Challenges and Problems of Business Succession in Bulgarian Family Firms

Prof. Kiril Todorov, D.Sc.
, 

Ass. Prof. Iliya Kereziev, PhD

Yordanka Ivanova

Asen Assenov

Abstract

Usually family business is accepted as a small scale business, predominantly micro and small firms, typical for traditional and labour intensive sectors such as agriculture, manufacturing/crafts, construction, tourism and retail trade. The general characteristics of Bulgarian family firms are their smaller size in comparison with the average size of European SMEs, simpler structures of ownership and management. Nevertheless, it could be outlined the significant contribution of family firms to employment creation and long-term stability of Bulgarian economy. In relation to the business succession issues, Bulgarian families declare as their priority passing into the hands of the next generation stronger and more competitive business. However, the youth of entrepreneurship in Bulgaria, the lack of family business tradition, and insufficient support from both the public organizations and NGOs hinder the survival and transfer of family businesses. Moreover Bulgarian family firms as all private businesses in the country are still at a very young age and are managed mainly by the first generation entrepreneurs. Therefore, just now the issue of transfer of ownership and management to the next family generation appears. In this respect the paper presents some management challenges of family business succession and on this base reveals specific characteristics and discusses succession problems of Bulgarian family firms. The paper is based on the case studies and research results gathered within the frame of university research project Managing Business Succession in Bulgarian Family Enterprises (funded by the University of National and World Economy) and Family Business Succession Programme of Bulgarian Association for Management Development and Entrepreneurship.
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The most important objective of company management is to ensure business survival and successful long-term development. In contrast to non-family firms, for family firms this objective requires the realization of business succession, which is the biggest challenge for the family firms’ development. In this regard, the survival and success of family businesses depends on the succession results. However many entrepreneurs and their families neglect the preparation and planning of business transfer, without realizing that this is the ultimate criterion of success for the family entrepreneurship (Aronoff, McClure and Ward, 2003).
Bulgarian private business sector, which includes also family businesses, is still in its youth, but it is already affected by succession difficulties. There is a necessity to pass on the business to a second generation, in some cases also to third generation within the family. The first generation of entrepreneurs, who started their business in the first years of democracy, is due to transfer the control of the company within the next ten years. Despite of that, so far in our country, this significant problem with a practical importance is not examined on its managerial aspect. The main reason for that is the non-existence of this problem for the 50-year period of socialist economy and respectively the lack of experience and traditions in management of family businesses. On the other hand, in the early stages of development of private business sector, the public interest was focused on more pressing issues. Last but not least, politicians, researchers and practitioners neglect this problem, considering it as a purely practical issue, which should be solved in virtue of evolution forces and therefore it doesn’t require any external support.
Family business succession as a management challenge

As a narrow definition, business succession is a transfer of business ownership and management over the next generation in the family (Todorov, 2011). In regard to this, the main objective of managing succession is successful business transition in the hands of the next generation within the family by securing and even developing the economic potential of the business and in the meanwhile keeping the family commitment. The complex nature of business succession suggests that it shouldn’t be simply regarded as a one-time activity but as a process that requires good preparation, planning and on-time starting. Often the realization of this process has a heavy impact on the interests of all family business stakeholders. This is the reason why the business transition cannot be governed solely by only one person, even if that person is the company founder himself. Except from family members, other important participants in the business transfer include potential successors, members of the wide family, shareholders, members of the management team, key employees and etc. On the one hand, various views and interests of all involved parties make succession management difficult, but on the other hand, they can be involved in this process by using their knowledge and abilities and by sharing with them the responsibility for achieving the desired results. 

