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Executive Summary

The research for this Report on governance practices in GCC family firms is based on
intferviews with over a hundred family firms in the GCC. The aims of this research
programme are to:

1. Raise awareness and understanding on
governance issues, frends and existing
practices amongst GCC family firms.

2. Enable family firms to benchmark
their own business against others in
the region and gain insight on how
similar businesses address these issues.

The following are the highlights of the
research findings:

B  The majority of GCC family firms
interviewed believe that corporate
governance is becoming a key
issue for the future.

B Many see it as one of the most
important ways to secure the
long-term health of the business,
and improve transparency,
efficiency and access to capital
and talent.

B However, corporate governance is
a lower strategic priority at present
in comparison to wider operational
and commercial concerns and
overall profitability.

B The top governance issues in GCC
family firms are succession and the
management of conflict. These two
are often directly related.

B Otherissues include transparency

and accountability, formalising
management structures, improving
rules and processes and the need
for beftter practices at Board level.
Many respondents believe that
improvements in these areas will
enhance their professionalism and
international competitiveness.

In the GCC, as in other regions of the
world, it is equally vital for family firms
to address family governance, which
is not the same as corporate
governance. A more rigorous
approach to family governance can
help these firms separate family
concerns from business issues, and
deal with other challenging issues
such as allocating shares, conducting
performance appraisals, setting
remuneration levels and establishing
objective criteria for family members’
participation in the business, both at
junior and executive level.



Introduction

The global economy is built on the family
firm. Many of the largest multinational
corporations began as family firms, and
around 90% of the world’s businesses can
be defined as family firms, both in
developed and emerging markets. The
majority are small and medium-sized
enterprises (SMEs), but some are very
large companies, especially in the Gulf
Cooperation Council (GCC), where many
such firms started life as small trading
concerns, but over two or three
generations have grown into substantial
diversified conglomerates, covering
sectors as diverse as retail, automotive,
construction, import/export, shipping,
insurance, agriculture, financial services,
real estate and manufacturing.

In fact, in the Gulf region some 80% of
gross domestic product (GDP) outside the
oil sector is generated by family businesses.
Family firms here have benefited from
dominant positions within their own
markets and little effective competition
from overseas, robust frading networks
within individual markets and strong
relationships with the banks, which unfil the
recent financial crisis, made access to
finance far easier for GCC firms than it is for
family businesses elsewhere in the world.

There are many distinguishing
characteristics of the family firm, and
these are discussed at length in the latest
PwC Global Survey of Family Businesses,
which was carried out between June and
September 2012.

“Companies with sound corporate

governance usually perform better than

other companies. Good corporate governance

results in better access to external capital,

lower financing costs, higher credit ratings

and strong investor confidence.”

The single most obvious point of
difference, of course, is the ownership
structure, and while this tends to take
the form of direct and total family
control, some firms also have non-family
shareholders and/or executives, and a
stock market listing is quite common,
especially in Asia.

The family ownership structure also
leads to notable differences in
corporate governance provisions and
companies operating within widely
different cultural and social contexts
need a governance framework that
reflects this, especially in relation to
sensitive issues such as Board structures
and succession arrangements. In the
GCC there are a number of firms with
very few formal procedures, and while
this may have worked well for the
founders, the potential for conflict
grows with each fransition to a new —
and by definition larger — generation of
family shareholders.

This is one reason why family firms in the
Gulf region are becoming more aware
of the importance of good corporate
governance and the role it can play
both in ensuring sound management
within the firm and in attracting external
customers, investors and business
partners outside it. Awareness of these
factors has definitely increased in the
last five years, but there is still more that
most GCC family businesses can do to
improve their practices in this vital area.

This Report sets out the findings of an
in-depth analysis of corporate
governance in the GCC family business
sector. The aims of the Report are to:

1. Raise awareness and understanding
on governance issues, frends and
existing practices amongst GCC
family firms.

2. Enable family firms to benchmark their
own business against others in the
region and gain insight from how
similar businesses address these issues.




GCC Family Firms

At its most basic, corporate
governance is about ensuring that the
concerns of a company’s shareholders
and stakeholders are taken into proper
account, and all their interests
balanced. In the special case of a
family firm, a robust corporate
governance framework can ensure a
productive and sustainable relationship
between the family shareholders and
the executives managing the business,
who may or may not be members of
the family in their own right.

