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Welcome to our second
edition of the Family
Business Barometer.

European Family Businesses

(EFB) and KPMG have once again
joined forces to bring an insight
into the confidence levels of family
businesses and this year, the
headline message is that while

the outlook is positive the
downward pressure on profit

IS a rising concern.

M

Roger Pedder Christophe Bernard

EFB President KPMG Global Head of Family Business

.....................................

Looking to the future

The latest figures from the Eurozone
may be predicting restrictive growth
figures but for family businesses the
future appears bright. In this latest
edition of European Family Business
Barometer, European Family Businesses
(EFB) and KPMG once again seek to
bring an insight into the confidence
levels of family businesses and the
challenges that they see affecting their
operations.

Six months on from our last Barometer
and it is pleasing to see that family
businesses are becoming increasingly
confident in their outlook for the future.
There are many positive indicators, not
least an increase in those respondents
willing to commit to a view of the
future as opposed to remaining neutral
in their responses. The key message
from this Family Business Barometer

is that there is a renewed confidence

in the markets and ability to seize and
fund future opportunities. However,
this is to be balanced with an increasing
concern around downward pressure on
profitability, which respondents have
indicated is their key concern for the next
six months.

..........................................

We also see an increased focus on the
family element and its influence on
business decisions. Family businesses,
regardless of their size, appear to be
increasingly driven by retaining control
of their future growth strategy and

are more willing to invest profits for
long term reward. This is balanced

by an understanding of the impact
that good governance structures and
communication between generations
can have on their future success.

The economic challenge continues, and
for some businesses their growth can be
hampered, but for the family business,
the current environment is bringing new
opportunities — for family businesses,
the future is bright.

© 2014 KPMG International Cooperative (“"KPMG International”). KPMG International provides no client services and is a Swiss entity with
which the independent member firms of the KPMG network are affiliated. All rights reserved.
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ll CONFIDENCE

How do you feel about the economic situation of
your family businesses for the next six months?

8% .

Negative
(Dec 2013: 12%)

'»’>z1%

Neutral

(Dec 2013: 34%)
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%
Confident
(Dec 2013: 54 %)

..............................................................................................................................................................................

Confidence in market conditions among
the family business community is clearly
on the rise and visible from the survey
results. This year, more respondents have
been willing to state their view as positive,
as opposed to neutral and for this market
segment, all the signs point to market
confidence returning even with a war on
talent playing out in the background (see
page 6).

The results show that 21% of the
respondents feel unable to commit to
their outlook for the future, a 13% drop
compared with December 2013. The most
striking contrast however is with those

businesses who are confident about
their performance in the next six months,
with those responding as confident rising
from 54% to 71%", a double digit swing.
So what has initiated this increase in
confidence?

Many reasons could be attributed not least
the changing funding landscape. A number
of respondents have indicated that access
to finance and credit is no longer as big a
concern as it was six months ago (page 14)
and reporting a willingness to re-invest
profit and the ability to secure bank funding

T 71% constitutes 10% very confident and 61%
confident

on the rise. Last year respondents indicated
that one of the biggest inhibitors for growth

was access to finance with 51% indicating
that this had affected their business, a
specific challenge being the increase in
guarantees required to secure loans.

This insight reinforces what KPMG firms
and the EFB are hearing among the family
business community: that growth is firmly
back on the agenda of family businesses.
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7 1 of respondents are

% confident about
their performance outlook for
the next six months
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] CONFIDENCE
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In the previous six months your company has:

STAFF NUMBERS

‘ 400/0
increased increased

TURNOVER

44k,

324

maintained

499

maintained

249,

decreased

Mo

decreased

(Dec 2013: 43% increased;
26% maintained;31% decreased)

(Dec 2013: 40% increased;
36% maintained; 23% decreased)

ACTIVITIES ABROAD

109%

decreased

(Dec 2013: 59% increased;
36% maintained; 5% decreased)

58
32% 4 increased

maintained

There has been a noticeable increase in
the positive indicators with respect to
increasing or maintaining both turnover
and staff numbers, with the percentage
of businesses indicating a decrease in
turnover and staff numbers reducing
from 31% t0 24%, and 23% to 11%
respectively.