To be successful, succession planning can be divided on two interconnected processes – the management succession process and the ownership succession process (Walsh, 2007). Moreover, business succession literature focuses on various important issues that most family businesses face in the succession process such as withdrawal of the current leader (who is the business founder in some cases), selection of a successor, preparation of the next generation to assume responsibility for the business, professionalisation of the company management and strengthening family commitment, etc. Therefore, effective management of business succession requires finding adequate answers for a sequence of difficult and interconnected issues concerning various aspects of transition process. Despite of the presence of general guidelines for managing succession, there are no universal answers that can help achieving the desired results. This is why these problematic issues represent a management challenges and the way they will be solved determines the success of business transfer.
In the cases when the challenges are left without corresponding governance and answers, including late reaction, this could provoke a rise of significant problems for business succession and also for the family and the firm. Implementing good management practices can seem obvious, but family businesses require taking into account and overcoming additional difficulties. For the purpose of the present paper, succession challenges are discussed in the frames of four main issues that are faced by all family businesses, not taking into account the specificity of the external environment in which they operate. They are 1) transferring the leadership role in the family business, 2) securing the family commitment and harmony, 3) transferring the management and maintaining the competitiveness of family business and 4) transferring the business ownership and family estate. In this frame, we discuss how Bulgarian family firms manage these challenges and the most common problems coming from their management failures are identified and analyzed.
The discussion and analysis of the succession management, including its challenges and problems were made on the basis of the data and results from the survey of Bulgarian family firms (UNWE, 2010). The survey covered:
1) 88 randomly selected family firms where a total number of 66 owners and 77 prospective heirs were interviewed. In 36 of the cases both the founder of the business and its heir were interviewed. In this way we were able to make comparison between their views concerning the planning and management of the succession.
2) 21 case studies made on the base of detailed interviews with various stakeholders in investigated firms. The subjects of these case studies are selected randomly from within the whole group of studied family companies.
Transferring the leadership role in the family business
Transferring the leading role is the most important challenge because when the family firm owner/ current leader doesn’t want or is not ready to transfer the management control to next generation, we can hardly speak of successful succession. In the case of Bulgarian family firms this challenge often means transferring the leading role on behalf of the entrepreneur-founder of the company to an heir apparent, very often his own children. 
Family firm owners share the opinion that they have a willingness to transfer the business to family members (see Figure 1). However for many of them this is not a priority (39%), which can be interpreted in two ways 1) the moment for this has not yet come or 2) they wouldn’t transfer the business to next generation at any cost. Only 5% of owners declare they are not willing to transfer the business. Despite of founders’ willingness for business transition, transferring the leadership role however is not that easy and unproblematic. The reason lies in the specific personalities of Bulgarian entrepreneurs. They can be defined as strong leaders, who succeeded in the creation and development of businesses despite of the severe conditions of economic and political transition period during the last 20 years. We should truly take into account the fact that in the context of a small volume internal market, lack of public support, tough bureaucracy and numerous administrative barriers, lack of business and managerial experience and with minimum start-up capital, only individuals with strong entrepreneurial and leadership skills could develop a private business. However this type of family entrepreneurs has their disadvantages regarding the necessities of succession. Often they hardly accept that somebody else can manage better than them the business that they have built. Accepting that other people's views and management decisions are better than their own is even harder for the founders. It is no surprising that such entrepreneurs aspire to stay on the top of the business as long as they can. This makes it very difficult for the next generation to take over the business in a smoother way and to increase the firm potential for successful development.
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Figure 1 Owners' willingness for transferring the business to the next family generation

This is confirmed by the case studies evident, which show that the owners are not very confident in the transition outcome of the succession process in their family businesses. Some of them share they have witnessed the process of succession among their colleagues and point out that they have not seen yet a successful transition. None of the successors could master the business and the company founders cannot explain this phenomenon. No doubt in Bulgarian family companies, there is a strong desire to keep the business within the family, but the owners do not have enough trust in their successors' abilities. Such attitude towards the succession process for sure will affect negatively the final outcome. Possible solutions of the leadership challenge could be found mostly in two main directions.
The first is effective preparation of successors, including through training and education of successors on behalf of the business owner/ current leader. The retirement of the current leader depends on the presence of a prepared successor. Figure 2 shows the readiness of successors to take over family firms. According to the opinion of the owners, in half of the family firms, successors are not prepared enough to assume the business control. The objectiveness of this assessment could not be put under doubt because the opinion of the owners is also shared by their successors. Of course there are well prepared successors too, mostly due to their formal education in the domain of business management and economics, and in a smaller extent due to practice in real business. We should bear in mind that in Bulgaria there is a lack of traditions in preparing successors, and also lack of specialized institutions and programmes in the domain of family business development and management. In this context there is no surprise that the preparation of successors is identified as a major problem for succession of Bulgarian family firms (Todorov, 2009). 
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Figure 2 Preparedness of family business successors (multiple entries possible)

Directly linked with this problem is the late beginning of the succession process. According to the plans and the intentions of the owners, family business transfer is planned to start in about 5 years – in about half of the interviewed firms. Around 1/4 of the firms plan to start the transfer in a middle-term (from 1 to 5 years) and less than 10% have already started the succession or they expect to start it in less than a year (see Figure 3). Regardless of the youth of Bulgarian family business, including the companies in the study these results are unsatisfactory. This is because more than half of the interviewed family business owners are over 51 years old and a well-prepared succession process must lasts about 15 years (Aronoff, McClure and Ward, 2003). The late start of succession process is a weakness and a precondition for the rise of various problems. A significant part of families make efforts for the preparation of successors by involving them in the business activity or by formal education, but this only witness that the preparation of successors is not regarded as being part of the succession plan. 
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Figure 3 The planned start of the business transfer according to the plans or intentions of the owners