There are also a number of issues which
are either unique to the GCC, or of
particular importance here. For
example, many family firms elsewhere in
the world establish family trusts as the
vehicle to hold and conftrol their shares,
but these are not used in the GCC,
where a holding company structure is
employed instead. This does not offer
the same advantages as a trust, and this
is why there is growing interest in the
possibility of creating offshore

Sharia-compliant trusts across the region.

GCC countries also share a powerful
cultural tradifion of respect for older
generations, which can clearly impact
the way a family business is run,
especially at the moment when
control and management pass from
one generation to the next. Families in
the GCC also have a strong desire to
keep their affairs private, which means
that they can be reluctant to bring
outsiders into the business in senior
positions. For the same reason, GCC
families are extremely concerned to
keep any family disputes from
becoming public knowledge.

Definitions’

It is only recently that we have seen a
number of such disputes ending up in
legal action, with the firm’s assets frozen
until a judgment could be determined.
The impact on the business in these
circumstances can clearly be disastrous.
Good corporate governance can be
extremely useful here, by providing a
framework for resolving disagreements
in an objective way and preventing
their escalation to the courts.

Most GCC family firms have adequate
governance procedures in place to deall
with their commercial needs, but far
fewer have a formal framework to
address the issues which arise in relation
to their ownership structure. Clearly every
family business is different and it is
important that the governance
framework reflects this and is flexible
enough fo address specific issues relating
to that business and its ownership
structure. On the other hand, there are
some issues which every business now
faces — family-owned or not - and a
strong governance framework will help
to address them and ensure long-term
survival and success.

For the purposes of this research programme, a ‘family business’ is defined as a business in which:

1 The maijority of votes are held by the person who established or acquired the firm (or
their spouses, parents, child, or child’s direct heirs);

2 At least one representative of the family is involved in the management or
administration of the firm;

3 In the case of a listed company, the person who established or acquired the firm (or
their families) possess 25% of the right to vote through their share capital and there is at
least one family member on the Board of the company.

'Family firm: A resilient model for the 21st century, October 2012



Issues and Priorities
for GCC Family Firms

The key drivers to improve governance and

transparency are linked to the desire to develop

and eventually pass on a healthy and efficient

organisation.

“The practical aspects of

implementation are likely

to be a challenge.”

Research findings show that most family
businesses in the GCC recognise the
importance of corporate governance in
principle, but do not currently believe it
can contribute significantly to their
long-term business success. At present, in
other words, it is seen as a ‘box-ticking
exercise’, rather than a commercial
priority. Furthermore, for some GCC family
firms corporate governance is not seen
as a priority due to a need for more
practical knowledge pertaining fo its
effective implementation.

Specific governance issues cited by
participants as areas of particular
concern include the definition and scope
of management roles, the need for
greater fransparency and the lack of the
appropriate corporate governance
structures that would effectively tackle
succession and conflict.

However, most respondents do recognise
that corporate governance will become
a more pressing issue in the future. Many
accept that they will pass a stronger
business to the next generation if their
governance framework is improved and
that greater transparency would make
the company more professional and
enhance its infernational
competitiveness.

> Succession, conflict and continuity

In the GCC, many family businesses are
major corporations, and a large
proportion are first- or second-generation
businesses, originally established 50 or 60
years ago. A number of these are facing
a transition to the next generation in the
next 5-10 years. According to our
findings, many of these firms are looking
at how they manage this looming
succession point and are implementing,
or considering, specific criteria for family
members joining the firm at a junior level
and particularly for those who might be
eligible to take over its management. This
might include a minimum level of
educational qualifications and/or
evidence of senior executive experience
outside the family firm.

In our experience, the two most
common causes for this business
breakdown are succession and conflict
and the latter can often arise as a direct
consequence of the former.

Findings from the PwC Family Business
Survey show that across the world, family
firms are establishing governance
measures designed to mitigate or
manage potential problems that may
arise at the moment of succession, but the
findings suggest that the GCC is lagging
behind in this respect.

“The key driver is the continuity and
sustainability of the business.”