Supportive of the confidence levels among

family businesses, the figures indicate that

while there has been only a small increase
in turnover for 44% of respondents
(compared to 43% in 2013), the focus

on workforce is around maintaining the

current position. This could be an indication

that some organisations may be going
through a period of consolidation, ensuring
their business is stable for the next

period of growth; especially as 75% of
respondents have indicated that they are
currently planning strategic investments
(page 8).

In the current economic environment
the focus is on retaining the workforce,
which in some geographies can be
seen as bucking the trend, and with
49% of respondents indicating they
are maintaining the size of their current
workforce, compared with 36% in
December 2013 there appears an
increased awareness that a skilled
appropriate workforce is essential to
business success.

For family businesses, growth can come
from a number of avenues, not least
overseas markets. Of the respondents,
72% indicated that they are engaged

in activities abroad, an increase on the
60% registered in December 2013. This
however, needs to be balanced with
the indication that these businesses
have experienced some reduction in
their overseas activity during the last
six months, a worrying indicator as for
many family businesses, international
trading often represents an unexploited
opportunity.

size of their current workforce, compared with 36% in

I 49 respondents indicated that they are maintaining the
%
o)

December 2013
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CHALLENGES AND CONCERNS

What are the major issues facing
your family business right now?

The future for family businesses remains
about sustainable growth and while they
are confident in the future outlook, the
big concerns for respondents is around
profitability. Six months ago, the key
concern was turnover but it appears that
with the market stabilising, the more
pressing challenge manifesting is now
around profitability. The cost of labour and
price point reduction is likely to have had an
impact on this.

Itis surprising to see the difference that six
months can make to the key issues facing
family businesses. At present, the top five
issues are decline in profitability, changes
in regulation/regulatory framework, war
on talent, legal/political uncertainties

and increased tax rates; compared with
six months ago, decline in profitability

has increased as a concern with 49% of
respondents (compared to 38% in 2013)
classifying it as their biggest challenge.
Interestingly, war for talent and changes

in regulatory framework remain neck and
neck albeit both increasing in importance
to second in the top five from fifth with a
swing from 23% in the last Barometer to
36% in this one. Both declining profitability
and the war for talent could be inhibitors
for a family businesses growth plan.
Declining profits are often accompanied by
business decisions which can compromise
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a platform for growth such as workforce
reduction, this in turn could result in

the lack of skilled workforce rendering

the business struggling to manufacture

its products or deliver its services cost
effectively. A conundrum which could have
a detrimental impact on the business.

Decline in profitability has
increased as a concern

with 49% of respondents
classifying it as their biggest
challenge

The biggest surprise is how low
decreasing turnover ranks with only 18%
of respondents seeing it as an issue. Yet
another indicator that confidence in the
market is truly returning.

The war for talent continues to be a big
influencer on future success and has
become an increasing trend across the
last two Barometers. The warning signs
are that attracting the right people with
the right skills is becoming an increasing
challenge and one which may require
intervention if we are to mitigate it having
a negative impact on the future of family
businesses.

36

‘War for talent’/
Gaining skilled

33%

Political/legal
uncertainties

(Dec 2013: 25%)
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49,
Decline
% in profitability

Changes in regulation/ (Dec 2013: 38%)
regulatory fremework

(Dec 2013: 23%)

269%

Increased
tax rates

189%

Decrease in
(Dec 2013: turnover

Other Limited Rising
(Dec2013:5%)  access to energy
finance/credit costs

(Dec 2013: 27%) (Dec 2013: 13%)
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INVESTMENT STRATEGY

Does your strategic plan include
any investments or divestments?

Investment is taking a front seat in the
future strategy for family businesses.

Of the respondents, 75% are planning
investments as part of their strategic plan
and only 3% are planning divestments —a
large decrease from the 11% reported in
December 2013. The trend for investing

is yet another indicator that family
businesses are preparing for future growth
and confident that they are able to realise
some return from a re-investment of profit.
There is a question as to whether the
propensity to invest is a strategy to offset
the downward pressure on profit (page 6);
i.e. will seeking new markets and looking
to diversify will help stem the pressure on
profit?

Internationalisation continues to be a
largely unexploited opportunity for family
businesses and this year we see a 2%
decrease in respondents planning to
invest in internationalisation, versus 29%
six months ago, reflecting a reluctance to
fully embrace the opportunities of foreign
markets.

