically significant differences between tlostpsuccession performances of
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family member successors and post succession pafmes of unrelated
successors.

Table 5.4: Successions and changes in business parfance

Type of business succession
All Family Unrelated Difference
member manager
SUCCEeSSOol | successol

Panel : Avg. ROA

Before 8.83 9.34 7.54 1.80*
(.2665) (.3468) (.2296) (.5669)
[128] [86] [42]

After 7.97 8.45 6.77 1.68*
(.2221) (.2778) (.2529) (.4670)
[128] [86] [42]

Difference -0.85* -0.89* -0.77* -0.12*
(.3024) (.3777) (.3183) (.2836)

Panel B : Avg. ROS

Before 7.72 7.97 7.09 0.88*
(.1669) (.2102) (.2245) (.3076)
[128] [86] [42]

After 6.96 7.16 6.46 .70*
(.1231) (.2063) (.2422) (.2784)
[128] [86] [42]

Difference -0.75* -0.81* -0.62* -0.19*
(.2836) (.2422) (.2718) (.1890)

Note: unrelated manager successor show a decliheimperformance, but
less of a decline the family member successor.

A. Successors of FOB BSP are classified into tvougs: family member successors whereby
the entering successor is related by blood or athé incumbent; and non-family manager
successors who are not related.

B. Panel A reports the average ROA. Panel B regbeithree-year average ROS before and
also the three-year average after BSP. It alsortepldferences in these measures around the
BSP and differences (differences-in-differences-BRjund the BSP. In all cases, the year of
succession is neglected.

C. Standard errors are in parentheses and the msrmabebservations are in square brackets.
The sign * denotes significance at the 5 % level.

D. Dependent variables: Avg. ROA and Avg. ROS
Source: Survey data, 2011
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Theoretically, family member successor performanuest be higher than
unrelated manager successor performance becausg fa@mbers have greater
opportunities of receiving benefits from FOBs thantsider, non-relatives.
Family members can also easily utilize knowledgevettgped by family
members, and the level of trust between successbother family members
directly affects this knowledge sharing. In additito these factors, family
member successors should have a higher degreenmhitment toward the FOB
because the company represents their own persmsqrity.

However, the results of the study go completelyti@rg to the theoretical
back up hypothesis, and there are several reasottsg. The first generation of
business management is usually more business-edighttn the second and
following generations. The first generation toogher risks when they founded
the family business. They gave first priority tovd®p the business and later
focused on satisfying the family. When the busingassfers to the second
generation though, this type of business focus @iaba expected. In addition to
this, conflicts between family members and the gessary involvement of the
incumbent are other major reasons why the resuitey stagnation and decline.

Another factor is that FOBs which have appointadilia member successors
to have better pre-succession performance the F@idsh have appointed
unrelated manager successors. FOBs are generallg ewmger to transfer
management outside the family when it has perforomesliccessfully or when
there is no suitable family successor. This uneelathanager takeover of a
poorly running FOB affects how family member susocesmanaged post
succession performance compares with unrelated gearsiccessor managed
companies.

According to research in Spain “firm performancesslonot influence the
decision of that the next successor, because ovamerkighly concerned with
long-term survival of the firm rather than with ethrelationships they have.
They are quite professional and appoint whoever lead the FOB into a
successful future.” However, in Sri Lanka, the fimgb are totally different. Sri
Lankans give their foremost priority to handing oumisinesses to family
members. If relatives refuse this appointment the: appointment goes to
another alternative option. Regarding the ethicbusiness, this is acceptable
because this is a family business and it shouldtreasferred from one
generation to another.

Again, unrelated manager successor businesses hec@ded better
performances the family member successor busineksesy the period after
the BSP. They have actually minimized the declmeerformance more so the
family member successors. This can happen due tmnaber of reasons.
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Unrelated manager successors have an establigwdrécord of performance.
They have a number of years experience within ¢side the FOB and have
received management positions due to their proraak thistory of competence,
they therefore do not need a grooming period; bigt $ituation does not exist
with family member successors. They must rely amrthxisting competencies
and skills and training takes a period of time.

In addition to lack of competence, there are séxaheer reasons for this poor
performance. There are tensions between familysgaad FOB objectives, and
in a very small sub-set, problems develop when singoa successor therefore,
that selection cannot be recognize appropriate forethe appointment.
Sometime, successors cannot take a correct deds®mo the “nepotism”. It is
a much more difficult task for the successor to enaldecision to fire a family
member due to misconduct or poor performance, Iditiad to that, the
successor must work under a great deal of presmoause all family members
have high expectations, and they are comparing thiémthe incumbent.

5.2.3 Factors influencing the business successiompess

Objective II: the level of influence from each stakeholder ratévfactors to the
business succession process, and also to evahisitent each succession mode
individually.

Pearson correlation was applied to measure thd @vanfluence coming
from each stakeholder related factor. This sedests hypotheses numbers 2, 3,
4, 5 and 6 (chapter 3.2). This was conducted utiaee levels: as the combine
sample (all successors); family member succesdyr and unrelated manager
successor only.

Successors’ factors influencing propensity to takever management

Level of commitment of the successor

Table 5.5: Level of commitment of the successor
Hypnosis Relationship Correla| M | SD | N | Sig.
No. -tion
H2.al With initial satisfaction .604* |3.17| .60 | 128| .000
(All successors)
H2.a2 With post succession.346** |3.17| .60 | 128| .000
performance (Al
successors)
H2.al With initial satisfaction .627** |3.09| .63 | 86| .000
(Family successors)
H2.a2 With post succession .463* 3.0963 | 86| .000
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performance(Family
sSuccessors)

H2.al With initial satisfaction .443** |3.33| .53 | 42| .003
(Unrelated successor )
H2.a2 With  post succession .315* | 3.33] .53 | 42| .040
performance (Unrelated
successor )
* donate significance at 5 percent level (2-tgiled
** donate significance at 1 percent level (2-tajled
Source: Survey data, 2011

The successor’'s level of commitment is definedhesr tlevel of interest to
acknowledge the new appointment (Goldberg and Wualgd, 1993). In reality,
without the successor's commitment to the BSP fulere of the FOB is very
indecipherable and this phenomenon is confirmethisystudy.

A number of causes can be recognized as ratiomddgsSri Lankan potential
family successors refuse this appointment.

1) Migration after highest studies

Many rich people send their children to Westernntoes for their higher
education. After adapting to that foreign culturel atmosphere, some young
people have decided to get permanent residencitesse countries.

2) Cultural clashes

Some young people become quite westernized andedfutake over the
traditional business of their family. In some imstes, they start their own
business without joining a FOB.

In addition to these main two reasons to declimeEassion, other issues are
shown below:

» External work offers with high rewards

* A person’s reservations with organizational ethadmhate and culture

» Lack of self-confidence

» Lack of interest to be an entrepreneur

» Higher educational achievements in a divergentlfiaind different career
interests and aspirations

» Difficulties making fair decisions in FOBs due tonecessary influences

* Reluctance to work in harmony with family membeue do bad experience
in their personal life
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» Resistance to change (especially from the incumaedtolder management)
and unwillingness to acknowledge personal mistakeamily members

» Reluctance to accept forgiveness from family member

* Lack of appreciation received from the incumbenpast life incidents and
family conflicts.

If the successor is not interested in their unpeneed appointment, it shows
their dissatisfaction. On some occasions, they @cttes appointment due to
force coming from the owner-family or because thmnsider it as their
obligation. If this is the case, it directly anddirectly influences the post
succession performance because total commitmenbtdxe expected by these
New successors.

Level of competence of the successor

Table 5.6: Level of competence of the successor
Hypnosis Relationship Correla| M | SD | N | Sig.
No. -tion
H2.bl With initial satisfaction | .520** |3.03| .67 | 128| .000
(All successors)
H2.b2 With post succession .390** |3.03| .67 | 128| .007
performance (All
successors)
H2.bl With initial satisfaction | .590** |3.02| .71 | 86| .000
(Family successors)
H2.b2 With post succession A453** 13.02| .71 | 86| .000
performance(Family
successors)
H2.bl With initial satisfaction | .345** |3.05| .59 | 42| .025
(Unrelated successor )
H2.b2 With post succession 277 3.05 .59 | 42| .076
performance (Unrelated
successor )
** donate significance at 1 percent level (2-ta)led
Source: Survey data, 2011

Successors can be definéds individuals who have the competencies
essential to take over leadership from an incumbenén they vacate their
position.” In point of fact, this definition clearly shows Wosignificant the
competencies of successor are for a successfulaB8mrofitable continuity of
the FOB.

This study discusses this fact with selected swsorssin Sri Lanka and
clearly emphasises the following competencies asrbst vital:
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» Ability to set off new business contacts and cdgiaon benefits from the
ability to persuade and convince

» Ability to communicate well

 Ability to motivate and team building

» Ability to lead and the ability to have a broad mhirseeing one issue from
various perspectives

» Ability to handle conflicts

» Ability to balance different interests from influeal parties

» Creativity and innovation

Pre-training and experience
Table 5.7: Pre-training and experience

Hypnosis Relationship Correla| M | SD | N | Sig.
No. -tion

H2.cl With initial satisfaction| .617** |3.12| .69 | 128| .000
(All successors)

H2.c2 With post succession | .266** |3.12| .69 | 128| .002
performance (All
successors)

H2.cl With initial satisfaction| .612** |2.91f .65 | 86| .000
(Family successors)

H2.c2 With post succession | .471** |2.91| .65 | 86| .000
performance(Family
successors)

H2.cl With initial satisfaction| .347** |3.54| 57 | 42| .004
(Unrelated successor )

H2.c2 With post succession A431* | 354, 57 | 42| .004
performance (Unrelated
successor )

* donate significance at 5 percent level (2-tailed)
** donate significance at 1 percent level (2-ta)led
Source: Survey data, 2011

Morris et al., (1997) and Ward (1987) recognizet tipae-training of
successors is a vital factor for effective sucassiUnrelated manager
successors are outsiders to the FOB and on moasioos, they have taken over
the management position when the FOB has perfopoedy. In other words,
owners of FOBs have chosen to give controlling poweoutsiders due to their
higher level of competence and experience in th&nless field. This fact is
directly shown by this empirical evidence. Aftertimg the company in the
successor's hand, the successor should have #miabkskills to carry the FOB
toward the company goals expected, fulfilling thgyamizational vision and
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mission. For that, they must be equipped with v#hills, experience and
attitudes.

Family member successors highly emphasize intelnainess training
because this helps family members get familiar wiie internal company
setting, culture, structure, resources and syngrdiiealso gives an opportunity
to integrate the management settings of the FOB¢hwassists them getting
support from management and employees during dadtag BSP. Particularly,
unrelated manager successors promote their signifipast experience in
different capacities and different organizatioreitiags.

Incumbent’s factors influencing their propensity tstep aside

Incumbent’s interest to let go

Table 5.8: Incumbent’s interest to let go
Hypnosis Relationship Correla| M | SD | N | Sig.
No. -tion
H3.al With initial satisfaction | .447* |3.35| .58 | 128| .000
(All successors)
H3.a2 With post succession .283** | 3.35| .58 | 128| .001
performance (All
successors)
H3.al With initial satisfaction | .485** |3.29| .56 | 86| .000
(Family successors)
H3.a2 With post succession A431** 13.29] .56 | 86| .000
performance(Family
successors)
H3.al With initial satisfaction 291 3.4 .61 | 42| .061
(Unrelated successor )
H3.a2 With post succession .206 3.4 .61 | 42| .521
performance (Unrelated
successor )

** donate significance at 1 percent level (2-ta)led
Source: Survey data, 2011

The results show that the incumbent’s interesetagb positively correlates
with initial satisfaction with the business suceasgrocess and post succession
performance except unrelated manager successor.