This is a business for our children

and we must ensure that when

we hand it over we are giving

them a functional business.

“We have our old
classical agreements
but they are not

enough.”

Firms in our region are less likely to have
measures such as enfry and exit provisions
(12% as against 28% in the PwC Global
Survey), performance appraisal
mechanisms (18% as against 32%
globally), or provision for an impartial
third-party mediator (9% as against 24%).
A third-party mediator can work
particularly well in the GCC, since it allows
the family to retain its privacy and keep
knowledge of the dispute to only one
trusted outsider. If the mediator is chosen
well, this process can provide an effective
and long-lasting solution to specific issues,
which all participants can accept.

Family firms in our region could benefit
from agreeing and documenting their
succession process and strengthening
the provisions they have in place to deal
with any associated potential conflict.
This should ideally be done as part of a
more comprehensive review of their
corporafte governance measures.




> Management and control

One reason why some GCC firms are
reluctant to push forward with more
comprehensive governance measures is
because they feel it might threaten their
own control of the firm. This view is
particularly common among
first-generation founders of family
businesses, who often tend to have a
strong management style and would not
wish to change this to suit an
externally-imposed framework. Even
after the founder of the firm has formally
retired, many still feel a strong emotional
ownership of the business and continue
to take an active, informal role in
day-to-day decision-making. This can be
helpful, but it can also create tension if
those nominally entrusted with making
these decisions feel that they have no
authority and no real autonomy.

“Entitlement is

something that

an owner feels.’

Conversely, businesses in the second or
third generation are more likely to be
actively considering more formalised
governance, as they recognise that this
can instill a more professional approach
to management and help reduce
conflict, especially where there are a
large number of family shareholders.

“We must move from
an oral fradition fo
one in which rules and
guidelines are written
down so that they can
be referred to.”

“It is easy for

siblings to agree.

It gets harder for

cousins to agree.

It gets very, very
difficult for

second cousins
to agree.”

> Separating ‘family’ from ‘business’
concerns

Succession is a major — if not the major —
cause of conflict in a family business, but
disputes can arise for other reasons too
and a lack of effective communication is
often at the root of them. Members of
the family will often have very strong
views about strategy and management,
even if they are not involved in the
day-to-day operation of the firm. A lack
of communication —real or perceived —
can make some family members feel
excluded, which can lead to
unnecessary disputes. It is important to
ensure that clear information is provided
for all shareholders and that mechanisms
exist to ensure that family issues do not
become confused with business issues.

This is a particularly pertinent issue in the
GCC and the findings suggest that
many firms here still have a far greater
overlap between ‘the family’ and ‘the
business’ than their counterparts in
Europe or North America. Firms in our
region are, however, acutely aware of
the need to address this and are
increasingly looking to strengthen their
Boards as one way to achieve this. They
want Board-level discussions to be
about business issues, global challenges,
growth, strategy and profitability, rather
than family issues or conflicts.

“Being able to balance
the emotional and family
business trend together is
challenging but it needs

fo be done to push the

Board and directors to

the next level.”

“Never fall in love
with your assets.”

“My biggest issue is
separation of
authority — who has
the power to take
decisions, and how to
mitigate risks.”

“A strong well-functioning
Board acts as the right
interlocutor between the
family and the company.”




> Formalisation of structures, rules
and processes

Establishing more formal written
governance frameworks can help family
businesses to achieve a more efficient
and streamlined corporate structure.
Smaller firms do not need to implement
the full range of measures typical of
infernational best practice, but some
progress towards written guidelines can
make a significant positive difference,
especially in relation to roles and
responsibilities. This becomes particularly
important in the second or third
generation of the firm, since the skills
required to run an established business
are not the same as those required to set
it up successfully in the first place.

A lack of clarity about roles and
responsibilities can also complicate the
decision to bring in senior managers to
run the business, which is already a
challenging issue for most family firms. As
already discussed, GCC businesses
often find it particularly difficult to make
the decision to hire an outsider onto the
Board for cultural and social reasons.
Many firms find it easier to bring in a
CEO in a purely operational role and
allow them to run the Executive
Committee, but they are more reluctant
to give that person a seat on the Board,
which can cause practical difficulties in
relation to decision-making.

