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ting Up @ Famity Office

3.4 Form a ‘hybrid’

This model, promoted by Barbara Hauser in her early Writin

4 sound proposition today. The idea is to have a very smal ngs, "B

full-time family office staff, "mberof, eiqure 1, The evolution of famity weafth
Pros: A small group interacts closely with the family, underst,

needs and outsources as necessary. Nds they

Cons: A small group may be overwhelmed by the number i

of duties, eventually wishing to hire additional staff. arigty

evelopment of
social capital « Stewardship

M Dwersuﬁcatlon of . Leadefshlp

« Reinvestment or
3.5 Partner with a multi-family office earnings

In this model, you retain your own identity as a family office t,, . Liquidity
interface with the family, and give the administration and i investme :
management function to a third-party multi-family office. n

Pros: The back office of a large multi-family office can provide 5
number of skilled administrative services. See, for example the muni.
family office of Pitcairn, which promotes on its website that jt i glad
to be the back office partner of an SFO, We predict that these ! Private
label’ family offices will become more prevalent. You and your family
could spend some instructive time interviewing a number of those
offices willing to provide back office services.

« Sale of business
assets

clients and may therefore need to understand the priority a

K@ Sther

4. The need for a family office &:
Has there been a liquidity event that prod , or will produ : ‘jjj}
:_\_.gerof liquid assets for the family to manageé} resultingdn @ bu"*"" ‘lt“’ uld be that t Mo ne * xgenen
. capltaLL‘! ‘{-ﬁf w“ Q,
"‘”" l)'»fi!ml')'off'cesh::webeenc:reatedtom \; i dL utions accrues . to the and needs to be reinvested,
generate the ownersmp of pnvate businesses " ' int cent ke i Jﬂ“ﬁ‘nir OUg ght given to how
imes, the combir rewardsofh'gheammgsasa -f-w”f ! S Ny Ko
incentive componentssuchaslsh re opt ions. However Invartably at s1s B IS i
‘of ¢ (”” t;,.», N SR S vente aver the last twe with a need to manag
‘ H'ML,»J,J J»« H-L«& ‘:*.4'*”“ over the ias | obligations, as the num

3 S| Jﬁil V—n]z oo flﬂ,ﬂjbl?@)\ﬁto?z;l’ aree INCr

Cons: You remain a client of a family office with a number of :@

to investment opportunities and how your needs fit

clients’ needs as part of an overall workflow. As the top row illustrates, the first transformation is typically from

wealth represented by the ownership of an active asset like a family
business, to wealth held in a mo\{g/ lqu‘ tgg,lp,aspassive capital.

—he [} -

This doesn't nece,ssarlly l,'!,s:" l‘j\,L he whole vAa MB
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-'*-.'? essful entrepreneur.

s, capital transformation events bring with them
s ""-i-.‘-r*é"%.':'.f’r "°,3’} @Wner’s relationship to that ,
1 the nature of the decision making that surrounds it:
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“For many, contemplating S€tting ,,
a family office only occyrs afte ;

I the
realisation of their actiye assets

such an event is normally Precede
by significant planning to Maximise
the value realised from the sale, ang
minimise the impact of taxation; p,; 8
Including within that planning howt, &8
manage the wealth that j< realiseqd -

and specifically the possible role and '
Structure of the family office. will

réap great long-term benefits ”

For some. the primary risk i

. J : .
' \/ ) 1 104 Yir M -
be given Lo mitigating the risk of the vahue ¢ -
” 3 o F
because of market movemente ~» /
. ’ : al«1la g

Over time. rmmr.]li/, the number af fan

/ membe T g
or indirectly by the Management of the paceive SAIPal t s
With this transformation Comes the transition af rscecive <«
derived Dy one generatigmgto ¢ nital owned |

descendent generatignsandhwhat r any advisers haye

as the ‘financial family’ 'ENSNring that wealth swried by 1

remains in theétgfoective control and Ovmarel
and strategigrthirthing

Fmally, there s metamofpNesis into a business familv’ wi
the mandgement of tfie Fan‘uly'z weaith in a businesslike ¢
wWhich point the tgnS§oMmation from a family business to 1 bucine<s
tarmity becomestomglete.