In the Sri Lankan context, this is should not ls=A0us issue. Most Buddhist
and Hindu elders are content to hand over the basim order for the successor
to get ready for happiness in the next birth, orgach “Nirvana” (to stop the
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recurring process of birth and death). In some <ab®ugh, incumbents
continue working with FOBs and influence them ewaérr they step down.

Relationship between incumbent and successor
Table 5.9: The relationship between incumbent andugcessor

Hypnosis Relationship Correl M SD | N Sig.
No. ation

H3.bl With initial A47+ | 3.30 50| 128 .000
satisfaction (All
successors)

H3.b2 With post succession| .360** 3.30 50| 128 .000
performance (All
SuCCcessors)

H3.bl With initial 564* | 3.30 53| 86 .000
satisfaction (Family
SuCCessors)

H3.b2 With post succession| .439** 3.30 53| 86 .000
performance(Family
sSuccessors)

H3.bl With initial 114 3.32 48| 42 471
satisfaction (Unrelated
successor )

H3.b2 With post succession| .206 3.32 48| 42 192
performance
(Unrelated successor

** donate significance at 1 percent level (2-tajled
Source: Survey data, 2011

According to lengthy discussions with both typescassors, some said they
received the opportunity to grow and develop ungepervision from the
incumbent. However, they said it brought mixed ItssuDue to the close
relationship, the incumbent gave all knowledge atlder business contacts
without any hesitation. In some cases though, tleembent interfered with
business activities either directly or indirectlgnd this close relationship
infringed into the freedom of the successor’'s denismaking. The new
successor though cannot take negative steps aglamsicumbent though, due
to the closest relationship they have.

Some new successors strongly emphasise the popiinés they gain from
the incumbent such as self-confidence, encouragearah supervision during
the grooming stage, whereas some successors congdbaut disturbances,
negative responses to incidents, poor feedbackeagkbence.
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Outside interests of the incumbent

Table 5.10: Outside interests of the incumbent

Hypnosis
No.

Relationship

Correla-
tion

M

SD

Sig.

H3.cl

With initial
satisfaction (All
successors)

.346**

3.13

40

128

.000

H3.c2

With post succession
performance (All
successors)

187*

3.13

40

12§

.035

H3.cl

With initial
satisfaction (Family
successors)

2(3**

3.09

A4

86

.001

H3.c2

With post succession
performance(Family
successors)

.260*

3.09

44

86

.016

H3.cl

With initial
satisfaction (Unrelated
successor )

.051

3.22

.30

42

.48

H3.c2

With post succession
performance
(Unrelated successor

.182

3.22

.30

42

.249

* donate significance at 5 percent level (2-tailed)
** donate significance at 1 percent level (2-ta)led
Source: Survey data, 2011

When the incumbent has additional interests, dpam business activities, it

positively correlates with the successor’s inisaltisfaction with the business

succession process and post succession performémiseteduces the level of

interest shown toward only business activitiesStnLanka, under Buddhist and

Hindu cultural environments, people tend to coneaaton religious work as

they become older. Generally, such people are hepgtep aside from business

activities, especially in order to begin their neste with religious and social
work activity.
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Family factors influencing acceptance of the new te

Family harmony

Table 5.11: Family harmony
Hypnosis Relationship Correlati| M SD | N | Sig.

No. on
H4.al With initial A444** 2.99 | 0.60f 128 .000
satisfaction (All
successors)

H4.a2 With post succession .384** 299 | 0.60| 128 .000
performance (All
SucCCcessors)
H4.al With initial .615** 3.01 59| 86| .000
satisfaction (Family
Successors)
H4.a2 With post succession .443** 3.01 59 | 86| .000
performance(Family
successors)

H4.al With initial .096 2.95 62| 42| .546
satisfaction
(Unrelated
successor )

H4.a2 With post successio
performance
(Unrelated
successor )

** donate significance at 1 percent level (2-tajled
Source: Survey data, 2011

254 2.95 62| 42 .104

=)

Family harmony directly influences the family memisecccessor because if
the family refuses to accept their appointment,dor not believe in their
competence, or do not trust them, then the successoable perform well.

In the Sri Lankan context, family harmony and wijness to support the
successor have not become strong issues becausartehighly emphasis
collectivism. Individuals are not working for th@wn self-esteem. They highly
concern about people around him. Under this backgtothat family harmony
and willingness to support a successor do not demtified as a big issue. In
cases of unrelated manager successors, most fammidiee taken the decision to
appoint them due to a serious lack of alternatiwahin the family, and
therefore they must learn to trust an outsidergwad their commitment to their
role in order to encourage maximum results.
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Willingness to support the new successor

Table 5.12: Willingness to support successor

Hypnosis
No.

Relationship

Correla-
tion

SD

Sig.

H4.b1

With initial
satisfaction (All
successors)

371

2.87

0.54

128

.000

H4.b2

With post succession
performance (All
successors)

129

2.87

0.54

128

146

H4.b1

With initial
satisfaction (Family
successors)

A46%*

2.84

.52

86

.000

H4.b2

With post succession
performance(Family
successors)

241%*

2.84

.52

86

.025

H4.b1

With initial
satisfaction (Unrelated
successor )

135

2.94

.95

42

.395

H4.b2

With post succession
performance
(Unrelated successor

.064

2.94

.95

42

.689

** donate significance at 1 percent level (2-ta)led
Source: Survey data, 2011

Willingness to support the new successor is sizit significant with the

initial satisfaction with the business successiawcess, but there is no
statistically significant relationship with the pasiccession performance for all
successors. If family members are not content ithnew appointment, they
have the opportunity to work against successor l@sdappointment. In Sri

Lankan culture though, in most families, the eldest has more appreciation
than any other family members and it is second ¢mlyespect for the father.

Most of the time, the eldest son is directly invemivin decision-making at home
when the father is absent. Sometimes the fatheusses issues with the son
before making a decision. He has sacrificed lotsesburces such as time and
money in order other family members develop. In heases, the eldest son
does not get married until his younger sisterswggatried. In such a situation, he

has automatically become the most powerful memhbethe family. If the

circumstances are like this, then willingness tppsut the successor is not
identified as highly important because family mershbere generally committed

to the business and are happy to follow instrustiginen by the eldest son.
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Family involvement in management

Table 5.13: Family involvement for the management
Hypnosis Relationship Correla-| M | SD | N | Sig.

No. tion
H4.cl With initial 405+ | 3.12| 0.67| 12§ .000
satisfaction (All
successors)

H4.c2 With post succession| .238** 3.12| 0.67| 128 .007
performance (All
sSuccessors)
H4.cl With initial 460 | 3.04| .62 | 86| .000
satisfaction (Family
successors)
H4.c2 With post succession| .345** 3.04| 62| 86| .001
performance(Family
sSuccessors)
H4.cl With initial .209 3.29| .75 420 .184
satisfaction (Unrelated
successor )
H4.c2 With post succession .263 3.29| .75 42 .093
performance
(Unrelated successor
** donate significance at 1 percent level (2-tajled
Source: Survey data, 2011

Family involvement in management positively cortetawith the successor's
initial satisfaction with the business successioacess and post succession
performance under the sample categories of all fooen and family member
successor. It is statistically significant with bdhe initial satisfaction with the
business succession process and post successionmzerce concerning the
combine and family member successor. The presehd@deofamily in the
governance structure of the firm may be anotherrcguof strength.
Consequently, the high percentage of family memisétsng on the board of
directors and in executive positions give more sleni power to the family
because altruism is expected from members towaedaoother due to kinship
obligations.
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Non-family owner’s commitment to the business sussien
Table 5.14: Non-family owner’'s commitment to the bainess succession

Hypnosis Relationship Correla- | M | SD | N | Sig.
No. tion
H5.al With initial 323%* 2.85| .59 128 .000
satisfaction (All
successors)

H5.a2 With post succession 115 2.85 .59 128| .195
performance (All
successors)
H5.al With initial .285 2.81 .58 | 86 | .080
satisfaction (Family
successors)

H5.a2 With post succession 225* 2.81| .58 86 | .037
performance(Family
successors)

H5.al With initial .392* 1 2.96| .62 42 | .010
satisfaction (Unrelated
successor )
H5.a2 With post succession .040 2.96 .62 42 | .803
performance
(Unrelated successor
* donate significance at 5 percent level (2-tailed)
** donate significance at 1 percent level (2-ta)led
Source: Survey data, 2011

Non-family owners’ commitment to the BSP is stataity significant on the
successor’s satisfaction with the BSP; howeverlteshow a weak correlation.
Results do not show any significant relationshipthwpost succession
performance. Under the unrelated manager succesdegory, there is a
statistically significant relationship recorded ceming satisfaction with the
BSP.

In some cases, non-family owners invest in the FDB after considering
the level of competence of the incumbent. It isréf@e important that the
successor has an eye for the ambitions and agpisatf non-family owners
who are active in the family business. Sometimesret is a chance to refuse a
family member successor by non-family owners, andrkwagainst his
appointment. At the same time, they might be cdnten give the top
management position to an outsider who has morerexe and knowledge
about the business and its surroundings.
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Non-family manager commitment to business succesgoocesses
Table 5.15: Non-family manager’'s commitment to thdusiness succession

Hypnosis Relationship Correla- | M | SD | N | Sig.
No. tion
H6.al With initial .319** 3.05| .66 128| .000
satisfaction (All
successors)

H6.a2 With post succession .036 3.05 .66 128| .689
performance (All
SuCCessors)
H6.al With initial 134 2.84 .61 |86 | .219
satisfaction (Family
successors)

H6.a2 With post succession 170 2.84 .61 86 | .117
performance(Family
SuCCessors)

H6.al With initial 542+ 1 3.49| .54 42 | .000
satisfaction (Unrelated
successor )
H6.a2 With post succession| .339* 3.49| .54 42 | .028
performance
(Unrelated successor
* donate significance at 5 percent level (2-tailed)
** donate significance at 1 percent level (2-ta)led
Source: Survey data, 2011

In the Sri Lankan context, non-family manager’s aatment significantly
influences the unrelated manager successor. Theatesd manager successor is
an outsider of the owner-family, and mostly also iasider of the post-
management team. If successors cannot receive c¢omant from his team
members, the business becomes very difficult toagan This is the main
hidden factor behind this relationship.