“There is a mind-set change between the older
members of the family and the younger members.

Formalising family governance and rules helps
document values and systems and retain the close
bond across the generations.”

For example, PwC's experience of
working with family firms across the world
suggests that many have senior family
members performing roles that do not
match the title that they hold. This can
cause confusion about responsibilities
within the business and lead to illjudged
choices in relation to recruitment.

“The issue is to define
roles and

responsibilities for the
next generation.”

An effective corporate governance
framework can help here and make it
easier to bring an external CEO onto the
Board by ensuring there is clarity about
roles and responsibilities, and a shared
understanding of the difference
between the job of the CEO and the
rights of the family shareholders.

“[The issue is the] lack of

stability for professionals

brought into the company. The

decision making process can
be difficult due to interference

of family members.”

“Bringing in non-family

memibers changes the

dynamics on the Board.”

More robust corporate governance will
lead to higher standards of
management, better understanding of
risks, more effective control
mechanisms and more informed
decision-making. It can also make it
much easier to attract and retain
talented people with vital skills.

“[Corporate governance

means] operations are
better controlled, risks

better managed.”




The Board

A strong and properly-constituted Board
is at the heart of good governance.
Most of the family firms interviewed
have Boards which include both family
and non-family Board members. It is vital
that Board directors are appointed on
an appropriate merit and specific skill
set rather than sentiment or family
hierarchy. Some large family firms are
now instituting a two-tier Board
structure, with an operational Board
reporting to a supervisory one, though
this is not yet common in the GCC.

Across the world, many family firms are
now appointing external and
independent non-executive directors, as
a way to bring in relevant experience
and ensure objectivity in decision-making,
entirely free of family-related emotion. It is
important to choose candidates with the
right mix of skills and industry expertise, but
if a suitable person can be found they
can provide a very helpful and extremely
cost-effective sounding Board in the
development of strategy.

When outsiders are brought into a family
firm Board — whether as executives or
non-executives — the dynamics of the
Board inevitably change and almost
always for the better. Meetings have to
become more formalised, with fewer
last minute cancellations, proper
agendas and more focused discussions
and decision-making.

Our findings show that 55% of GCC
family firms respondents have non-family
Board members, while 32% have female
family Board members. Just over half
(54%) have non-executive directors who
are family members and 42% have
non-executive directors from outside the
family. 51% have a non-executive Board
Chairman. 15% have non-family
shareholders and a further 12% are likely
to offer shares to people outside the
family in the next five years. 85% have
family members working as senior
executives. Most Board directors in the
GCC do not serve for a specified term,
but where they do, this fends to be
between three and five years.

90% have family
on the group board

32% have female family board members and
4% have female non-family board members

Just over half (54%) have family non-executive

directors on the board and 42% have non-family
non-executive directors on the board

é%f 54% have non-GCC national board members

Figure 1: Board membership

Under 3 years 4%

3 years 15%
4 years 16%
5years 7%

Over 5 years 2%

No specified term 56%

Figure 2: The term for Board Directors



Boards tend to convene once a quarter and meetings typically last between two
and three hours, though this average figure has a very large degree of variation from
one company to another.

Once 5%

Twice 16%

Three times 8%

Four times 39%
More than four times 25%

Not sure 7%

Figure 3: The frequency of Board meetings in a given financial year

30%
21%

13% 15%
0

0, 0,
8% . 4% 8%

Thr 2hrs 3hrs 4hrs 5-10hrs >aday  Notsure

Figure 4: The average duration of Board meetings

As for the Executive Directors who sit on the Board, 85% of GCC family firms
inferviewed have the Managing Director or the Chief Executive Officer (CEO)
represented on the Board, 27% have the Chief Financial Officer (CFO) represented
on the Board and 10% included the Human Resources as part of the Board. In 49% of
cases the agenda of Board meetings is set by the Chair and 31% by the CEO or
Managing Director. The mean average number of meetings per year is 4.4.

85%

27% 27%

—

MD/CEO FD/CFO Head of HR Other

Figure 5: Which Executive Directors sit on the Board?