There has been an increase in investments
planned for the core business, from 52%
t0 55%.

Successful businesses will ensure that
their investment strategy does not expose
them to future risk so avoiding a single
approach and adopting a strategy which
involves a mix of investment routes is
deemed to be a robust business strategy
but internationalisation could still have a
more pivotal role in future growth.

7 5 of respondents
% are planning
investments, with over half

of them investing in the core
business
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INVESTMENTS

79%

-

18% &

Investments in

diversification
(Dec 2013; 19%) &
Q.

27%

Investments in
internationalisation
(Dec 2013: 29%)

NONE

22%
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559

Investments
in the core
business
(Dec 2013: 52%)

DIVESTMENTS

3%
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B INVESTMENT STRATEGY
47

inki And if so, where? In my country to
Are you thinking about o ere expand our market share
investment opportunities? o Dec 2013: 37%

~—

&

_ 4 Other
European 1 9%
countries

Dec 2013: 20% ,I 1 ésia
0

Dec 2013: 16%
Africa

1%

Dec 2013: 79
Anywhere % p

Dec 2013: 3%

America

Dec 2013: 8% Oceania
Dec 2013: 1%

With 75% of respondents considering Where internationalisation is taking place,

future investments, it is surprising tp itis mtgrestlng to see the change in of respondents are considering
see that only 27% (page 8) are looking to countries that are currently deemed most o/ . . in Afri f o
embrace internationalisation, the reasons attractive; both Africa and Oceania have 0 investing in Africa, up from 7%
for which have been briefly considered increased in attractiveness from 7% to six months ago

overleaf. The majority of investments taking  11% and 1% to 3% respectively.
place appear to be in markets where there

is an element of familiarity. A total of 41%

of respondents, an increase of 4% on last

year, have indicated that their investments

will be in their home country and 19% in

other European countries; it appears that

familiarity with markets mitigates risks

associated with the investment.
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B INVESTMENT STRATEGY

Why doesn’t your family business sell to foreign markets?

35% 4

Lack of

famniliarity with 17%

foreign markets 209 Products/ 9%
DRTES e services Lack of public
business is cannot lkl)e sold support ,I 7cy

Ao externa 6
sufficient Y I % |
Lack of

(Dec 2013: 26%)

(Dec 2013: 9%)

financing

(Dec 2013: 26%)
(Dec 2013: 20%)
(Dec 2013: 21%)
(Dec 2013: 15%)

The investment landscape paints an While markets abroad offer a growth The trend for not investing in foreign of those not
interesting picture. Over the last six opportunity, 40% of respondents are still markets, is not reflective of the 3 5 O/O lannin

months respondents indicated a decrease not engaged with foreign markets and family businesses attitude towards or planning

in undertaking activities abroad (page 10) 35% of this group attribute their decision willingness to invest; there has been an investments in foreign markets
and of the 75% considering future not to engage or invest in foreign markets increase this year in the percentage of attribute it to lack of familiarity
investments, only 27% were considering to a lack of familiarity. The huge potential those businesses planning investments L .

internationalisation (page 8), resulting for growth that exists is being missed albeit in domestic or European with international markets

in the opportunity for growth from and potentially inhibiting a business from destinations. There is also a trend towards

internationalisation remaining largely realising its full potential. On a positive divestment decreasing.

untapped. note, only 2% of respondents indicated

that the decisions not to sell to foreign
markets was due to funding.
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ACCESSTO FINANCE

In the last six months, has your family business
experienced difficulties in accessing finance?

Access to finance has been mooted as a

key issue and growth inhibitor for many

businesses in the current environment not No
least family businesses. It is pleasing to 8’| %
see that in the latest results, the outlook

for securing finance has stabilised with p
81% (compared to 51% six months ago)

Problems accessing
financing but without

significant impact
17 9%

354
Difficulties in 33%

indicating that it is not an issue. So what Yes making new Business ']

has changed for family businesses? 1 9cy investments e er%zsén operations L
o 9 bl problems Loss of

A small proportion of respondents, 19% problems control of

the business

compared to 49% six months ago, have
indicated that they are still experiencing

difficulties accessing finance. The impact of (Dec 2013: 20%) (Dec 2013: 40%) (Dec2013:17%)  (Dec2013:25%)  (Dec 2013: 1%)
this challenge appears to be firmly focused Dec 2013

. ) Cep . No Yes
on making new investments difficult with 510 499

35% of respondents affected indicating this
as their key challenge.