All the successor, incumbent and family relatedtdesc are significantly
correlated with initial satisfaction with the busss succession process when
successor is family member successor, however sjuessor related factors
and non-family owners and non-family managers camemt are significantly
correlated with initial satisfaction with the busss succession process when
unrelated manager successor is successor. Therefoen family member
successor has appointed, those (incumbent andylamfiluential factors should
be taken into account. But when unrelated managecessor is appointed,
contribution of non-family managers is vital.
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Table 5.16: Acceptance and rejection of null hypotbsis (influential
factors and initial satisfaction about business suession process)

Hypnosis No. Family Unrelated All Successors

member manager

successor successor
H2.al Rejected Rejected Rejected
H2.bl Rejected Rejected Rejected
H2.cl Rejected Rejected Rejected
H3.al Rejected Supported Rejected
H3.bl Rejected Supported Rejected
H3.cl Rejected Supported Rejected
H4.al Rejected Supported Rejected
H4.bl Rejected Supported Rejected
H4.cl Rejected Supported Rejected
H5.al Supported Rejected Rejected
H6 al Supported Rejected Rejected

Source: Survey data, 2011

Table 5.17: Acceptance and rejection of null hypotbsis (influential factors
and post succession business performances)

Family Unrelated All successors
Hypnosis No. member Manager
successors successors

H2.a2 Rejected Rejected Rejected
H2.b2 Rejected Supported Rejected
H2.c2 Rejected Rejected Rejected
H3.a2 Rejected Supported Rejected
H3.b2 Rejected Supported Rejected
H3.c2 Rejected Supported Rejected
H4.a2 Rejected Supported Rejected
H4.b2 Rejected Supported Supported
H4.c2 Rejected Supported Rejected
H5.a2 Rejected Supported Supported
H6. a2 Supported Rejected Supported

Source: Survey data, 2011

All successors, incumbent, family and non-family new related factors
significantly correlate with the post successiosibess performance when the
successor is a family member successor, howevdy the successor’s
competence and pre-training experience, and nonyfanmanager’s
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commitment, significantly correlate with the postesession performance when
the unrelated manager successor is the succesher.uiirelated manager
successor is actually appointed due to their coemoet and experience and
there is a significant relationship between his getance and the non-family
manager’'s commitment with post succession busipegermance. For family

member successors, all the main stakeholder refattdrs are vital to the post
succession performance.

5.2.4 Model fit for initial satisfaction with the business succession process
and post succession performance

Objective Ill: To fit the models for initial satisfaction with thleusiness
succession process and with post succession bagieemrmance based on the
factors influencing the business succession process

According to this objective, the study planed tovelep models to identify
factors influencing the initial satisfaction withet business succession process
and the post succession business performance.

Factors determining initial satisfaction with theusiness succession
processes

Multiple regressions were conducted to determiregligtor’'s that effect the
successor’s initial satisfaction with the businggscession process. Table 5.18
summarizes the descriptive and analytical resAlssthe first step, pre-training
and experience of the successor (r = 0.617) wasexhinto the model. It highly
significantly correlates with the initial satisfemt with the business succession
process. As the second step, all the remaining igioed were entered
simultaneously.

The final regression equation is as follows:

SBSP=1.077+.309SCMI) +.16§SCOM) +.189(STRA +.253IREL) +.176FHRA)
+.127(NFMG) +e
5.1
Where,
SCMI = Level of commitment of the successor
SCOM = Level of competence of the successor
STRA = Pre-training and experience of the successor
IREL = The relationship between the incumbent argtsssor
FHRA = Family harmony
NFMG = Commitment of non-family managers
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The coefficient of multiple determinations 4Ris 0.627 (adjusted &
0.608); therefore about 62.7% of the variationhe initial satisfaction with the
business succession process is explained by pngatgaand experience,
commitment and competence of the successor, neddiip between incumbent
and successor, family harmony and non-family marsag®ommitment. F
statistics of the study: F (6,121) is 33.898, p.6850 At thea = 0.05 level of
significance, there is enough evidence to concliidg at least one of the
predictors is useful for predicting initial satisfen with the business succession
process ; therefore the model is useful. In addlitto test the suitability of the
model, the study used Mallows Cp. In this models 8.367 and it is one close
to number of influential factors (6) of the model.

Table 5.18: Multiple regression analysis to determie the initial satisfaction
with the business succession process

Predictor B T Sig.
(Constant) 1.077 -3.489 .001*
STRA .189 2.942 .004*
SCMI .309 4.641 .000*
SCOM .168 2.792 .006*
IREL .253 3.321 .001*
FHRA 176 2.805 .006*
NFMG 127 2.307 .023*

* donate significance at 5 percent level (2-tailed)
Source: Survey data, 2011

The successor's level of satisfaction can be datedrby entering 6 out of
the eleven factors into the model simultaneouslytiat, 50% are related to
“the successor's propensity to take over the ssocasle”. Those factors are:
pre-training and experience; the level of committnéevel of competence of
the successor; the “incumbent's propensity to sigde factor” (this is the
relationship between the incumbent and the sucoedbe factor relating to
“acceptance of the new role by family members”. (faamily harmony); and
finally, the level of commitment of the non-familpanager. These help the
author to determine the successor's satisfactiontdbe succession process.

When the successor is equipped with the relevaaliteps (pre-training,
experience and other competencies), and is highignutted to the FOB, it
directly affects the other main and minor stakebdd satisfaction. This
satisfaction helps the successor be committed ¢oBEP and they continue
active participation in the FOB.
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127
Non-family] ] Level of commitment to the
managers business succession

Secure: Survey data, 2011

Figure 5.3: Factors influencing initial satisfaction with the business
succession process

Under these circumstances, the successor's conspeded commitment will
assist building up very good relations between itftmbent and successor
because he trusts the successor. The incumbentcontimit themselves to
working with the successor. In the meantime, basethose capabilities, he can
also develop better relations with family membditsis facilitates good family
harmony. Non-family managers appointed by the irfwemb and who worked
with them are highly concerned about the FOB amdr thuture prospects with
the company. However, the successor's commitmethtcampetence will help
improve their performance. Finally, they will giteeir fullest commitment to
the BSP.
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Factors determining the initial satisfaction with the business succession
process when the successor is family member (FMS).

Multiple regressions were conducted to determirgedredictor’'s that affect
the initial satisfaction with the business sucaasgrocess when it was done
with a family member successor. Table 5.19 sumrearihe descriptive and
analytical results.

As the first step “level of commitment of the suss®” (r = 0.627) was
entered into the model. It was the highest sta#ifiyi significant factor
correlated with initial satisfaction with the busss succession process (with a
family member successor). As the second stephaltemaining predictors were
entered simultaneously.

The final regression equation is as follows:

SFMS =1.325+.225(SCMI) +.143(SCOM) +.169(STRA) +.369(IREL) +.371(FHRA) + e
52

Where:

SCMI = Level of commitment of the successor

SCOM = Level of competence of the successor

STRA = Pre-training and experience of the successor
IREL = The relationship between the incumbent armtessor
FHRA = Family harmony

The coefficient of multiple determinations 4Ris 0.840 (adjusted R=
0.705). Therefore, about 84% of the variation ia itmtial satisfaction with the
business succession process is explained by thenitomant of the successor,
the competence of the successor, family harmonigtisaship between
incumbent and successor and pre-training and expeEei F statistics of the
study: F (5, 80) is 38.255, p < 0.05. At the 0.05 level of significance, there
exists enough evidence to conclude that at leastobrihe predictors is useful
for predicting satisfaction about BSP when the sssor is a family member
successor ; therefore the model is useful. In ewdib that, to test the suitability
of the model, the study used Mallows Cp. In thigelpit is 9.545 and it is one
close to the number of factors (5) of the model.
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Table 5.19: Multiple regression analysis to determie the initial satisfaction
with the business succession process for family meer successor (FMS)

Predictor B t Sig.
(Constant) 1.325 -4.373 .000*
SCMI 225 2.761 .007*
FHRA 371 4.750 .000*
IREL .369 4.268 .000*
ITRA .169 2.177 .032*
SCOM 143 2.063 .042*

* donate significance at 5 percent level (2-tailed)
Source: Survey data, 2011

Level of commitment —|

Successor P Level of competence —-2f5

»| Pre-training and experience F————.169
—> Satisfaction

v

Relationship between 3p9

Incumbent  |—p .
successor and incumbent

Family  |—» Family harmony

Source: Survey data, 2011

Figure 5.4: Factors influencing the initial satisfation of the family
member successor

When these factors determine the satisfaction basedamily member
successor, it is slightly different from the maegression line developed for all
successors. Here, the non-family manager’'s commitrge omitted from the
equation.

Factors influencing satisfaction with business suession process when
the successor is an unrelated member successor (UMS

Multiple regressions were conducted to determiredigtors that affect the
initial satisfaction with the business successioocess when it was conducted
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with an unrelated manager successor. Table 5.2thanizes the descriptive and
analytical results.

As the first step, non-family managers commitment (443) was entered
into the model. It was the highly significantly celates factor with the initial
satisfaction with the business succession progssshe second step, all the
remaining predictors were entered simultaneously.

The final regression equation is as follows:

SUMS = .823+.243(SCOM) + .414(NFMG) +e
5.3
Where:
SCOM = Level of competence of the successor
NFMG = Commitment of non-family managers

The coefficient of multiple determinations 4Ris 0.640 (adjusted R=
0.383). Therefore, about 64.8% of the variatiothminitial satisfaction with the
business succession process is explained by ramilyfmanagers’ commitment
to the BSP and the level of competence of the sisoce F statistics of the
study: F (2, 39) is 13.325, p< 0.05. At the= 0.05 level of significance, there
exists enough evidence to conclude that at leastobrihe predictors is useful
for predicting the initial satisfaction with the 9iness succession process when
the successor is an unrelated manager successxefdre the model is useful.
In addition to that, to test the suitability of theodel, the study used Mallows
Cp. In this model it is 4.046 and it is one closenumber of factors (2) of the
model.

Table 5.20: Multiple regression analysis to determie the initial satisfaction
with the business succession process for unrelatedanager successors
(UMS)

Predictor B T Sig.
(Constant) .823 1.947 .044*
NFMG 414 4.421 .000*
SCOM 243 2.813 .008*

* donate significance at 5 percent level (2-tailed)
Source: Survey data, 2011
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Source: Survey data, 2011

Figure 5.5: Factors influencing the initial satisfation of the unrelated
manager successor

Only non-family manager's commitment and level ompetence supported
the equation when it was determined for the unedlahanager successor. In
fact, successors are mostly appointed due to tmenpetence. Secondly, new
successors must gain support from other managetheotompany, without
which it is much harder to perform.

Factors determining post succession business perfoance (PSP) based
on all FOBs

Multiple regressions were conducted to determirstofa influencing post
succession business performances. Table 5.21 suresdhe descriptive and
analytical results.

As the first step commitment of the successor @390) was entered into the
model. It highly significantly correlates with theitial satisfaction with the
business succession process; and as the secondlstep remaining predictors
were entered simultaneously.

The final regression equation is as follows:

PSP =1.213 +.619 (SCOM ) + 1.126 (IREL ) + 1.130 (FHRA ) + e

5.4

Where:

SCOM = Level of competence of the successor

IREL = The relationship between the incumbent argtsssor
FHAR= Family harmony

The coefficient of multiple determinations 4Ris 0.286 (adjusted R=
0.269). Therefore, just about 28.6% of the varmatio the post succession
performance is explained by the commitment of thecessor, family harmony
relationship between incumbent and successor. Tetistics of the study: F
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(2, 124) is 18.581, p< 0.05. At the= 0.05 level of significance, there exists
enough evidence to conclude that at least one efptiedictors is useful for
predicting post succession performance. Factomstifgethat this equation is
responsible for only 28.6% of variation of post gsion performance. In
addition, to test the suitability of the model, gtady used Mallows Cp. In this
model, it is 4.321 and it is one close to numbemdtiential factors (4) of the
model

Table 5.21: Multiple regression analysis to determie post succession
performance

Predictor B t Sig.
(Constant) 1.213 -.906 .367*
SCOM .619 2.157 .033*
FHAR 1.130 3.889 .000*
IREL 1.126 3.105 .002*

* donate significance at 5 percent level (2-tailed)
Source: Survey data, 2011

Successor 9  Level of competence Sio
Incumbent - Relationship 'between 113 Post succession
successor and incumbent performance
i . 1.126
iy g s Family harmony —

Source: Survey data, 2011
Figure 5.6: Factors influencing post succession plermance

Post succession performance is determined by tfaeters: the level of
competence of the successor; family harmony; aaddlationship between the
incumbent and successor. However, these deterrsimmanty affect 28% of the
variance. In other words, future researchers shtadt several new factors to
determine the determinants of post succession ipeaface.