The role of Board Secretary proves to be a role which can mean very different things
in different family businesses. In 59% it is an administrative function only, while in 41% it
has a strategic significance. Many firms allocate this role to someone with legal
training, or the Legal Counsel, while others give these responsibilities to the CFO or a
director of Business Development, or even the CEO or Chairman’s Personal Assistant
(PA). Only one respondent has a dedicated Board Secretary.

49%

31%

0,
17% . 20%
- 6% 8%
- [ | [ |
Chair CEO/MD General Board Board CFO/FD Other Not sure
Member Secretary

Figure 6: Who sets the Board agenda?



“The family will make the decisions at the end of the day.
But they should not be making key decisions ad hoc
outside of the Board. This is why we want o add
independent directors —to add discipline, strategic focus
and structure — so we can't by-pass the Board or cancel
Board meetings at the last minute.”

Audit Committee 71%

“[The challenge is the] ability to
distinguish between management,
owner, and the Board. To get the
Board to function as a proper Board.”

Currently family governance varies by company
depending on the level of day to day involvement
of family members.

> Board committees

A large proportion of GCC family
businesses have committees in place even
if these are noft full Board committees in
the same way as they would be in a
conventional listed company.

It is interesting that only 46% of GCC family
firms have an executive committee, but in
those that do, this committee can often
take an active role in the management of
the business and will meet more regularly
and be more hands-on than its equivalent
in a listed business.

The other common Board committees in
GCC family firms are an audit committee
(71%) and a remuneration committee
(43%), though some of these are not
strictly speaking Board committees, but
report to the CEO. Only 9% have a
corporate governance committee. The
proportion of non-family members is
higher with audit committees (around
71%) than on other committees. 55% of
the people chairing audit committees
are non-executives, compared with 69%
on executive committees.

Executive Committee

Remuneration/
Compensation Committee

Corporate Governance Committee

Nomination Committee

Figure 7: Percentage of family firms with Board committees in place

> Performance evaluation

The findings suggest that very few GCC
family firms have mechanisms in place
to evaluate Board performance. Only
40% of those interviewed answered this
question and of those only 11% have
such systems in place for the Board. This
suggests that the real figure for the
Board may be as low as 4%.

“The Board performance evaluation
system has not yet been implemented.
The idea has been raised and the Board

has agreed in principle. It will be
developed further and implemented over
the next year.”

A number of those interviewed said they
would consider implementing board
evaluation processes in the future, and
many were interested in how this is done
and how it could help improve overall
business performance. However, there
is a general acknowledgment that this is
a sensitive area, which has the potential
to negatively affect family dynamics. As
one interviewee put it, “There is no point
in evaluating the Board. If a family
member owns 20% of the company, you
cannot kick him off the Board, even if he
adds little value to it.”




Family Governance

GCC family firms generally have fewer formal governance structures and conflict
management processes in place than global family firms covered by the PwC
Global Survey. The findings show that 53% have no family governance structures in
place at all, while 20% are in the process of establishing this sort of structure. Around
half of respondents have defined the different responsibilities of family shareholders,
the Board and management, but only 20% of those interviewed have implemented
these in full and less than half (48%) have implemented them in part.

H Yes
B |n process

No

Figure 8: Do you have formal rules such as a family constitution or family governance structure2

m Totally m Partially Not implemented

Family Sharehol
amily Shareholders 52%
vs. Board

20%

Board vs. Company

0,
Management o1%

48%

Figure 9: Family firms with clearly-defined responsibilities % implemented in practice

A particularly popular governance mechanism elsewhere in the world is the
family/shareholders’ council - 37% of the participants in the research stated that they
have such a council. However, in our experience, many of these councils do not actually
meet in practice. A council of this kind can be especially useful for firms in the GCC,
where families fend to be larger than in Europe and North America and family businesses

tend to have a more blurred line of demarcation between ‘the family’ and ‘the business’.

37%

_ 19%

Family Assembly, Board or Council Family Office

Figure 10: What does family governance structure encompass?

Likewise the conglomerate structure of many GCC family firms means that individual
businesses are often run by different family members, so the owner/founder is the only
director with a clear idea of the business as a whole. When control passes to the next
generation, those on the Board may lack the knowledge they need to make objective
decisions about all the diverse parts of the business. The risk, should this occur, is that
decisions will be made for emotional rather than commercial or strategic reasons, and
conflict can arise between different ‘fiefdoms’.