It appears that while access to finance I 8 1 of respondents see access to

is improving, it is not manifesting across % finance as no longer being an issue
the board with almost a fifth of family
businesses still being affected.
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FINANCING

Regarding financing, which of the following options do
you consider the most attractive in the next six months?

In a change from last year, the results
indicate that family businesses are now
increasingly using their own equity to
finance business growth, once again
indicating a strong confidence in the future
and willingness to re-invest profit — a long-
term commitment with long-term rewards.
This can be an indicator in an increasing
confidence in the returns from the 37 % (Dec 2013: 30%)

business or an increasing desire to remain Own equity

independent and in charge of their future. 367
In fact private ownership is attributed as o
one of the key strengths and influencers on Bank financing (debt)
a family businesses success (page 20).

P ¢ "R

Family businesses are using
their own equity to fund their

. J\V
business growth
Itis important to note that traditional forms ]
of financing remain the most popular

(Dec 2013: 8%)

] ' " (Dec 2013: 2%) 90
with the use of their own equity and bank %o
financing coming out as the most attractive Entry of financial
routes at 37% and 36% respectively. partners
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(Dec 2013: 46%
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(Dec 2013: 8%)

my
1%
Alternative markets
(eg. IPO/crowd
funding etc.)

[ &

w (Dec 2013: 7%)
7 % “o

Industrial alliances
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ll REGULATORY ENVIRONMENT

What changes/improvements would you
welcome most?

Simpler tax rules

Benign tax and administrative changes for
inter-generation transfer

Reduction of administrative burden

Lower tax rates (state and federal)

More flexible labour market regulation

Better access to financing

Stronger anti-competitive behaviour legislation
Improvement to education

Infrastructure development

Stronger corporate compliance environment

52%

62%

45%

o/
70

o

429%

59%

409%

72%

39%

57%

16%

19%
144
9%
13%
28%

10%

24%

6%

18%
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In the recent EFB/KPMG Tax
Monitor survey, the regulatory
framework features quite
heavily in the results. Family
businesses want a stable
predictable framework that they
can operate with where simpler
rules govern operation. Simpler
tax rules once again came out
as the improvement that would
be most welcomed with 52% of
respondents ranking it in their top
three.

Family businesses perceive a
key challenge as being inter
generational family business
transfers specifically the tax
treatment and financial burden
that this may bring. A total of
45% of respondents indicated
that they would like to see
concessional tax arrangements
for inter-generational family
business transfers, a rise on 30%

from last year. Family businesses
are looking for a simplification of
the rules and a ‘fairness’ to the
approach.

In our recent Tax Monitor survey,
the range of taxes applicable

to family businesses and their
stakeholders mean the possible
impacts and complexities of

tax regimes across Europe are
magnified. The study found that
the overall burden of taxation on
succession, even for the most
simple of family businesses, on
inheritance or retirement, can
vary significantly dependant

on the country of operation.

Yet more complexity for family
businesses.

5 2 of respondents call for
% simpler tax rules

© 2014 KPMG International Cooperative (“KPMG International”). KPMG International provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated. All rights reserved.
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FAMILY BUSINESS STRATEGY

What would you consider to be the top 5

key strengths of your business?

The past few years may have been
challenging but family businesses remain
clear as to what drives their success —
people, clients and markets. The ability to
win business or customer loyalty remains
a top priority followed closely by employee
loyalty, brand and market presence, and
customer service. The rising importance
of the family element is indicated by the
increased importance placed on private
ownership and shared values and ethos.

This year, the survey results indicate a
large swing in those survey participants
that believe private ownership is one of
their key strengths with it increasing in
importance from 10% to 39% putting

it firmly in the top five. So what makes
private ownership a key strength?