5.2.5 Comparison of regression lines

Objective IV: To compare influences from each stakeholder rekefetors of
the BSP with different successor models: family rmbera and non-family
unrelated managers.
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Table 5.22: Tests of between- subject’s effects

Type Ill Sum of
Source Squares df F Sig.
Corrected Mode 33.990¢ 22 11.974 .0007
Intercept 1.974 1 15.301 .000%
SCMI 1.475 1 11.431 .001%
SCOM 701 1 5.437 .022%
STRA 220 1 1.703 195
ILET .136 1 1.05C .308
IREL 535 1 4.15( .044~
[INT .001 1 .009 .924
FHAR .632 1 4.895 .029%
FSUP .021 1 159 .691
FMGT .018 1 .140 .709
NFO .652 1 5.057 .027%
NFMG .265 1 2.054 155

* donate significance at 5 percent level (2-tailed)
a. R Squared = .715 (Adjusted R Squared =).655

Depended variable: initial satisfaction with thesimess succession process

Source: Survey data, 2011

To confirm whether the regression equations obthifer the initial
satisfaction of family member successor and thelated manager successors
were statistically different. The results of theo@htest (Chow, 1960) confirm
that the overall regression equation for family rbem successions is
significantly different (p<0.05) from that obtainefdr unrelated manager
successions. Furthermore, the difference occursnlynalue to the factors
concerning the level of commitment of the succedsoel of competence of the
successor; the relationship between the incumbewt successor, family
harmony; and also non-family owners' commitment.

5.2.6 Relationship between initial satisfaction angost succession
business performance

Objective V. To evaluate the relationship between initial $atigson with the
business succession processes and post succesgsioeds performance.
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Pearson’s correlation coefficient was applied &i the relationship between
the successor’s initial satisfaction with the bessmsuccession process and post
succession business performance. Table 5.23 si@wegsult. According to this
result, these variables have a statistically siggit relationship.

Table 5.23: Relationship between successor’s initigatisfaction with the
business succession process and post successiofoperances

Sample type

Initial satisfaction All successors Family| Unrelated
member | manager
successor| successor

Pearson Correlation 564 776 361"
Sig. (2-tailed) 1000 1000 019
N 128 86 42

**_Correlation is significant at the 0.01 leveH@iled).
Source: Survey data, 2011

When the successor is satisfied with the BSP,réctly influences his post
succession commitment to perform well for the bes It also affects the post
succession performance and therefore the successatisfaction also highly
influences factors of survival for the FOB. Therefo the successor’s
satisfaction is the critical factor of the entiresession process.

5.2.7 Ethical behaviour and culture of the FOB

Objective VI. To measure the level of willingness of the sucmeds the
existing ethical behaviour and culture of the FOB.

Figure 5.7 shows the existing culture developedheyincumbent (based on
the successor’s perception) and the expectatioddgfefent succession modes.

According to the successors’ perception, most argdéions have a clan
culture. This means the business culture is intgrmfacused and highly
flexible. This is the expected organizational cdtuhat the majority of
successors should work by. Therefore, most sucessonot have many ideas
to begin drastic changes. There is not much diffiegebetween the existing
culture and the unrelated successor’s willingnessdrk. It may occur because
most successors must work under the incumbent fong period of time. If
they are not able to adapt to the organization#li they cannot continue
working their own way. However, some family succgssare not happy with
the current business culture and hence there liesna to develop market and
hieratical culture within their organization.
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Source: Survey data, 2011
Figure 5.7: Type of enterprise culture types of FOB

Summary of the chapter

This chapter explains how data was analyzed amdiskes those findings in a
descriptive manner. The majority of family membeacaessors are the eldest
son of the owner-family, and the majority of untethmanager successors have
post-experience with the FOB as top level manaddrs.majority of successors
are male and there are no female unrelated marmagmessors. Unrelated
manager successors have greater satisfaction matlsuccession process than
the family member successors. However both unitlatenager successor and
family member successor do not satisfy with BSPthBtamily member
successor and unrelated manager successor groups ah decline in
performance when compared with the incumbent. Hewewnrelated manager
successor performance is generally better tharoftfaimily member successor.
Therefore, unrelated manager successors shouldedmynized as the most
successful successor mode. Even so, on most onsasiorelated manager
successors have taken responsibility for a shamt-tperiod until a family
successor is ready. All the identified factors hastatistically significant
relationships with initial satisfaction. All the czessor-related factors:
relationship between incumbent and successor, ibeaminterest let to go;
family harmony and commitment of non-family managéave statistically
significant relationships with initial satisfactiomith the business succession
process. When all variables are considered togethen commitment of the
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successor, the competence of the successor, predyaand experience, the
relationship between incumbent and successor, amchdmy, are the factors
influencing the family successors’ initial satidfan, however, competence of
the successors, and non-family managers committientactors influencing
the unrelated successors’ initial satisfaction. themr study recognises the
competence of the successor, relationship betwermibent and successor and
family harmony as relatively important stakeholdsated factors influencing to
the post succession business performance. This/ stehtifies statistically
significant positive relationship between initiahtisfaction with business
succession and post succession performance. LastByaluates successor
willingness about existing culture and found thred tmajority of successors are
content with current culture and prepared to camirthat business culture
without initiating radical changes.
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CHAPTER 6 - GAINS FOR SCIENCE AND
PRACTICE

This chapter explains theoretical and practical tdoutions from this study.

The author first identifies gaps of previous restaand then shows how this
study contributes to fulfill those gaps. Seconthys study explains practical

problems faced by FOBs during and after their B&RJ how this study assists
in overcoming those problems in future BSPs.

6.1 Theoretical contribution of the study

In 2004, after analyzing past literature, Pyromalml Rogdaki explained a
lack of an integrated conceptual framework dealuiy both initial satisfaction
with the business succession process and postssimadiusiness performance.
Some researchers have contributed to build thesrdimensional framework,
however, they did not test these contributions ewglly (Chittoor and Das,
2007).With this background, this study successfully asks this requirement
for theoretical knowledge and contributes to glomekearch in this area.
Handler (1989) suggests exercising quality resedesigns and use of statistical
tools in order to develop literature in this fielhis study addresses these issues
empirically through using a well-developed conceptiiamework and use of
statistical analysis and a strong theoretical b&kerefore, this contributes to
fill the gap identified by Handler (1989), Sharntaaé (2003a), and Brockhaus
(2004).

This study discovered a number of research gapsghrits exploratory study,
and those are presented under the sub-chapter atakgholders’ influence
behind the BSP (chapter 2.3) and in the concegtaatework (chapter 3.1).
Here, the researcher expects to summarize thosgspoefore presenting the
theoretical contribution.

Table 6.1: Research gaps identified in the study

Knowledge gaps identified Level of Analysis
relevance * (sub
chapter)
Sri | Global
Lanka

1. Identifying successors’ level of satisfactjoXXX | XXX 5.2.1
with the BSP and compares this level of initial

satisfaction between family member successors
and unrelated manager successors.
2. Comparing post—succession performance XXXXX 5.2.2
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unrelated manager successors and recognjizing
the most successful succession mode.

3 Measuring level of influence from stakehonEexxx XX 5.2.3
related factors on the successor’s initial

satisfaction
4. Measuring level of influence fromXXX XX 5.3.3
stakeholder related factors on post succegsion
business performance.
5. Discovering relatively important factgrsXXX | XXX 524
influencing the initial satisfaction with the
business succession process.
6. Discovering relatively important factgrsXXX | XXX 524
influencing the post succession business
performance
7. Analysing the above-mentioned knowledggXX | XXX 5.2.3
gaps (3-4) separately for family memlber
successors and unrelated manager successors
8. Discovering relatively important factgrsXXX | XXX 524
influencing the initial satisfaction with the
business succession process (for the family
member successor )
9. Discovering relatively important factgrsXXX | XXX 524
influencing the initial satisfaction with the
business succession process (for the unrelated
manager successor )
10 Comparing regression lines of unrelgtedXX | XXX 5.2.5
manager successors and family member
successors to identify variations.
11. Evaluating the relationship between initidXXX | XXX 5.2.6
satisfaction with the business succession prgcess
and post succession business performance
12 Evaluating successors’ willingness | XXX | XXX 5.2.7
continue with the existing ethical behaviour and
culture of the FOB
* X = Adding new aspects to existing knowledge

XX = Compliments existing knowledge

XXX = Proposes new knowledge

Source: Developed by researcher based on explgrstiody

between family member successors rnd

Table 6.2 summarizes the research findings ands litks with previous
research results in the field of business succegsiocesses in FOBs. The last
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two columns of the table show the study’s theoattiontribution in this field of
knowledge and theory. Some researchers have codhgaost succession
performance between a pair of alternatives suctiaasily member successors
and unrelated manager successors; FOBs and non:@@again with sizes of
companies such as small FOBs and publicly listeshpamies. For example,
Chittoor and Das (2007) use three large-sized If€izBs. Cucculelli and
Micucci (2008) analyze small-sized Italian FOBs.uteabach et al. (1999)
measure the performance of small-sized US FOBsahoh Hu (2007) analyze
Taiwa FOBswhile Gonzalez (2006) tested publicly-traded US famityng, and
Smith and Amoako-Adu (1999) analyzed Canadian plybliisted family firms.
Venter and Mass (2005) analyse small and mediusds&outh Africa FOBs.
However,no-one has analysed medium-sized family companresefore, this
study fulfils another global research gé&gefer to table 6.2, research question
(i1)). No-one has compared family member successors wrélated manager
successors in medium-sized FOBs. Therefore, thigisirst research report to
discuss this issue in such a specific manner.

Different qualitative and quantitative studies havaluated some factors that
have influenced performance, particularly busingssformance (table 6.2
guestions no. (iii)). However, this study, firstiyaluated all factors with one
sample framework. Secondly, those influencing fiscteere tested with the both
post succession performance indicators: satisfacial effectiveness. Thirdly,
this study originally included another two stakeleslgroups to the study and a
number of new influencing factors (non-family maegg commitment, family
involvement to management and non-family owner'sigciatment) that no one
address previously. For Sri Lanka, this expoundsioat unprecedented
knowledge.

Some of these evaluating factors are original dwounfions for global
knowledge base, parts of this research complemestirgg knowledge, and
some parts add new aspects to current knowledder @@ table 6.2, research
guestion (iii)). This is the first empirical study that evaluatke tnfluence from
all stakeholder-relevant factors on BSPs under bp#rspectives of post
succession performance.

Under research questions (iv) and (v), this studpira measures the
correlation between each influential factors aral ithtial satisfaction with the
business succession process and post successimedsuperformance under
both succession modes and finds results for eade meparately (refer to table
6.2 questions (iv) and (v)). This research is amotriginal contribution for Sri
Lanka as well as for the international knowledgseba

Under this section, the study develops two equsfia@ne for the initial
satisfaction with the business succession proagsafion 5.1) and one for the
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post succession performance (equation 5.4), basedstakeholder related

influential factors. These introduce new knowledgas which other researchers
may contribute to and develop in order to produagenvariety of dependent

variables.

In addition to the above, this study develops agotivo equations, for two
separate succession modes, in order to test thiiml isatisfaction with the
business succession process (equations 5.2 and Th&ke represent new
approaches to knowledge for FOB knowledge baseil{sefor questions (vii)
and (viii).