A family/shareholders’ council can provide a forum for all members of the family to
discuss the business, and come to an agreed vision for its future, regardless of whether
they play an active role in day-to-day management. It can also be an effective
infermediary between individual family members and the formal Board of the business.
In other words, a council can play a key role in separating ownership (which can involve
the whole family), fromm management (which tends to involve only a few). A council
makes the succession process easier to manage, and provides a good oversight
mechanism when non-family executives are being brought in to manage the firm.

“Corporate governance
clears succession planning
and defining owners’ actual

responsibilities and limits family
interference in the day-to-day
running of the organization.”

Many family firms in the GCC see the benefit of a comprehensive review of their
corporate and ownership governance framework. This usually includes the
representation of the family on the Board, decision-making procedures, any rights
the family may have to be employed in the firm, exit provisions, provisions for in-laws
and daughters’ spouses, reward and remuneration policies, performance appraisal,
recruitment, the establishment and role of Board committees in areas such as audit
and the approach to dividends and reserves. Another issue is the different
responsibilities of both the family and the management in the succession process,
so as to ensure positive working relationships with and among the next generation.

19% of GCC family firms have a family office in place. The family office tends
to organise specific aspects of the family's activities, such as travel
arrangements, wealth management, and ‘concierge’ services. Such an office
could also handle philanthropic donations, but if these are significant it may
be appropriate or more efficient to set up a separate foundation to do this.




Transparency and Accountability

Mainly annual reports and
financial statements (to banks)

63%

We have already talked about the strong culture of privacy in the GCC. This is one 37%
reason why so few family firms disclose detailed information to the outside world
about their policies or performance.

No Yes

Figure 12: Do you disclose financial and non-financial
information to relevant business and financial partnerse

“There is No business case for public
disclosure by a family business — it

would be like opening up our private
bank account.”

Although when prompted, it was mainly
79% financial information to banks/auditors

21%

Most say this is for internal use only

76% No Yes

Figure 13: Do you disclose any financial information publicly2

24%

No Yes

" . . . 2
Figure 11: Do you produce annual financial accounts in a report form? CSR/environmental guidelines,

88% corporate brochure and HR information

Of those interviewed, 76% produce an shareholders better informed about the

equivalent of an annual report mainly future prospects of the company, as

for internal use only and 24% produce well as past performance. However, 12%
no equivalent of an annual report at all. 88% disclose no non-financial, No Vos
Some family firms are already environmental, social, or governance

producing strategic and information at all and 79% disclose Figure 14: Do you disclose non-financial,
forward-looking annual reports, but for nothing at all in public, whether environmental, social or governance information?

internal use only - to keep family financial or non-financial.




Those firms that do disclose information

tend to do so only for business purposes,

such as obtaining a bank loan. Many
banks are now moving away from
‘name lending’ based on personal
relationships and are requiring more
information on family firms’ financial
performance and balance sheets in
order to make lending decisions. As a
result, many GCC family firms

appreciate that having higher
standards of corporate governance
would assist in raising external finance,
whether from a bank or other investor
and while a significant number of GCC
family firms have no debt at all, it is
worth noting that 55% of the
participants in the research intend to
seek external capital in the future (24%
having done so in the past), so this will
become a more pressing issue.

Yes

76%

Figure 15: Percentage of family firms which have raised external capital

Yes 55%

No 30%

Depends/Don’t know

Figure 16: Percentage of family firms which intend to do so in future

A greater degree of fransparency would also make it easier to establish profitable
trading relationships with major multinationals. Indeed, GCC family firms are increasingly
finding that if they wish to partner with multinationals, then greater transparency in both
financial and non-financial information is a price they will have to pay.

63% of firms in the research study have
codes of corporate ethics, 45% have an
anti-corruption policy, 62% a code
dealing with conflicts of interest and
31% a whistle-blowing mechanism. This
sounds positive in theory, but in practice
only 31% had fully implemented these
measures and 24% had not
implemented them at all. Again, those
companies who wish to establish
business relationships with multinationals
will find themselves under pressure to
adopt measures like these.

