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Family businesses have played an important
role in the economic systems throughout
the world. More than two thirds of business
organizations worldwide are administrated
by family members. Most of the world’s
economic output, employment and wealth
have been the result of this type of business.
Research from several global institutes,
including McKinsey & Company and the
Harvard Business Review, have found that
the profitability and growth rate of family-run
operations are higher than other businesses.

These impressive results, however, are in
contrast to a study that found that 95 percent
of the family businesses do not survive
beyond the third generation. This is partially
due to the nature of family business
administrations, which often are challenged
by succession planning, lack of management
systems and professional executives,
an increasing number of kinship and the

complex relationship within the family itself.

Sustainable family business has become
one of the most frequently discussed
issues. A guideline is needed to help family
businesses survive and advise them on how
to maintain a long-term competitive position
when the business continues to expand and
is being passed into the hands of the next
generation, particularly in cases in which
family members lack the sufficient knowledge,
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capability and professional management
skills to run the company, which is a major
risk of this type of business.

One of the first concepts to be applied
at the global level to reduce this risk is to
improve corporate governance within the
family business. The keyto achievingthisisto
restructure the board of directors, (formerly
often dominated by family members) to
have a greater proportion of independent
“professional” directors from outside to
reduce the multiple role-playing problem
of family members that may be directors,
executives and shareholders at one time.
A risky structure can lead to conflict of
interestand inefficiency in the administration
and implementation of corporate strategy.

Therefore, the entry of independent directors
adds value to the family business as
an agent of outside expertise and an
independent voice, which results in a more
pbalanced operation and enhances the
professionalism in the performance of

duties of the board of directors.

Nevertheless, the degree of the positive
impact independent directors “outsiders”
have on the family business depends on
three important factors that the “insiders”
have to answer on their own. They are as
follow:

1) Does the current board of the directors
have diverse and sufficient skills to
support the organization’s business
strategy?

2) Is the organization’s culture, especially
the attitude of family members, open for
new ideas and is it willing to accept the
views of “outsiders”?

3) Are the processes within the organiza-
tion professional, well planned and well
organized?

The Wadi Group, a large conglomerate in the
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agribusiness sector in Egypt administrated
py the Freiji and Nasrallah families, is an
example of a family business that has
adopted the concept under the guidance of
the International Finance Corporation (IFC).

Similar to other family businesses, the Wadi
Group had seven committees consisting
of family members and no subcommittees,
and there was no clear separation of roles
between directors and management. It had
become common for company employees
to see Mr. Musa Freiji, Chairman of the Board
to sign his name to approve day-to-day
documents.

However, in recent years, the Wadi group
has become well known for its strong
organization culture, steps taken for self-
improvement and efforts to improve its
business to support rapid growth and good
corporate governance.

“Our organization s growing very fast,
which is becoming a large challenge. This
has made us think seriously on whether the
business will survive when it is passed on
o the second and third generations” said
Mr. Ramzi Nasrallah, a family member, who
is a Chief Financial Officer (CFO) of Wadi
Group said.

The key highlight of the restructuring of
Wadi Group corporate governance in 2007
was the structure change at the board level,
which included nominating independent
directors to the board for the first time, the
revision of the financial report by the audit
committee and conducting an efficiency
assessment of risk management and internal
control, which was the first subcommittee
1o be set up since the establishment of the
company in 1995.

In addition, the company established a
formal family council, which meets four time

a year, and a family assembly is to serve

as a channel for communication among all
family members, especially with regards to
important business decisions and the
succession issue. The meeting is held
once a year. About one and half year after
the changes were implemented, the Wadi
GrouprevealedthroughanIFCreportthatthe
improvement of the corporate governance
structure allowed the company to maintain
its performance. Even when the economy
was sluggish in 2008, the company had a
profitgrowthrate of 80 percent. Furthermore,
it also allowed the company to more easily
access capital sources, enabling it to raise
US$68 million. Moreover, it is also able to
manage risk better and build a good image
for the organization.

The Wadi Group is an interesting case study
of an organization that has adopted the
concept of good corporate governance,
especially bringing “outsiders” to sit as
independent directors successfully with
the
challenge is not adopting the concept but

empirical  results. However, real
ensuring that family members have an open
mind and the ability to recruit “true” directors

with true independence.
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