According to aforesaid findings, various factorsfluance the initial
satisfaction with the business succession procesd post succession
performance of family member successors and uecklatanager successors.
Therefore, it can be compared regression lines awhtify significant
differences (question (ix)). In answer to questieh about the relationship
between the initial satisfaction with the businesscession process and post
succession performance: a significant relationstgs identified and it has a
strong positive relationship. The final contributifrom this study is research
about the successor’s willingness to work underetkisting ethical climate and
culture (x1).
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Table 6.2: Key findings of the research and its lik with past researches

Research question £ Brief summary of key findings Level of
(Chapter 1.4) ° 5 significance of
273 the findings
S & Global | Sri
< Lanka
I. Do successors satisfy witlb.2.1|« Successors have only a “moderate level”, i.e. aegra X XXX
their BSP? Who in the satisfaction with the BSP they have had.

successor mode is high
satisfied with the busines
succession process fro
family member success
and unrelated

ly
5S
m
Or

manager

successor?

» Unrelated manager successors have higher leveisitél
satisfaction” than the family member successorsnadium-
sized family companies.

Comparison with previous study results

The suggestion to use initial satisfaction as a maeement
Goldberg (1996), Handler (1989a), Harvey and E&A85), Sharma and Irving (2005), Venter and Mae85),

What type of successor
most successful, that brin
prosperity for the FOB?

1$.2.1
S

« BSPs cause reductions in profitability, both in iy
member successor and unrelated manager successaged
companies.

 Family member successor decline in profitabilityerss
larger than unrelated manager successor managepaoges.
Therefore, under this background, unrelated mansigeresso

can be recognised as the most successful one.

X XXX

Comparison with previous study results gupportive Studies)
Chittoor and Das (2007); Cucculelli and Micucci@3); Lauterbach et al. (1999); Lin and Hu (2008;rBz-Gonza’” lez
(2006); Smith and Amoako-Adu (1999); Venter ancsME2005)




The suggestion to use post succession performaase measurement
Dauvis et al. (1997); Handler (1989a); Morris et(4b97); Sharma and Irving (2005); Sharma et &0

ii. What is the level of5.2.2| Concerning initial satisfaction: XX XXX
influence from stakeholders « All influential factors have a significant relatisimp, and
related factors to the post level of commitment of the successor, pre-trainiagd
succession  performance? experience and level of competence of the succhss@ strong
What are the most relationships on the initial satisfaction with tHsusiness
influential factors fro succession process.
stakeholders on the initial Concerning post succession performances:
satisfaction ~ with  th « All have significant relationships except the fansi
business succession willingness to support successor, non-family owreang non-
process? family manager's commitment to the business sucmess

process.
» All show positive correlation, but none have a gp
relationship

Comparison with previous study results
Initial Satisfaction
Level of commitment of the successdsharma et al. (2001)
Incumbents interest to let go Barry (1975); Chrisman et al. (1998); Dascher dens (1999),
Dyck et al. (2002); Sharma et al. (2001; 2003)
With Post successioperformances
Level of commitment of the success®arry (1975); Chrisman et al. (1998); Venterle{2003)
Level of competence of the succesddun and Bradstreet (1972)
Pre-training and experience Barach et al. (1988); Dyer (1986)
Incumbents interest to let goHandler (1989a); Sharma, Chrisman, and Chua {1997
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Relationship between incumbent and succesdackhaus (2004)

Family Harmony -Churchill and Hatten (1987)

Family willingness to support successoragiuri and Davis (1992)

Non-family managers' commitmerBruce and Picard (2006)

Commitment of the successor and pre-training ameesnce - King (2003)

The commitment of the successor , relationshipdmtvincumbent and successor and incumbents interésttgo- Lansberg
(1988)

Commitment of the successor, Pre-training and egpee, family harmonyMorris et al. (1997)

Commitment of the successor, Pre-training and eapee, incumbents interest to let-g&harma et al (2001)
Competence of the successor and pre-training apdreence Barach and Gantisky (1995), Ward (1987)

Pre-training and experience and incumbents inteteset go- Dascher and Jens (1999), Dyck et al. (2002), rBaaet al

(2003)
Incumbents interest to let go and family harmeriyavis (1997)
iv. What is the level of5.2.2|Concerning initial satisfaction: XXX XXX
influence from the « All factors have significant relationships excepinsfamily
stakeholder’s relevant owner’s and non-family manager’'s commitment to blosiness
factors to the business succession process.
succession process with| a » All factors have a positive correlation and the catment of
family member successor? the successor, the competence of the successdrapiag and

experience, family harmony and relationship between
incumbent and successor have particularly strolagioaships.
Concerning post succession performances:

* Apart from non-family manager's commitment, all eth
have significant relationships.

» All factors have a positive correlation.
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v. What is the level of5.2.2|Concerning initial satisfaction: XXX XXX
influence from the e Successor's commitment, competence, pre-trainingl | an
stakeholder’s relevamt experience, non-family owner's commitment and namify
factors to the business manager’'s commitment have significant relationships
succession process  with - All factors have a positive correlation.
unrelated manager Concerning post succession performances:
successors? e The commitment of the successor, pre-training |and

experience and non-family manager's commitment have
significant relationships.
» All factors have a positive correlation.

vi. What are the relatively5.2.3| Concerning initial satisfaction: XXX XXX
important  factors  from « Commitment and competence of the successor, prenga
stakeholders on the and experience, the relationship between incumbamd
business succession successor, family harmony and non-family managers'
process? commitment are the relatively important factors

Concerning post succession performance:

« The competence of the successor, relationship leetwe
incumbent and successor and family harmony areeiatively
important factors

vi. What are the relatively5.2.3 | Concerning initial satisfaction: XXX XXX
important  factors  from « The commitment of the successor, the competencinegf
stakeholders on the successor, pre-training and experience, the raksttip between
business succession process incumbent and successor and family harmony areeiatively
when it is preceded by |a important factors
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family successor?

iit. What are the relatively5.2.3| Concerning initial satisfaction: XXX XXX
important  factors  from  Level of competence of the successor and non-family
stakeholders on the managers' commitment to the business successiaegzare
business succession process the relatively important factors
when it is preceded by an
unrelated manager?

ix. Are there  significant5.2.4|« The overall regression equation for family membeXXX XXX
differences in the level of successors succession is significantly differenk (5) from
influence from each that obtained for unrelated manager successorgssion.
stakeholder’s relevamt « This difference is caused mainly due to influenwearf level
factors when the successipn of commitment, level of competence, relationshipween
mode is changed? incumbent and successor and family harmony.

X. Does successor's initial5.2.5]« These variables have statistically significanttretship. XXX XXX
satisfaction ~ with  the « Strong positive correlation is recorded betweentiah

business succession proc
has a relationship with po
succession busine
performance?

2SS
St
5S

satisfaction with the business succession procesbs St
succession business performance.

Comparison with previous study results
Sharma et al. (2001)
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xi. Is the successor willing 105.2.6

continue under th
presently existing ethical
climate and culture? Is
there a significa
difference between famil
member successors d
unrelated successors’
expectations?

According to the successors’ perception, most argéons
have a clan culture.

Clan culture is the expected organizational cultina the
majority of successors should work by.

XXX

XXX

* X = Adds new aspects to existing knowledge

XX = Complements existing knowledge

XXX = Proposes new knowledge

Source: Developed by researcher by amalgamatinly §tudings and exploratory study
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6.2 Implications in practice

The above mentioned findings in this study haveuanlrer of important
implications for future practice. This study proesd practical solutions to
problems faced by FOBs in Sri Lanka during theirPB$hose problems and
practical solutions are given below.

1) Can unrelated manager successors successfullynriamily businesses?
How is their performance?

According to the results of this study, performandecline after BSPs, with
both succession modes. That decline though is lowtr unrelated manager
successors than with family member successors. s Bhidy therefore
recommends unrelated manager successors as aapheféetter succession
alternative for medium-sized family companies, esgly between two family
member’s successors. Further, if FOB wants to mapagfessionally, this is the
best alternative. Trustworthiness and ability togarly manage FOBs to attain
family expectations are vital factors for this ciolesation.

“Unrelated manager successors are a good alternatsuccession mode to
fulfil the gap between two family member successioand when the FOB
wants to manage it professionally.”

2) How to improve post succession performance

“Successors satisfaction highly depends on theirroneadiness, as well as
commitment from all stakeholders to the businesgsession process”

According to research findings, successors haveenabel (average) levels of
satisfaction with business succession processés.cah actually be labelled the
level of “no satisfaction or dissatisfaction”. Pasiccession performances show
a downward trend from the incumbent to the succedso other words,
successors cause some damage to the business th@&inmanagement period.
This is not a good sign in order to successfullytcme the business. According
to the study, there is a positive relationship leetvthe initial satisfaction with
the business succession process and post succgssionmance. When the
successor is satisfied with the BSP, this posiivafluences better financial
performance in the company. It is therefore esakn@ recognise suitable
methods to increase successor satisfaction. Tinky stevelops an equation for
this purpose with the highly influencing stakehaoldelated factors.

According to said findings, what directly influerscéhe satisfaction is: the
successor's commitment; competence; pre-trainingl axperience; the
relationship between incumbent and successor; yah@rmony; and the non-



family manager’'s commitment. Therefore, herewithe tluthor suggests
increasing successor satisfaction based on theszhor factors:

Increasing the commitment level of the successor

Successor commitment is the successor’s psychalofpcus that pushes
them to focus business behaviour on managing thHg iRQhe most profitable
manner. Some successors join FOBs through genwsieedto be part of the
FOB, called affective commitment. Some join becaiisis their obligation,
called normative commitment; and others join dutatk of alternatives, called
calculative commitment. The remainder join due heirt inability to work
outside the business, called imperative commitmE@Bs require successors
who have affective commitment. There are a numideways this author
suggests raising commitment, as shown below:

» Align personal life expectations with those of #@B

* Encourage risk-taking (best learnt from childhood)

» Appoint the successor as head of a department tivate him

» Give opportunities to begin new business units uttte FOB umbrella

» Set achievable targets in personal life and giagspron achieving goals
» Develop confidence by being encouraged

» Match the successor’s career interests with th#tebusiness

» Match their expected fringe benefits with compagwyards

» Show various growth opportunities for the succeasahe FOB develops
* Show the intangible benefits of the company

* Build trust about when an incumbent’s step down

» Alter criticism to advice during the successionqass

» Enhance required skills, encourage risk-taking@mmburage new ideas

Increasing the competence level of the successor

As explained, FOBs are unique and cannot be entseparated from the
family. The successor all of a sudden plays a dolalas CEO of the FOB and
also a family member in the owner - family. If theyl as a successor, it directly
affects their role within their family. Accordingot Porvaznik (2011),
“Competence is the capability to discharge a aerpasition”. Therefore, the
successor’s level of competence is critical fonrtpersonal success as well as
successful growth of the FOB (De Alwis, 2010).

Porvaznik and Coll (2008) introduced a new framdwoamed“Model of
discrimination of competence pillargind describe what competence is essential
for success. They mention three pillars of compmtensocial maturity,
professional ability, and also practical skills.cAeding to this, if someone has
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all three pillars, in other wordshblistic competence” then they are an
individual with personal attractiveness and chaaisthat enables them to
influence people around them and raise their hagsginThis author suggests
developing these competencies in order to be aessfid successor.

Social maturity

* Knowledge of character qualiti€€haracter) — the ability to solve stressful
situations in appropriate ways, rather than witlleness, anger and other
expressions of temper.

 Knowledge of creative and discriminative qualitié@etermination and
creativity) - The successor should be very creaivé also a strategic thinker.

* Knowledge of temperament qualities (TemperamentYhe successor’s
external perception and behaviour should match tbés.