“[Greater corporate
governance would mean we]j
have predictability and visibility

in financial performance and
are fransparent about it.”

There are other positive commercial
reasons to be more transparent: for
example, adopting a more open
approach will help attract talented and
skilled people from outside the business.

“Transparency serves the company to retain employees and
good talent; it also keeps employees engaged and not
worried about family members taking over.”

Code of Ethics 63%

Anti-bribery
and corruption policy

Whistle blowing

Conflict of Interest 62%

) 31%

Figure 17: Mechanisms/policies in place?

m Totally m Partially Not implemented

45%

...and are these implemented in practice?




Conclusion

L

L
‘ L
L

It ' ' “J.llrrlllrtllr}ll}.

i 'I'I'H'Irunmr
!'!.rmfi

P | I , -

LIy = | |
JF M a lMi Dok | /) ¥ &
}2{!1(). J s e Qi;? P i :

Vorlisim -

Family firms in the GCC are some of the

largest and most successful in the world.

However, as the global economy
comes slowly out of recession, it will
become more and more important for
firms in our region to implement higher
standards of corporate governance.
This will allow them to access finance at
more favourable terms, attract foreign
investors and customers and appeal to
the brightest talent. But as pressure
grows for companies of all kinds to
improve their governance procedures,
GCC family firms are already lagging
behind those in other markets.

S

There is a clear opportunity for
improvement and the risk — if this is not
taken —is that family firms in the Gulf
region begin to lose their international
competitiveness.

Our findings indicate that while many
GCC firms are fully aware of this,
governance is not, as yet, a sufficiently
high business priority. Those that are
addressing governance issues are
focusing more on conventional
corporate governance measures, rather
than family governance, because the
former can assist with business issues
such as obtaining external finance.
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We believe that family governance
should be at least as important to a
family firm as corporate governance,
and if neglected, can create the risk of
significant conflict, particularly on
succession.

The findings show that managing
succession and conflict are the top two
priorities for GCC family firms. These two
factors are seen as crucial for the
continuity of the majority of GCC family
firms, as 60% of those interviewed are
transitioning into the third generation.
However, GCC family firms could also
benefit from establishing more formal
corporate governance structures such
as separating management from
ownership, ensuring better delegation
and providing for a well-structured
Board that includes non-family
members with crucial business skills,
which will help keep the focus on
growth, strategy and global challenges
and ensure business continuity.

The findings also indicate that family firms in
the GCC could benefit from developing
and strengthening family governance (as
distinct from corporate governance). A
family or shareholders council, for example,
can address issues such as share
allocation, family representation on the
Board, exit provisions, remuneration policies
and performance appraisals, the minimum
requirements for recruitment and the
criteria for future leadership. Such a council
can be especially effective in the GCC,
where families in the GCC tend to be
larger than in Europe and North America.

GCC family firms view fransparency
and accountability as crucial to their
international competitiveness in the
globalised business environment. Many
consider that greater disclosure and
accessibility and clearer and more
defined processes would help establish
profitable trading relationships with
major multinationals, as well as
enhancing their professionalism, and
helping to attract skiled and talented
staff and improve access to capital.




Methodology

40%

The research for the corporate governance analysis in the GCC region was carried out
by the Pearl Initiafive and PwC between August and October 2012. Inifial desk research
identified a representative sample of GCC family firms and the likely issues for
discussion. 106 face-to-face, semi-structured interviews were conducted with key
leaders in GCC family firms in English or Arabic, with each averaging 45 minutes. Data
analysis was conducted during November. KSA UAE/Dubai  Bahrain Oman Qatar Lebanon Other

Participants were drawn from a wide diversity of sectors across the region including
construction (40%), retail (37%), manufacturing (36%), hospitality (25%), telecoms (18%), Figure 20: Location of HQ
banking and finance (18%). utilities (16%) and oil and gas (13%). and most of the
businesses were conglomerates covering more than one sector. The majority of those
participating employ more than 1,000 people and 21% employ more than 5,000. 60%
had been established for two generations and a further 29% for more than that. 28%
were active only in their domestic market, with a further 34% operating in up fo five
countries and 18% operating in more than eleven.
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