Through/®Ms process the family office becomes an inteor )|

of the fanuly’s wealith mdanagement scheme. focusIr g intialiv on th
investmentand management of financial capital and ultimatelyv o

fnanggement of the family's overall Capital, including that attribut
20"

» the value of the family members themselves human capita
« their engagement in their community (social capital): and
» their accumulated wisdom (intellectual capital)

For many, contemplating setting up a family office only occurs afte
the realisation of their active assets. Such an event IS normally
preceded by significant planning to maximise the value realised from
the sale, and minimise the impact of taxation: but including within that
planning how to manage the wealth that is realised, and specifically

the possible role and structure of the family office, will reap great
long-term benefits.

5. It’s not all about assets
One of the most common questions we are asked is: How much
wealth does a family need to own in order to think about setting up

a family office? Not surprisingly, the answer is not as straightforward
as you might expect.

Some say the threshold should be at least $50 million in assets,
others as much as $250 million; but the most commonly quoted ‘
figure, according to Russ Allan Prince, is $100 million, that sum being
sufficient to offer a cost benefit to the family in managing the money
themselves as against using a third-party investment manager.”
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However, to break the answer dc?wn into a sirpple COst-benefy
analysis is perhaps to over-snmphfy the question, For example
investment management is but one element of the coste a5s0ciy
with the administration and ma.nagemen.t of wealth in genera) Otgd
costs include legal and professional .s?rwces fees, which can al or
effectively insourced. We'll be examining the nature of family ome
costs later in this report. Ca

In addition, there may be other reasons besides cost for arrangin
office to look after the family's interests, including direct ﬁ"aﬂciaf an
benefits and broader benefits like maximising the valye of the famits
overall capital. We touched briefly above on how many Successfy Ily's
families spend more time on maximising the value of the familys
human and social capital through deployment of funds towards
education of family members, and philanthropy, than on Managing
their financial capital. A family office can provide the f"amework for
forums on these matters.

Again, some family offices exist for the primary purpose of Maintainin
the family’s name and reputation across generations through the :

Figure 2. Benefits of a family office

ommunity engagement

s& benefits, to a greater or lesser degree, may be

ny or all
shared responsibility of managing a family foundation. \i re'é”& own and your family’s situation,

&S

Finally, the level of complexity of the family's affairs may mean there
s benefit in having one central point of contact to coordinate tlxe O

‘s,

In conclusion, there is no hard and fast level at w@ ecomes ‘
beneficial for a family to set up their own private .Granted\it + ¥

~ probably makes sense financially where flere is @ significagtamotint

with the vision to manage the family’s wealth for fu&
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V. Preliminary
matters
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b %@ettmg too immersed in the design process, bear in mind

. you might already have a functional family office in place, albeit
| owmg signs of the stresses highlighted in chapter il
RO

Many families who own a business use the services of employees for
personal assistance. In many cases this informal arrangement amounts
to the functioning of a family office; and indeed it is now referred to as
an ‘embedded’ family office. Eventually, for tax and other reasons, it
makes sense to discontinue this “free” use of executives within the
business and to separate out personal family services by forming an
actual family oﬂice.

)

Even without an ne bperatin QT'E, 1es: *mmhavedeveloped
e S e % e o
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1. The nature of the capital to be managed

As a first step, it's worth gaining an understandmg of the Stat,
by asking the following questions: S Qug

« What wealth does the family own? |
« How is the wealth of the family held?
« What are the current costs of managing the f,

including direct third-party costs and any indlrect Coste :htah'
may be subsidised by the family business? t 4 3 it ,
“You and your y are the human capita
A good place to start can be any documentation ang Materials ¢ an be d by the famil office.
supported you in the development of your estate Planning T hat tha t’ C Y J
testamentary provision. Your lawyer and accountant wili natUra|,y Don't un imate the value ofyour numan
be helpful in this audit process. cap the skills, experience and know-
It may be that there are certain assets you own that YOU don't yan led@m:ly members.”
the family office to manage on your behalf. These coy|q Include yor
home and any lifestyle assets that may or may not be used by the

family as a whole.

Assuming that the family agree in principle that there i a benefit
being collective owners of wealth - that is, in becoming a financial
family — agreeing what is and is not a family asset is vital for the

effective management of the family portfolio and agreeing w
family office does for its members. Absent agreement on t
conflict could arise between family members given thenr
expectations of the family office.

someone with investment management experience may be useful in

establishing rules around the management of capital, substantially
reducing third-party costs.