» Knowledge of somatic qualities (Somatic qualitiesjhe successor should
have physical and psychological capabilities t@fany stressful situation.

Professional ability (efficiency)

* Knowledge of methodology and systematic thinkings(&m thinking) — The
successor should be a systematic thinker and ke tabthink with a broad
perspective by seeing overall structures, pattants cycles in systems, rather
than seeing only specific events or part of theéesys

» Knowledge of control units (Control of objects) kelsuccessor should have
knowledge of individuals, organizations and natietts They should be familiar
with organizational settings, and the organisagnirpose.

* Knowledge of the functions (Functions) — The susoesshould have
knowledge of management functions, use of inteicglahips, main
responsibilities of management functions, delegatibpower, and information
sharing.

» Knowledge of information for control purposes (Qohtof Information) -
The successor should have the competence to pyapariage information.

Practical skills

* Knowledge of communication abilities (CommunicajionThe successor
plays a dual role as CEO and family member, anecsuccessful in both,
excellent communication skills are required infafmats.

* Knowledge of motivation abilities (Motivation) - are more complex
than ordinary businesses because the manageesl aoé performed by family
members, relatives or non-relative employees. Sscee should be able to
balance both and show transparency in actionsttthgdullest support from the
entire FOB. This is not an easy task; for that paep the successor should have
a good understanding about motivation.
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 Knowledge and capability to work in a team and dbuteam skills
(Teamwork) - As the team leader, the successoridh@aye lots of patience, an
excellent ability to judge situations, empathy, thequired degree of
assertiveness, as well as other personality maisabilities.

* Knowledge of self-management (Self control and tieentrol) — the
discipline to control individual personal reactiotts stressful responsibilities
and challenges in work and life. This involves nging time well and adapting
to changing situations.

“The manager's competence, their holistic, emergerfeature is a
characteristic given by his professional abilitypgal maturity and practical
skills” (Porvaznik, 2011).

Increasing pre-training and experience opportunise

This study clearly indicates that pre-training abdsiness experience
positively influences the post succession busipesformance, as well as the
initial satisfaction with the business successioacess. These findings give
great encouragement to conduct proper successians plo enhance the
capabilities by mixing relevant factors: proper eation, training, and internal
and external work experience.

Education —The education requires in the field n$ibess management, and
relevant technical background needed for particddasinesses. It is also
desirable to attend training seminars to get ugdi® knowledge in various
fields.

External training and experience - This approacreldps transferable skills in
human capital and is highly beneficial. It enhantes successor’'s level of
confidence and allows the successor knowledge alechnological and

managerial applications and innovative ideas. Il aiso help them attain

recognition from family as well as employers. lfpexience can be gained from
various industries, it will help the successor tenthmark processes and
procedures needed to improve. The most approptiate to get external

experience is before joining the company, whiclpsaive them more respect
within the FOB.

Internal training — This is the way of getting firgpecific human capital.
According to the resource-base view theory - vdriabsources, difficult to
Imitate and unique resources create competitivenbss advantages. To absorb
this, the successor should work within the businéssaddition, grooming
within the organization brings an opportunity t@istize with the organizational
culture. To provide the necessary experience witiencompany, it is advisable
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to use the most trustworthy managers and emploggesentors, who help the
training period run smoothly.

Business Succession is a not an event. It hasgadootess. Therefore, it is
better to start preparations for family member sasor during childhood. The
incumbent can discuss business matters during Yagatherings. Later, the
incumbent can bring the successor to the FOB akdhesn to learn specific
abilities. Secondly, he can take his support fawumbents work. When he is
familiar with the business, the managerial respmlityi can pass into the
successor’s hand. After satisfying the requiremehis incumbent can pass on
responsibility to the successor.

“Training and experience, both internal and exterhaon one hand develops
knowledge and skills, and on the other hand bringgscialization”

Developing better relationships between the incumiiand successor

Incumbents are human; and cannot be expected igetfogverything
overnight. They should be prepared to play the a3l an advisor or member of
the board; however this involvement should notéoubnecessary involvement
against successor’s decisions or hidden contrehafiagers who have worked
under them when he was CEO. They can discuss igsitesannot force the
successor to work according to his orders, whiallybaffects the successor’s
level of satisfaction. In some cases, the incumipeeters to work in another
capacity, as explained, but must remain in his asl@agreed. They must respect
the power of the successor and other governingelodii is advisable to seek
outside work like developing charitable organizasioand be an active member
of temples, or mosques. People can also spenadwitheheir grandchildren, as
most elders do.

Maximizing family harmony, encouragement and shagrknowledge

Every family has their own way of relating to eauattmner. However, some
influences can come from culture and ethical belief society. To develop
family harmony, parents must play a big role. Thayst introduce a number of
values in order to enhance family harmony. Somatesjres for maximising
family harmony are given bellow:

» Develop trust among each other through positivemaamcation.

» Select the successor during their childhood and treem for their job. At
some time, it is advisable to identify other mendeoles according to their
competencies, and train them accordingly.

» Discuss future plans in an open forum of family rbenrs.

» Document all transactions in the proper manner.
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» Fair treatment for all family members.

* Be honest and open to one another.

» Give opportunities to openly discuss differences.

» Discuss all issues, no matter how small.

* Help those who have problems and do not give ughemperson.

Commitment of non-family managers

To develop more commitment from non-family managéehe following
strategies can be utilized:

* Train the successor under the most trusted mandgers) the BSP.

» Develop good relationships between the successbitreermanagers during
the successor’s childhood.

* Enhance the successor with required competencig$ielps to trust them as
an appropriate successor.

» Hold social gatherings with top managers and famigmbers.

Summary of the chapter

This study provides significant and powerful cdmitions to the body of
academic and practical knowledge about businessssions in family owned
businesses. As the literature review reveals, mesgtarch has focused on inter-
generational business succession and very litdeareh has concentrated on
other succession modes. Furthermore, very littleeasch has been done
empirically. No research has been done with a cetaptonceptual framework
covering all stakeholder groups concerning BSPgh Wiis background, this
research compares family member successors ankhtetkenanager successors,
and identifies unrelated manager successors asntst suitable mode for
changing managers in future successions. Secondigs explored influence
from every stakeholder related-factor on BSPs.dxithis study has developed
equations based on the level of influence comiogfeach stakeholder related
factor on BSPs, both for initial satisfaction amat post- succession business
performance. Further, it has identified changesmfidiences when the successor
mode changes. Finally, it measures the willingn&ssuccessors to continue
managing the business under the existing ethicadaté and culture. These
findings, to some extent, fulfil various theoretigaps in various fields. On top
of that, findings based on research done on infiakfactors will assist BSPs be
more profitable, by managing BSPs more effectivélgder the second sub-
chapter, this study will elaborate on how thesdifigs can be used to develop
FOBs, especially medium-sized FOBs in Sri Lanka.
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CHAPTER 7- CONCLUSIONS

This chapter begins with conclusions and recommmug then presents
limitations of the study, and finally presents nmeroendations for further
research.

7.1 Research conclusions and recommendations

When the incumbent is getting close to retiremérg, FOB and the owner-
family is in a dilemma about the new successor mgppent, and success after
the new appointment. If this process fails, thatuos just occasionally, it is the
biggest loss in the entire life of the businesstentt is clearly not a regular
incident in these generic types of businesses. €ssmn usually means one
generation handing management to the next generatilost managers and
family members do not have any experience withrigss succession processes.
On some occasions, just the incumbent has someatadding of what is going
to take place, due to the fact that he was theesisor in the last transition.

A successful changeover is extremely dependantvonfaremost decisions.
The first one is choosing the appropriate successad the second one is
managing influential factors so as to maximise sasor satisfaction because
this directly affects post succession performaricthe business unit, not only
that, however the successor’'s willingness to wonklew the existing ethical
climate and culture of the FOB is a crucial influen because it has great
influence on performance.

Under these circumstances, the author was in aeptuna puzzle: are
successors satisfied with the business successamegs? Do family member
successor diminish organizational performance? Qamelated manager
successors perform better than the family membecessors? What are the
factors influencing successful business succegsiooess, and so on. Finally,
this motivated the author to conduct empirical gtud investigate those
guestions.

In the first stage, the author conducted an expoyastudy to recognise
performance measurement indicators, and stakelsoldeund the business
succession and their influence. Based on thesenfisdthe author developed a
conceptual framework and hypothesis for the forstadly. Medium-sized FOBs
who have gone through a business succession prodgss 2000 — 2007 are
the identified population for this study. A mailrgay was conducted, some in-
depth discussions were held with successors teatalata, and finally statistical
analysis was used to test hypothesis and find assBased on these analyses,
the study solves the conceptual puzzle.
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According to aforesaid findings, successors are satisfied with the business
succession process$his is true of all the succession modésrelated manager
successors have higher satisfaction than the fam#ynber successolst no
successors achieve more than the moderate levehtedfaction. This level
achieved indicates “no dissatisfaction and no feafi®n” and this is
dissatisfactory for the future of the FOB.CEOs do not satisfy the way of
appointing themit badly affects the performance.

According to empirical findings from this studguccessors have had a
damaging influence on business performances, tme family member
successors as well as unrelated manager succesabrsuccessors recorded
lower performances than the incumbent, which igsaadiraging sign for the
future existence of the FOB. The incumbent is the who took the most risks
to start the business, built the business ovextanded period of time and thus
he has greater experience and capacity than treessar. There are though,
many opportunities to groom potential successotdaaequired business ability
levels before the succession process.

This study compares performances of family membeceassors with that of
unrelated manager successors, based on both subjant objective indicators
in order to recognise the most successful succassder the highest level of
family involvement. Unrelated manager successors recorded better
performance than the family member successorstim fixerspectivesihey have
higher levels of satisfaction with the businessceasion process and better
business performance.

According to performance, unrelated manager suarssare most suitable
to take over management from the incumpdmwever it is not the most
appropriate appointment when family members dentarmk the successor. On
one side, it will create a number of inter-familyndlicts and it badly affects the
day to day business activities. From another petsge FOBs belong to the
family and if they do not have an opportunity tatkee lead in their own
company, they are unlikely to get this opportumitiside the company. It is far
better to encourage that committed member to aedhe required competence
and give them the chance to manage the companyetywwhen a FOB does
not have an available family member, an unrelatadager successor is the best
alternative to consider. Not only that, if owneegjuire running the FOB under
professional management, then this is a good altigen

Though all stakeholders-related factors have pesitelationships with the
BSP process (significant relationship with initigatisfaction with the
business succession process), the relatively impbfactors are the level of
commitment of the successor, level of competendleoluccessor, pre-
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training and experience , the relationship betwesmumbent and successor,
family harmony, non-family managers' commitmémtother words, if FOBs

successfully manage the above factors, it helpgase the successor’s initial
satisfaction with the business succession proaaddiaally helps to achieve

a successful post succession performance.

The successor’s level of commitment is one of thet amitical factors for the
success of the BSP, common for both family memioeessors and unrelated
manager successordoth successors highly emphasise the importance of
commitment to obtain the management position, wiscifurther empirically
confirmed by the study. No-one can be appointetbliye but in some situations,
due to obligation to the family, some family mensbé¢ake the business into
their hands without much real commitment. Theietast and career then do not
line-up with each other. In this situation, it isffidult to expect great
performance from the successor. Therefore, thelyamust take necessary
measures to develop higher levels of commitmentranpmtential successors.

