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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.

ESTATE PLANNING FOR THE FAMILY BUSINESS

Thomas Sages and David Wales were old-time friends who grew up and went to school
together Their ties were further strengthened when Dawvid’s son marrned Thomas’
daughter When David died a few years earlier, the shock was great for Thomas Dawid
had not only been Thomas’ closest fnend since they were young, but he was also his
business associate — contributing 10% of the business equity when Thomas started the
expansion of his supermarket chain The recent passing away of David's wife, Laura,
revived the wound in Thomas Upon his return from the funeral of his friend’s wife,

Laura, Thomas looked stern and preoccupied

Thomas found himself thinking about the future of the business he had so successfully
built Two of his children worked in the business and he felt rather comfortable with their
ability to lead t forward — even though he had occasional disagreements with them
about new developments His concemn, revived by the funeral, was more about the
transfer of his ownership stake He had wntten a will many years ago and he thought
that he should revisit it

The high quality grocery store that Thomas launched in 1954 had quickly developed into
a very successful supermarket chain, thanks to his entrepreneunal drive While his son,
Lows, born from a first marnage, had never been included in the business, the three
children from his second marriage had all worked there The two youngest, Caroline
and Timothy had made therr way up Caroline was in charge of the consumer credit
division and Timothy of the supermarket operations Their older brother, Charles,

however, had left the business after some tension
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When his children joined the business, Thomas gave each of them 5% equity, to link the
responsibility of ownership to that of management His wife, Martina, his friend, David,

and a fund for the managers, each owned 10% of the capital

David’'s shares had gone to his only son David Jnr, who was marned to Caroline,
Thomas's daughter Thomas wondered how he should transfer his own shares, which
represented 55% of capital One of his first questions was whether or not to link
ownership and leadership of the business Caroline and Timothy would probably not
wish to deal with a “sleeping partner” such as Charles, especially given the fact that
Charles had left the business with some bitterness An option would be to give Charles

some real estate and to give shares to the other two

Splitting the real estate from the operations had been done by other family businesses
for similar purposes Maybe Charles should even be encouraged to trade his 5% stake
against some real estate Thomas then wondered if the business shouid be further splhit:
real estate to Charles, “bank” to Caroline, supermarket operations to Timothy However,
the fact that David Jnr (Caroline’s husband) owned 10% of the shares and that the
management fund also owned 10% of the shares meant that the matter needed to be
closely examined At this point, Thomas also realised that he needed to better
understand the consequences of the latest inhentance laws - they had recently
changed and he was not sure what his wife, Martina, should receive should he die
before her He also needed to think about Louis, his elder son, who never received
shares from the business, but was entitted to a share of the inhentance Therr
retationship had been distant for many years, but they had grown closer recently and
Thomas wanted Louis to be part of the plan Thomas decided that he needed to discuss

these 1ssues with his trusted advisor and he picked up the phone

(Source Adapted from Chnistine Blondel www_kpmgfamilybusiness com)
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QUESTION 1

11 Based on the case study, mention any five (5} things which Thomas did to avoid
the pitfalls in estate planning experienced by most business owners? Support
your answer with evidence from the case study (10)
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Many owners consider their estate planning completed when they have selected
some transfer-of-wealth approach with their accountant or tax attorney They fail
to address other impontant generational transfers

Explain any eight (8) important aspects that Thomas needs to address In the
planning of his estate (8)
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13  Explain the role that the board of directors can play in order to ensure the
continuity of Thomas's chain stores (8)
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Two types of trusts particularly beneficial to family businesses in today’s
environment are the grantor-retained annuity trust (GRAT) and the intentionally
defective grantor trust (DGT)

Describe how these trusts can benefit Thomas in his quest for a fair distribution
of his estate (4)

[30]
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SECTION B

Answer any two of the following three questions in this section

QUESTION 2

21 Michael Porter published one of the most influential works on strategic planning
In 1980 His work 1s profoundly relevant to family business, which often populate
the middle to downstream portions of supply chain Porter's work suggested that
competitive intensity 1s a function of five forces

Briefly discuss these five (5) forces (10)
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Family businesses are vulnerable to the consequences of blurred boundarnes
among the family, ownership and management subsystems

Explain any three (3) of such blurred boundaries (6)

Family-business owners, who had boards with two or more outsiders,
acknowledged that these boards had contnbuted to the effective management of
thetr firms

Name four (4) reasons why boards with independent outsiders are deemed so
important to family-business competitiveness and continuity? (4)
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[20]

QUESTION 3

31 Effective governance empowers leaders of families in business to make the most
of the unique strengths of a family enterpnse

Discuss any ten (10) challenges that might occur to the family governance (10)
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Centennial family companies have iearned to govern family business interactions
and mrtigate shareholder disunity

Describe five (5) formal structures and processes through which centennial
family businesses govern shareholders disunity (5)
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33 Next-generation members have to prove themselves capable of managing the
firm, managing the money and managing family relationships
Explan any five (5) charactenstics which successful next-generation leaders
share (5)
[20]
QUESTION 4
41  Discuss ten (10) benefits of family meetings m family business governance

(10)
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42  According to Poza and Daugherty (2014), owners of a family business should
promote three key sources of capital Discuss these three (3) key sources of
capital (6)

[TURN OVER]



14 MNE3704
May/Jung 2016

43 Define the concept of a longterm incentive plan and explan s primary
objectives (4)

[20]
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©
UNISA 2016



15 MNE3704
May/June 2016

ROUGH WORK PAGE 1
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