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SECTION A

Answer all the questions in this section.

QUESTION 1

Read the case study and then answer the questions that follow.
CASE STUDY: REARDON SUPPLY

Bob 1s fed up with his seven brothers and sisters. Therr business had accumulated cash
for an acquisition that Bob believed could ‘make’ the company, but his siblings voted
dividends for themselves instead. Reardon Supply 1s a $100-million-a-year
manufacturer owned equally by the Reardon siblings President since his dad retired
nine years ago, Bob, 49, has done a superlative job, Increasing revenues sevenfold,
organising an outside board of directors, and installing strategic planning companywide

Although Reardon Supply is very efficient, has no debt, and 1s very liquid, its growth rate
Is slowing. Its competition (no longer local companies but national and intemational
conglomerates) 1s squeezing margins, and more of its customers are going overseas.
Running at capactty, it needs extensive capital expenditures to stay competitive.

All of Bob’s siblings are settled in careers and lives outside Reardon Supply. Lately,
some have become concemed about their general lack of hquidity and diversification,
and have expressed an interest in cashing out. Bob’s sister, Nancy, seems to resent
Bob’s salary even though 1t is industry matched. The siblings are very glad to have “one

of theirr own” In charge

A family council meeting is coming up soon. Once again Bob is faced with siblings who
do not want to hear that Reardon Supply’s world 1s changing. He knows he has to do
something, but what?

(Source* Poza, E.J. 2010. Family Business. 3° edition. South-Western' Ohio)
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Question 1

11 According to the systems-theory perspective, the individual perspectives of family
members and the firm will understandably be different, because of their positions

in the system.

111 lllustrate, on a graphic representation of the Systems Theory Model, in
which segments Bob and his siblings fall. (3)

1.1.2 Give reasons for your selection (in question 1.1.1), using phrases from the
case study. (2)

1.2 Discuss whether joint-optimisation or blurred system boundanes occur In
Reardon Supply (4)
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13  In the upcoming family council meeting, which cntical issues relating to Reardon
Supply should be addressed? (6)

1.4  What are the charactenstics that define the essence of the distinctiveness of a
family business? (4)
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In the Agency Theory Perspective, researchers have concluded that when family
ties exist between owners and agents, executive entrenchment (the reluctance to
transfer power to others) increases and as a result, so do agency costs

What are the potential sources of agency costs that Bob should be aware of? (6)

The competitive advantages inherent in family businesses are best explained by
the resource-based view of orgarusations
Discuss five (5) unique resources that family businesses like Reardon Supply

can call on to create a competitive advantage. (5)
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Question 2

21

Michael Porter published one of the most influential works on strategic planning
in 1980. His work is profoundly relevant to family businesses, which often
populate the middle to downstream portions of the supply chain Porter's work
suggested that competitive intensity i1s a function of five forces.

Briefly discuss these five forces (10)
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There are numerous ways i which us-and-them behaviour can manifest itseif in
multigenerational families and this makes them fertile ground for zero-sum
dynamics

2 2.1 Descnbe the concept of zero-sum dynamics experienced by famity-owned
businesses (5)
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2.2.2 Use two examples to demonstrate how zero-sum dynamics affect a family
firm (5)

[20}
Question 3

3.1 Many family business owners consider their estate planning completed when
they have selected some transfer-of-wealth approach with their accountant or tax
attorey. They sometimes fail to address other important aspects of generational

transfer.

Explain ten (10) aspects of generational transfer that owners fall to address

dunng estate planning (10)
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Family governance is a system of joint decision-making, most often by a board of
directors and a family council that help the owner-family govern ts relationship
with its enterpnses and wealth

What are the responsibilities of a board of directors? (10)
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Question 4

4.1  Conflict 15 inevitable in families, and more so in families that live, work and
control assets together. One of the benefits of family meetings 1s the forum they
provide for minimising the potential for conflict.

Discuss the problems that can be addressed duning family meetings (10)
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4 2 Discuss the concept of “buy-and-sell agreements” as a corporate structure and

class of stock. (10)
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