To manage the FOB successfully, the level of canpetis the most
Important factor.Successors should be equipped with professionaliesfty,
practical skills and social maturity. The well-gopped successor carries
responsibility on behalf of all the main stakehodje.e. the successor himself,
the incumbent and the family. If the successor waiot be a successful
entrepreneur, they must put effort into acquirihg essential competencies. If
the incumbent wants to be wise and save their caypdaey must commit
themselves to train the successor. If the familpteao constantly reap benefits
from the FOB, they must give their full support aemcouragement to prepare
the successor.

Pre-training and experience is the next factorrdfuence FOBs should have
a clear succession plan to prepare the succestdotheirequired business skills
and experience, both externally and internally tffer recommendations are
discussed in chapter 6.2).

The relationship between the incumbent and theessoe is the next critical
factor. If the incumbent has developed a good relationsthiip the successor, it
directly increases the successor's confidenaed opens a path to pass
knowledge from the incumbent to the successor araietome aware of other
supportive hands around the FOB including custorardssuppliers. Therefore,
the incumbent’'s involvement is vital. Their involaent developing family
harmony is another critical role.

Family harmony is the next critical factdf. family members decrease their
commitment to the FOB and their involvement in aiivities and/or resign
from holding company positions during the businesscession process, it
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shows their unwillingness and dissatisfaction \li& new appointment. It could
also be a sign of their lack of trust about theidess future with the new
successor. On the contrary, if family members ocwmtiin their positions and are
committed to supporting the successor, it showdllmgness and trust with the
new appointmentlf family members give their undivided support e new
successor, willing to share knowledge without lad¢isih, to help them during
difficult situations, and to stand with the sucoed® protect the company, then
it increases the successor’s satisfaction and alsmeases post succession
performance.

Non-family managers’ commitment is the next factbrthe incumbent has
developed a good affiliation with the successonttiee non-family manager’'s
commitment to the BSP is not a vital issue. If thelationship is very poor
though, then the non-family managers can be agtgooup of enemies of the
BSP. The incumbent then must play a vital role evedoping relationship
between the successor and non-family managers.

If the FOB appoints an unrelated manager, otherfaomly managers are a
critical factor for the success because if familgnmbers are not ready to be the
successor, some managers build up hopes to benagghdihe leadership. When
a company appoints a manager from among those memadio has built up
hopes, or a complete outsider, there is a greaeanae they will go against the
business succession process and the successor, @hdifficult situation
develops within the FOB. Therefore, the non-famignager’'s commitment has
to be taken before appointing unrelated managarsagcessor.

Successor's commitment, competence and his pmarigaiand experience,
relationship with incumbent, family harmony and comment of non-family
managers are the relatively important factors todase level of satisfaction.
However the relative importance of influential factors clyms when the
succession mode is changedVhen succession is conducted with a family
member successor, the most important factors amdr tbommitment,
competence, pre-training and experience, familynoary and relationship with
the incumbent. However, when succession is caroed with an unrelated
managerial successor their competence and otherfandly manager’s
commitment to the business succession processtate v

This study measures factors of relative importatcemaximise business
performance after business succession processpsr 8 results, those factors
are the level of competence of the successor; degionship between the
incumbent and successor; and family harmdrye crucial point is that without
the successor, the incumbent and the family’s ireadlvement, the BSP cannot
be successful.
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The competence of the successor is the most imgoftctor for the
successful business succession. Relationship nailimbent and successor and
family harmony are the nexfherefore, this study again confirm successor,
incumbent and family as the most influential stalkedrs of the business
succession process of family business.

According to study findings, the successor’s satighn with thebusiness
succession proceddirectly influences business performan&multaneously,
the level of commitment, family harmony, and thdatienship between
incumbent and successor all directly influence hoitial satisfaction with the
business succession process and business perf@amanc

Finally, this study measures the successor’'s willess to work under the
existing ethical climate and cultur&ccording to research findings, most FOBs
have a definite clan cultureg-amily businesses usually maintain very close
relations with employees, whether they are famigmbers or not. The founder/
incumbent function as mentors and put great emphasi mutual trust and
commitment. Likewisemost successors are content to lead the organisatio
a similar fashion.Most unrelated successors are content to maimairent
business culture without introducing major chanddsst unrelated manager
successors have taken the management position gbora period of time and
therefore do not want to do way of performing. Sdamaily member-successors
are keen on market culture and some are keen amgtakore business risks.
Some are highly concerned about productivity improents but it can
generally be concluded that the majority of incuntbeand successors prefer to
lead the same type of organization

7.2 Generalization of findings

There are a number of differences between FOBgiihahka and European
Union countries (chapter 4.4). On the other hamdigh, there are a number of
similarities between Sri Lanka and European coestgoncerning influential
factors on the business succession process of FDBs.to literature about
southern Asian and Sri Lanka being unavailables stiidy is heavily based on
literature about the Western world. In other wortle study developed its
conceptual framework and hypothesis based on Weéterature. This study
acknowledges the influential factors already proveyn various Western
researchers (refer to table 6.2).

The main difference is those do not have test emsample framework.hey
have tested those in different formats; qualitdyivend quantitatively. Those
studies have considered only a few factors sucfamdy influential factors,
successor-related factors, and incumbent-relatetbrta These factors are

140



common all over the word, but the relative impocdarof each factor changes
from country to country, and region to regioim other words, some factors
were dropped from the equation concerning Sri Lamka these factors can be
included in the equation when it measures the CRagublic. Factors included
for Sri Lanka can be omitted from the equation wkests are done for the
Czech Republic.

7.3 Limitations of the research

This is the first study that empirically evaluates integrated model of
stakeholder related factors impacting on the bugsinguccession process in
medium-sized FOBs. Using quite a large sample,atidresses issues to obtain
a better understanding of the succession procdss.approach deviates from
the current approach in this field: anecdotal evidg case studies, and small-
scale descriptive studies. This study attemptsignifecantly contribute to the
body of knowledge of business succession proceassesdium-sized FOBs
however there are still further areas needed testigate. Due to the lack of a
database for Sri Lanka, the number of sample imiimited to 126. Therefore,
study evaluations are limited to multiple regressid@his study presents a
generic model of stakeholder related factors imftileg the business succession
process and future researchers may conduct resedrclarger sample sizes to
better generalize findings with more sophisticaidistical tools.

7.4 Recommendations for future research

This author presents further research suggestiomierutwo subheadings:
generalizing research findings for the whole woddd further development of
findings.

7.4.1 Generalizing research findings

This study presents a generic model to evaluateretaionship between
stakeholder’'s related influential factors and paesiccession performance.
However, future research may well focus on confignthese results by
analysing a larger sampldzurthermore, research is better conducted in sever
countries which have a dissimilar cultural backgwbuThis may be done by
dividing the total sample into segments: first gatien to second succession,
and also second generation to third succession etc.

7.4.2 Further development of the knowledge base

This model considered only 11 independent varialbfese factors each from
the successor, the incumbent, and the family; @ogof from the non-family
manager, and one factor from the non-family ownBessearchers though may
identify other influential factors relating to eastakeholder by scrutinizing
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various literatures. They can then include thesetofa into the research
framework and testing process. This model is ordgednl on stakeholders
concerning the BSP. Additionally, the successi@nptaxation regulations and
mode of legislations can all influence the BSRs therefore better to develop a
conceptual framework with that all and test thedesinfluencing the BSP.
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APPENDICES

Appendix A - Research questionnaire

30/3C
De Mel Road
Lakshapatiya
Moratuwa
Sri Lanka
Phone: 0714444269

01.06.2011
Business Succession in Medium Size Family Companies
Dear Participants,

As a PhD student of Tomas Bata University in Ztlee Czech Republic, | am
conducting a research ofBusiness succession in medium-size family
companies”to fulfill part of my educational requirements.iJlguestionnaire is
designed for studying the level of influence corfntem each stakeholder groups
to the business succession. As a family businessessor who has been
appointed through intergenerational successioreonuited by the owners, the
information you provide through the attached questaire definitely help me to
get better understanding about business succes8enause you are the great
resource person who can give a correct pictuream éach stakeholder group
influences the success of the business succession.

Any information obtained in connection with thisudy will be remained as
confidential. | will appreciate, if you could conepé the following questionnaire
and send it back to me.

Thank you very much indeed for your valuable time @ooperation. | greatly
appreciate your help in furthering this researathe@nor.

A. Chamaru De Alwis [Researcher]

Tomas Bata University in Zlin, Czech Republic
Senior Lecturer — University of Kelaniya, Sri Lanka
E.mal : dealwisac@gmail.com, dealwis@fame.utb.cz
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Section 1

1. Read the following four statements and tick theexranswer.

Yes NO

Does the whole or majority of ownership of the camp
belong to one family or few families?

Are the number of employees at present betweem90-1
Has the new successor been appointed in betwegmdne
2000 -20077?

Are you a family member or close relative of thenews
family or outside manager, recruited to run the
organization?

If all the answers areYes' please go to section 2 and 3 and if at least one
answer is No”, please stop answering the questionnaire and regribe
guestionnaire.

Section 2

2.1 Personal information

2. Please tick the correct answer
How did you receive the chairmanship [post of CECHairman] of the
company?

Because | am a family member of the past Chief tixes Office
[CEO])/ Chairman, thus past CEO/ Chairman and ottanily
members appointed me as the @O/ Chairman of the company

)

| am an outsider from owner-family : | was recrdit@ppointed a
CEO by the company

3. If you are family member, please mention relatigmsio the incumbent /
founder

Son

Brother

Daughter

Son-in-law

Spouse

Other [ Please write]
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4. If you are outsider from the owner family and apped as a CEO/ Chairman

(1) | have worked with the company prior to my
appointment as a CEO/ Chairman

(2 | did not work with the company prior to tt
appointment as a CEO/ Chairman

5. Sex : Male Fem

6. Age [ -----m-mmmmmmmee e years [ When you wesgppointed]
2.2 Family Owned Company

7. Business Type [Please tick]
Manufacturing

Wholesale and retail
Communication

Financial

Real estate

Hotel and restaurants
Transportation

Mixture of business [Number of businesses]
Others [Please specify]

8. Composition of the Director Board [ Please write]
Family members
Non-family members
Total

9. Business performances before and after businessssion

Last three years Year of | First three years afte
before the succession the succession
succession

=

ROA %
ROS ¥
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Section 3

10. Please respond as candidly as possible to th@wfog statements by
circling a number between 1 and 5 that represemt goganization as it was
first three years after business succession, Witlepresenting unsatisfactory
and 5 fully satisfactory.

Completely satisfied - 5

Fairly satisfied - 4

Moderately satisfied - 3

Satisfied up to some extent — 2

Not at all satisfied - 1
Please indicate the extent to which you satist whe
following statements. S|14)3 21

1 | The family business has performed as well or better
since the management/ leadership of the busjness
was handed over to me
2 | The family business has proved to be sustainable
since the management/ leadership of the business
was handed over to me
3 | The relationships among family members |are
positive after the management/l leadership of|the
business was handed over to me
4 | The relationships with stakeholders (network,
suppliers, etc.) are intact after the management ar
leadership of the business was handed over to me
5 |l improved/increased the revenues and profits ®f th
family business after the management/leadershjp of
the business was handed over to me

11 .Satisfaction with the succession process
Please indicate the extent to which you satist whe
following statements.

1 | The manner in which the succession process was
managed.
2 | The manner in which the choice of successor was
communicated to family members actively involved
in the business.
3 | The manner in which the choice of successor was
communicated to family members not actively
involved in the business.
4 | The manner in which the choice of successor was

51413 2|1
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communicated to key non-family managers.

5 | The process used to determine the potential
candidates for succession.

(o))

The criteria used to select the successor.

~

The process used to train the successor.