The second direction of the solution is ensuring financial independence of the owners after they leave the business. Financial security has a great significance for the decision of owners to undertake the retirement. Regarding that Bulgaria is less economically developed in comparison with the average European level, this is even a more delicate and emotional issue. Study results show that more than 80% of owners have planned their financial security after they leave business. This indicates their willingness and intention to make the transfer happen and to leave the company control. However, the analysis of the planned approach and instruments for securing financial security is more important. Around 1/3 of owners count on dividends and bonuses from business ownership, 1/4 count on personal savings and pensions, and another 1/4 will depend on incomes from the company without involvement in the company activities and development. In 15% of the cases there is a total lack of such a plan. The results show that in the majority of firms (almost 70%) the owners will rely on income sources, linked to the business. Experience and practice prove that it is very difficult for owners that are financially dependent on business results to leave the business (Bowman-Upton, 1987). This confirms again the withdrawal desire but also shows a lack of preparedness needed to a successful business succession. 
The analysis of presented data and results show that in the case of Bulgarian family firms the challenge of leadership transfer turns out to be a source of major problems for business succession. Most often they are linked with late start of the succession process and unprepared successors. The presence of significant problems at this point limits the possibility for finding adequate answers of next management challenges. 
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Figure 4 Plans for personal financial security of owners after their retirement (multiple entries possible)
Securing the family commitment and harmony
Family business succession provokes changes that affect the interests of the members of the family in various ways. Every member of even a not very big and united family has his own perception of business success on one hand and of personal success and happiness on the other. Often this leads to contradictions which could cause severe family conflicts and in this way to ruin the established relations in the family. In this line, succession that ensures the competitiveness of the business, but ruins the family or provokes family conflicts could be defined as non efficient. In the same time, protecting family harmony should not be done at the expense of compromises in business development. In this regard Bulgarian families demonstrate a high level of agreement on basic issues concerning management and realization of business succession. This is shown by the results on figure 5. In most of the cases, both main parties (owners and successors) in succession consider family agreement as high or moderately high. This conclusion is also proven by the fact that owners and successors share the same or almost the same views on important topics such as deadline of the start and the end of succession process, preparedness of successors, guidelines for preparation of successors and etc.

There are small shares of companies, in which there is lack of agreement (16%) or the succession issue has not yet been discussed (18%). The case study results show that the reasons for disagreement between owners and successors are mainly about 1) which is the most appropriate time for starting the transfer and 2) which is the most effective strategy for further business development. These differences are most evident in the firms, where successors are around or at a mature age (over 35 years old) and they already possess some entrepreneurial experience. This confirms the rule that an easier start of the succession process makes chances for success higher. 
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Figure 5 Family agreements regarding the main issues of business succession
High level of unity of the family could serve as a starting point and a base on which to realize a successful transfer of family business by keeping and developing its potential for further development. Family's involvement in the business activity is important in order to ensure family commitment and overcoming conflicts. Results show that except from owners, his/ her spouses and children successors are strongly involved in the functioning of the family firm – this is valid in about 60% of family firms. In about 15% of the cases, children in the family, which do not perceive themselves as potential successors, are involved actively in the activity of the family firm, and in about 25% of firms other relatives from the extended family take part. It is interesting that children successors are the second most important and active interested party within the family, but most often close relatives are involved instead of the children non-successors. In a small part of the firms (less than 15%), strongly involved are also other interested parties such as employees, nephews, sons-in-law and etc. Involvement of a wider circle of family members helps for limiting problems, arising from disagreements about business responsibilities and family necessities. Successful balance between the interests of the family and the requirements of the business does not mean that there are no problems at all but contradictions are solved more easily by compromises made by family members. The high involvement of family members in the business aims and activities of the firm assists to the maintenance of that balance. 
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Figure 6 Involvement of family members in family business activity and development
The solution of family harmony challenge is mostly concerned with improving the communication within the family business and acquiring skills for conflict resolution. Despite of the unity of Bulgarian business families, it is not certain that they are able to make shared decisions and to solve future conflicts. About 1/3 of the family businesses do not have instruments like the Family protocol (regulating the relationships of family members in relation to the enterprise), the Family council (a special body intended to facilitate the resolutions of conflicts and problems that are not foreseen in the Family protocol) or formal family business meetings. It is widespread conducting regular family business meetings (in 55% of firms), but they are mostly informal (see Figure 7). These meetings take place without preparation in an informal ambiance and without rules for discussing and making decisions. In 22 % of firms, there are regular meetings of the Family council and only 5% of firms have a Family protocol. Moreover Bulgarian families have no defined internal rules and procedures to organize family relationships and resolve conflicts. In general, usage of suitable instruments for effective communication and conflict resolution is not widespread and in this area there is significant potential for improvement. 
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Figure 7 Use of specialized instruments for managing family company and resolving family conflicts (multiple entries possible)
Transferring the management and maintaining the competitiveness of family business
At best, the business succession should be viewed as a chance to strengthen and develop the family firm, although the complexity of this process could affect negatively and even destroy the vitality of the business. The presence of a mission and a strategy for developing family business, also a well developed management team is a prerequisite for realizing changes, linked to succession and in a long term this is the base for sustainable development, regardless of which generation heads the firm. The results in Figure 8 definitely show that in Bulgarian family firms ownership and control are concentrated in the hands of family members (although 18% of respondents didn’t answer this question). In 64% of the interviewed firms family owns 100% of the business and family members have full management control. In the other two most widespread cases 1) the family owns entirely the company but also external managers are part of the management team (7%) and 2) the family owns more than 50% of the firm and the management team is made of family members and external managers (8 %).
Concentration of ownership suggests that family firms applied a clear development strategy, strict hierarchy and simple organizational structure, which would favor the achievement of an efficient management. Moreover in such firms usually there are no problems and disagreements, which are common for family businesses affected by the influence of a wider circle of interested parties. This simple configuration of ownership and management in family firms has a positive impact on present management and development of the firm, but during a transition process it could become a reason for a difficult problem – who will be the next family and business leader. Very often there are no family members who have the potential effectively to replace the business founder, taking the full control over the firm. 