In this regard, the family’s capital should not b
by reference to its financial resources. What
therefore undervalued) are the various oth
family may own - your own networ
and your membership of associations,

Having a good understanding of the extent and depth of the family's

overall capital is the first step to determining how best to utilise those
resources within your family office.

example. 2. The purpose of your family office | |
add to the pool of resources that can be ¢alled upg lt will brggslg*fulﬁsgdocy:\emthe basis of your decision to start a family
{:contacts maybeusefultoyouasyou consider tt 'ﬁ he ‘w Al ku--fl mayneedtoconﬁrmwhythefamuy office
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They may reflect on whether there would be 3 ¢

: ' lating more wealth
marginal benefit in accumu . | A
They may take the view that the wealth should be applie Or, this is how one SFO defines its mission:

. e : : d
towards enhancing the family’s social capital through | . _
e MF| is a provider of long-term, patient and Supportive
- resource ® Caprtal and
philanthropy or b}f providing . s to support 3 meaninm its investments are designed to support the financiol future of the
and useful education for family members, | ; : :

: mily and its philanthropic ite
« They may want to encourage entrepreneurship amon family p DIC pursu

members by offering 0090““”'“95 .t° Invest in thejr ideas | Figure 3 demonstrates how a family office is typically deployed by s
. They may feel that a family office will help separate the family family with an operating busi

from the business (see Figure 3 below). e iear farily et Bk %

8niﬁcant

85t fami'y

hfor communicating what is important to

. the family in terms Q e system - particularly important whers
Whatever your family decides is the best expression of jts shared , the growth of s has meant that family participation has
purpose, make sure that this purpose is recognised and respected | become dilu %ared to that of owners.
by the family as a whole. The mission statement can then be useq | %
to explore the role of the family office in detail, 3. The scope-of the family office
Amentally, the fami ce should do what is necessary to ensure

For a close-knit family, the mission statement might be simple: family's s urpose is delivered and its mission achieved.
e shared p e is to preserve wealth for the benefit of the
bsequent ‘blood’ descendants, and to provide for their
wellbeing, then the family may adopt a long-term

anaging family capital, reduce as far as possible the

To preserve our family’s wealth so that it can be applied to e

: . nhance
the wellbeing of our family members.

You can see here that the definition of ‘purpose’ becomes extremely
important and your family will benefit from ensuring that this has been
discussed thoroughly at the outset. It is possible, for example, that
there will be an ambition for the family office to do specific, purposeful
things such as engaging in philanthropic endeavours through the
establishment of a private foundation.

Being very explicit on what the family office will and won't do can be
particularly useful where you employ staff to supply services to the
family. We talk about this more fully in chapter V, “Starting the
Process’: S | e
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“Understanding the extent to which Famil & o il
member is willing to tie their destiny to the
family is key to the design of the famil

Yy OﬁicG of pre-existing s 2> such as family discr
and the nature of what it does and how jt | the pre-pla e done to understand

: elpful in this regard.

thinks about the management of family |

cap ital”’ ’ Qt&you may wagt to ask yourself as the founder are:
O S ow im IS your own financial Independenc

e from other
| famil rs?
’ O + Doy
A
i

What is meant by ‘family’ is typically determined Dy the founder's

hecking the bereficiaries
etionary trusts. Again,
your Current situation

nt to consult with family members on mattere
’ cting the family?
ily members, being able to provide for one's family
independently can be important in developing self-esteem

» and many
reate their own financial plan with the fruit of the family’s capital tree.

6 Accordingly, don't be surprised if some family members do not choose
to be a part of the family office.

» To what extent would you like your children to be inv’ogg
Understanding the extent to which a family member is willing to tie

managing the family capital in the future? 6
' % their destiny to the family is key to the design of the family office and

Of
t, COSt¢§ '. the nature of what it does and how it thinks about the management

Agreeing to work together as a family provides si
opportunities in the context of economic em
services, access leverage and social connecti
members will need to agree on the benefi
- beobvious, particularly the financial

ut all fami of family capital.

It is probably best in the first instance to set up the family office to
meet your own direct family's needs, and then to widen the number

of those entitled to use its services, as appropriate.

by \ S {"r') "
) \ ’N :
whethi

Whether your family plays a role will be depe@‘pon what the
amily office is set up to achieve and the relevan kills and experience

nat family members possess. .’
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ot generally a wise idea simply to create a position for a family
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