8 | The process used to familiarize the successor with
the business.

9 | The process used to familiarize the successor wjth
the employees of the business.

10 | The financial arrangements for the outgoing
president of your firm upon him/her retirement.

11 | The criteria used for determining the distributain
ownership after the transfer of leadership to the
successor.

12 | The suitability of the chosen successor

12. Successor (Factors influencing the propensity toake over the
business)

Please indicate the extent to which you agree thi¢h
following statements.

1 | Atthe time of succession, | had a strong desire to
take over business.

2 | At the time of succession, | had a strong intetieest
build up my carrier with this company.

3 | At the time of succession, | was willing to putan
great deal of my effort beyond that normally
expected, in order to assist the company be
successful.

4 | At the time of succession, | thought this position
would bring very good self image to me.

5 | At the time of succession, | had a recognized thi
CEO/Chairmanship as a rewarding career for my
future.

U)

6 | At the time of succession, | had a great deal of
confidence in my ability to manage the business
successftully.

7 | At the time of succession, | felt that | have caiyac
to understand real causes of issues in organization
and know just where to work to address them.

8 | At the time of succession, | had a good
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understanding about organizational setting, the
purpose of the existence of the organization.

9 | At the time of succession, | had good idea about
information needs

10 | At the time of succession, | knew management
functions and their use, interrelationship withteac
other.

7

11 | At the time of succession, | had excellent
communication skills in all formats such as reading
writing, speaking and listening.

12 | At the time of succession, | felt that | can mate/
all the employees (family and non family)
successfully

13 | At the time of succession, | had competence to work
as team leader

14 | At the time of succession, | had capacity to manage
time and very complex , stressful situations.

15 | At the time of succession, | had an academic
gualification[s] that prepared me to take over the
business.

16 | During the succession process, | was regularly
attending to business-related courses/seminars and
that prepared me to take over the business.

17 | At the time of the succession, | was very much
familiar internal setting of the business, duedstp
experience gathered through working in the
company.

18 | At the time of succession, | had experience in
different business setups other than that | obtaine
from this company and that prepared me to take
over the business confidently.

13.The incumbent (factors influencing the propensity © the
iIncumbent to step aside)

Please indicate the extent to which you agree thi¢h
following statements.

1 | At the time of succession, outgoing Chairman/CEQ| di
not want to preserve controlling power in his hand.

2 | The outgoing Chairman/CEO of our business felt kst
or her presence in the business was necessaryepoike
running.

3 | At the time of succession, past president did notern
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about the loss of image that he had received tlirdlg
company as a Chairman/CEO.

Former CEO/ Chairman did not interfere any of my
decisions after my appointment.

At the time of succession, former CEO /Chairman did

not have confidence about my competencies.

During the succession process, the retired CEO/
Chairman and | were willing to share informatiorttwi
each other.

During the succession process, former CEO/Chairman

introduced me to his business network without any
hesitation.

At the time of succession, former CEO/ Chairmanega
his acceptance to me as his successor.

<

At the time of succession, incumbent has build good
reorganization due to his non-business activitieh s
charitable work etc

10

At the time of succession, incumbent had lot obmle
activities to attend

14 Family (factors influencing acceptance of the newaie)

Please indicate the extent to which you agree thih
following statements.

1 | At the time of succession, family members beliened
as the best selection to appoint as next CEO/Claairm

2 | At the time of succession, family members committed
the business at their level best.

3 | At the time of succession, family members mutually
agreed to appoint me as a successor [new
chairman/CEOQ].

4 | At the time of succession, family members had
confidence about my capabilities.

5 | At the time of succession, family members freelsrsd
their knowledge with me.

6 | At the time of succession, family members mutually
agreed to continue their service they have providete
company.

7 | Family members who involve in business activities
highly committed to success of the succession ggce

8 | Higher percentage of family members in board| of

directors influenced to my decisions negatively.

168




15.Influence comes from non-family owners and managers

Please indicate the extent to which you agree thigh
. 54| 3| 2| 1
following statements.

1 | Atthe time of succession, there were no objectfoms
non-family owners against my appointment.

2 | At the time of succession, there was no requestecom
from non-family owners to withdraw their ownerstap
the company.

3 | At the time of the succession, non-family owners
encouraged me for accepting the post of CEO/Chairma

4 | At the time of the succession, non-family managers
believed me as a best selection as a successor,

5 | Non-family managers highly committed to implement
the changes that | have done after my appointment.

16.Please write your other aspects of the busines®ssion issues

17 *Organizational Culture Assessment Instrument (OCAI)”

Select most suitable statement from each fourrattés for the current culture
and your willingness

1. Dominant Characteristics

aInnd
uaan)

ssaubuljjim
INOA

A | The organization is a very personal place. likis &n
extended family. People seem to share a lot ohthe

B | The organization is a very dynamic entrepreneptate.
People are willing to stick their necks out ancetakks.

C | The organization is very results oriented. A majncern is
with getting the job done. People are very conipetand
achievement oriented.
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The organization is a very controlled and struatpkace.
Formal procedures generally govern what people do.

Total

2. Organizational Leadership

The leadership in the organization is generallysabered to
exemplify mentoring, facilitating, or nurturing.

The leadership in the organization is generallysabered to
exemplify entrepreneurship, innovating, or riskimgk

The leadership in the organization is generallysabered to
exemplify a no-nonsense, aggressive, results-@uefaicus.

The leadership in the organization is generallysaered to
exemplify coordinating, organizing, or smooth-rurgi
efficiency.

Total

3. Management of Employees

The management style in the organization is chanaet
by teamwork, consensus, and participation.

The management style in the organization is chanaet
by individual risk-taking, innovation, freedom, and
uniqueness.

The management style in the organization is charnaed
by hard-driving competitiveness, high demands, and
achievement.

The management style in the organization is charnaed
by security of employment, conformity, predictalyiliand
stability in relationships.

Total

4. Organization Glue

The glue that holds the organization togetheryally and
mutual trust. Commitment to this organization rargh.

The glue that holds the organization together )mroagment
to innovation and development. There is an emplha@si
being on the cutting edge.

The glue that holds the organization togetheresatmphasis
on achievement and goal accomplishment. Aggresssse
and winning are common themes.

The glue that holds the organization together & rules
and policies. Maintaining a smooth-running orgahan is
important.
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Total

5. Strategic Emphases

The organization emphasizes human developmenth Hig
trust, openness, and participation persist.

The organization emphasizes acquiring new resoanees
creating new challenges. Trying new things andpeating
for opportunities are valued.

The organization emphasizes competitive actions and
achievement. Hitting stretch targets and winnmghie
marketplace are dominant.

The organization emphasizes permanence and sgabilit
Efficiency, control and smooth operations are intgatr:

Total

6. Criteria of Success

The organization defines success on the basisof th
development of human resources, teamwork, employee
commitment, and concern for people.

The organization defines success on the basisvarfignghe
most unique or newest products. It is a prodwdde and
innovator.

The organization defines success on the basisrofimg in
the marketplace and outpacing the competition. [G&iitive
market leadership is key.

The organization defines success on the basidioiesicy.
Dependable delivery, smooth scheduling and low-cost
production are critical.
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Appendix B — Test of normality

Kolmogorov-Smirno% Shapiro-Wilk
Statistiq  df Sig. |Statistiq df Sig.

ROA AFTER .049 128 .20Q .935 124 .014
SATISFACTION .081 128 .095 970 124 . 647
COMMITMENT .065 128 .200 975 124 .0772
COMPETANCE .055 128 .200 976 124  .226
PRE-TRAINING .064 128 .071 .944 124  .31C
LET TO GO .067 128 123 .98( 124  .145
RELATIONSHIP .066 128 .20Q .96(Q 124  .053
OUTSIDE .073 128 175 .953 124  .31C
INTEREST

HARMANY .076 128 .065 942 124 .224
FAMILY .068 128 .200 .928 124 .176
SUPPORT

FAMILY INVOL .065 128 154 .945 124 .154
MINOR SHARE 114 128 145 .904 124 .065
NON-FAMILY .064 128 .200 .924 124  .225
MANAGER

a. Lilliefors Significance Correction
Dependent variable: Satisfaction
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Appendix C - Pearson correlation coefficients

5T 3] 3] &| 2| 23| I B3] Z| %
= ¢l B 3 7| B B S| g °
SCOM 476
STRA 486 | .499
ILETT 309 | 2947 | 475
IINT 224 | 418 | 353 | .334
IREL 200 | 214 | .323 175 .168
FHAR 334" | 455 | .350 160/ .069| .255
FSUP 267 138 294 | 2577 | 358 267 | .215
FMGT 414 108 404 | 258 | .189 136] 296 | .320°
NFO .098| .002| .108] .089] .120 .024| .091| .150| -.071
NFMG 201 .056| .342 127  .027 182 | .178 .148| 253" | .056

** donate significance at 1 percent level
* donate significance at 5 percent level

Source: Survey data, 2011




Appendix D — Tolerance, VIF and Durbin Watson test

Coefficients’
Unstandardized Standardized Collinearity
Coefficients Coefficients Statistics
Std. Toleran

Model B Error Beta t Sig. ce VIF
(Constant) -1.0771 .309 -3.489 .001
PRE-TRAINING .189 .064 213 2.9472 .004 589 1.697
COMMITMENT .309 .067 .305 4.641 .00 .71  1.39¢
COMPETANCE .168 .06(Q .185 2.792 .006 .701] 1.427
RELATIONSHIP .253 .076 211 3.321 .001 .766 1.306
HARMANY 7€ .06: 174 2.80¢ .00€¢,  .80¢ 1.245
NON-FAMILY 127 .05¢ .13¢ 2.307 .027  .86: 1.15¢
MANAGER

a. Dependent Variable: SATISFACTION
Durbin Watson test — 1.958

Coefficients
Unstandardized Standardized Collinearity
Coefficients Coefficients Statistics
Std. Toleran

Model B Error Beta t Sig. ce VIF

(Constant) -1.213  1.339 -.906 .367
COMPETANCE .619 .087 189 2.157 .033 .757 1.33(
HARMANY 1.13C .009 310 3.88¢ .00 .90 1.10d
RELATIONSHIP | 1.126 .025 .260 3.105 .002 .827 1.217%

a. Dependent Variable: ROA AFTER
Durbin Watson test — 1.703



Coefficients*?

Unstandardized | Standardize Collinearity
Coefficients Coefficients Statistics
Std.
Model B Error Beta t Sig. | Tolerancqg VIF
5 (Constant) -1.325 .303 -4.373  .000
COMMITMENT 2285 .081 213 2.761 .007 617 1.614
HARMANY 371 .078 .340 4.75¢ .00d .720 1.38¢4
RELATIONSHIP .369 .086 .294 4.264 .00d .765  1.308
PRE-TRAINING .169 .078 169 2.171  .032 .613 1.632
COMPETANCE 143 .069 155 2.063 .042 649 1.54(
a. Dependent Variable: SATISFACTION
b. Selecting only cases for which TYPE OF SUCCESSORO00
Durbin Watson test — 1.809
Coefficients*”
Unstandardized| Standardize Collinearity
Coefficients | Coefficients Statistics
Std.
Model B Error Beta t Sig. | Tolerancqg VIF
2 (Constant) .823 423 1.941 .059
NON-FAMILY 414 .064 544 4.421 .00d 1.050 1.123
MANAGER
COMPETANCE 243 .044§ .345 2.813 .009 1.265 1.041

a. Dependent Variable: SATISFACTION
b. Selecting only cases for which TYPE OF SUCCESSORO00

Durbin Watson test — 1.797
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