On the other hand, the necessity of management control transfer is an opportunity for change of the management model of business in the process of succession. In Bulgarian family firms the most important step which could be undertaken in this line is a professionalisation of management during the succession process. Moreover professionalisation of management is the key for ensuring business competitiveness in the long term. 
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Figure 8 Family ownership and control in Bulgarian family firms
This however is not an easy task for small sized firms, which are run by small families. In this context, it is logical that succession plans of the studied firms are concentrated in two main groups. 39% of firms plan a transfer of ownership and also of a management to successors, and 41% plan a partial transfer of ownership and management to successors. In some rare cases, a more complicated situation is being expected – ownership will be transferred to successors but management will be transferred to professional managers (8 % of firms, see Figure 9). In some isolated cases, business withdrawal or company closure is expected.
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Figure 9 The characteristics of owners’ plans and intensions for business transfer of family firms
Data shows that there is a high share of companies who plan a partial business transfer and this could be interpreted as a intention for management professionalisation or at least taking into account the need of professionalisation. This also means that in Bulgarian family firms two complex and linked processes should be coordinated – business succession and management professionalisation, which would be a challenging task for family firms' management. No doubt this requires a good preparation and well-grounded succession plan. But although that two thirds of interviewed family firms have a succession plan, only in 10 % of them the plan is in written form. In most of the cases this plan consists of owners' general view and intention on realizing the process, without a clear understanding about its main parameters and expected results. Moreover, this view is not properly shared with the rest of the interested parties. In 69 % of the firms, family members are informed about the details of the succession plan and only in 11 % of firms – all interested parties are informed. Conversely in 12% of the firms none of the stakeholders, apart from owners, has been informed about succession plans or intentions. This threatens the success of the business transition because involving main interested parties (family, successors, managers, key employees and personnel) in the process is a key for achieving the desired results. 
The analysis shows that the management succession will be concentrated in the hands of the business owners and partly in the hands of their successors. This approach suggests that the business transfer could be done with a high speed and efficiency, but also could endanger the motivation and interests of the successors, key associates and managers within the firm and also could threaten the long term business development.
Transferring the business ownership and family estate
There are two main ownership transfer issues to be considered 1) how to distribute the ownership among family members and 2) how to realize the transfer with minimum taxes and transactions costs. At present, the second problem doesn’t exist for Bulgarian family firms because succession regulation and taxes are favorable and don’t impede this process (spouses, children, grandchildren and great grandchildren are liberated from succession taxes).
It is not that easy to solve the first issue, because a fair division of ownership (everybody should take what he deserves) contradicts with the principle of equality of all family members. On the other hand an equal division of ownership is rarely fair.
For an adequate management of ownership transfer it is necessary first of all to make decisions of the already mentioned three succession management challenges. For example the ownership transfer is strongly depended on transfer of management control. But because in most of the studied companies there is a lack of succession plan and full clarity about its main parameters, the problem with ownership transfer remains also without clarity and an adequate solution. Despite of the presence of evident problems and the lack of knowledge how to cope with them, 83% of the interviewed firms do not use any consulting services concerning the problems of business succession. 

The case study results show that almost all parents want to divide their family business ownership equally among their children successors regardless of the degree of their involvement in the business development. On the other hand, owners point out rational reasons when choosing the successors that will take over the control of the firm – motivation, involvement, preparedness and etc. The mechanisms for realizing this decision remain unknown and also it is not clear how potential family conflicts coming from this decision will be solved. Again there is a contradiction between the desire of the owners to be fair and to provide a good life of their direct successors and their willingness to secure a good future for their business. In this regard, there is an inclination to neglecting the needs of the business in order to suit the need and interests of the family. As an exception there are owners intending transfer of the control over the business to more prepared and interested relatives and associates instead of closest relatives. In these rare cases however the owners expect a rise of severe family conflicts and they have no clear plan or even view how to implement such an unconventional decision. This suggest that the main reason for ownership transfer problems is the lack of an integral succession plan, which could provide a basis for balancing all aspects and decisions concerning business succession management. 
Last but not least the family business is part of a family's estate but family business literature examined these closely connected issues separately. As an example, there are cases from the practice, when the business is left in the hands of most interested and prepared family members, and family estate distribution is used as an instrument for achieving equality among all successors. In this way the rise of future problems could be avoided. Unfortunately, in succession management of Bulgarian family firms these two aspects of ownership transfer are mixed and this is a barrier for finding more flexible solutions of ownership challenge. 
In general, Bulgarian families intend to use simple ways for business succession, which protects them from significant problems when transferring the ownership. However this limits them in finding the best possible solutions and forms of business transfer. Finding the right decisions can be made easier by following two main principles. First the ownership transfer decisions should be made in a way that would provide competitiveness for the business and then fairness and equality within the family should be guaranteed by dividing the family estate.
Conclusions

In Bulgarian family firms ownership and management control are concentrated in the family members and respectively succession management is mainly in the hand of the business owners. In addition, business owners partly use the assistance of heirs and often ignore the expectations of the key employees and other stakeholders. Such a style of succession management allows high speed of succession process implementation and maintaining family harmony. But it also could endanger successful motivation and training of successors, managers and key employees and the long-term survival of the business. In part, these specifics could be explained by the small size of family firms, but it should not be underestimated the impact of national business culture on the management of Bulgarian family firms. In summary, this impact is presented by the lack of entrepreneurial tradition, underdeveloped culture of cooperation and partnership, high power-distance and mistrust between superiors and subordinates, owners’ voluntarism when making important business and management decisions, etc.
The presented empirical data and the analysis that were done show that despite of the desire of families to keep the business and the presence of prerequisites for realization of an efficient transfer, there is a lack of a suitable management of succession challenges. As a result we witness several major problems in regards to business succession implementation. The most important of them is the unpreparedness of successors to take over family business and to replace the owners. Other significant problems are the necessity of professionalisation of management and the distribution of ownership, the loyalty and motivation of the staff, the introduction of modern management practices such as use of external consulting assistance, establishment of family councils and instruments for family conflict resolving.
On the other hand, Bulgarian family enterprises can benefit from various advantages in the process of business succession such as the family commitment, the high degree of agreement between the owners and successors regarding the major issues of succession implementation, the strong desire of owners and successors to keep the business in the family and to achieve business excellence and success. Also, the lack of tradition could be viewed as an opportunity for Bulgarian family firms to transfer and adapt best management practices in accordance with their specific characteristics and needs.
With regard to the identified problems and opportunities, we can make the following simple recommendations, aimed at improvement of management of succession challenges in Bulgarian context:
· starting the succession process as early as possible;
· counting on planned succession instead on evolutionary approach;
· focusing on preparation of successors and to combine various opportunities for this inside and outside of the family;
· improving family firms management with the external help and consulting although that at present such services are difficult to afford;
· getting over the idea that everyone has to have an equal share in the ownership.
Realization of an effective succession requires finding suitable answers to some well known challenges that all family firms face. The lack of management solutions, which could be valid for all firms and conditions leads to mistakes in succession management and to the rise of significant problems. Identifying the most common problems of business succession in the family firms and finding the reasons for their rise give us the base for improvement of succession management and achieving better succession results in accordance with the specific national or local circumstances.
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