Maintaining family control of the business
is regularly weighted highly important

to the family business community. The
ability to map out and be responsible for
their strategic direction and future growth
is one of the elements that drive this
community (page 22). Being in control

of the business enables them to ensure
their strategy is focused on protecting
their people, embedding relationships and
securing loyalty from clients and being
flexible enough to respond to changing
market conditions.

|39%

of participants believe private
ownership is a key strength,
up from just 10% six months ago
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56%

Ability to win
business or customer
loyalty

(Dec 2013: 56%)

49,

Employee
loyalty &
commitment

(Dec 2013: 58%)

44,

Strong brand or
market presence

(Dec 2013: 42%)

429

Customer service

(Dec 2013:32%)

gtr(racting Financial o Focusing on
eeping ompetitive  core business
t th . - o)
Assertive/  talent srens pricing 26cy 30% 33% 37cy0 39 %o
aggressve 23 % J 70 Taking a Fast & flexible | Productdesign,  Private
marketing Technical Shlarlng& Mg term decision quality or range ownership
Size 17% B bilitics v perspective § mMaking (Dec2013: 30%) (Dec2013: 10%)
Other 18%) (Dec 2013 5% (Dec 2013 14%) (Dec 2013: 32%) (Dec 2013: 34%)
’1 % 4%
AN (D%) ‘L’ \ (8%)
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Maintaining Having good Communication
TH E FUTU RE FO R FAIVI I LY B U SI N ESS family control of governance structures between
the business and processes in place generations

Importance of family issues for the business

Family businesses are driven not only

by market conditions but also a series of
critical success factors. These businesses
recognise that whilst control of the
business is important to them and has

an influence on their success, the need
for good governance structures is just as
important. In this survey, we have seen
that maintaining control of the family
business, good governance structures
and communication between generations
continue to rise in importance as
influencers. It appears that respondents
attribute much of their success to the
increasing involvement and influence of
family factors.

87 of businesses
% indicated that
maintaining control is a key
success factor

Critical success factors may be subjective
in the context of the family business but
with 87% indicating that maintaining
family control of the business is one of
their key success factors, the influence
of family values on the business is hard
toignore. In the current environment,
some would question how a business
can fully reach its potential if family led
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but with 86 % recognising that good
governance structures and processes are
also key contributors, it is easy to see that
these businesses have a good handle on
the need for a strong business focused
framework in order to realise their full
potential.

When comparing the results of this survey
with the previous, some interesting trends
begin to appear. Family issues increasing
in importance include communication
between generations which has

increased from 63% to 85%; balancing
family concerns and business interests
has increased from 59% to 81%; and
informing family of business issues has
increased from 53% to 73%. In each case,
a relatively large swing in percentage can
be seen.

Family businesses still clearly enjoy the
freedom to carve out their own future
success but this often comes at a price.
The willingness to re-invest in the business
for long term reward (page 16) can be seen
as an indication that the family business

of today is confident in its future success
but also acknowledges that where the
business is run by the family, it can't be
achieved by one family member alone.

Balancing family
concerns and
business interests

Financial literacy
amongst family

Preparing and training a Informing
successor before leadership family of
succession takes place business issues

Undertaking Buying out family
philanthropic members not involved
activities in the business

JUN DEC
2014 2013

I I IMPORTANT (includes those who responded ‘very important’)
M NEUTRAL

NOT IMPORTANT



24 | European Family Business Barometer / June 2014

FAMILY BUSINESS STRATEGY

Are you considering any options for your
family business over the next 12 months?

Family businesses are increasingly

looking at their future and the strategy
behind next generation transfer has
increased in importance this year with
49% of respondents indicating that they
are considering a strategic change in

the business operation during the next

12 months. Of the options given, itis
refreshing to see that only 7% of this group
are considering a sale of the business with
the remaining 93% planning on keeping it
in the family.

The highlights are: 27% plan to pass

on control/governance; 23% will be
transferring ownership; 21% are to pass
on management of the business; and 21%
will seek to appoint a non-family CEO but
retain control within the family.

© 2014 KPMG International Cooperative (“KPMG International”). KPMG International provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated. All rights reserved.

The results are naturally subjective and
based on where the business is in its
lifecycle and will also be influenced by the
generational profile of the family members
controlling the business.

The increase in businesses considering
these options still represents a big increase
on six months ago when only 29% were
looking to these as their next steps.

49 of respondents
% are considering

strategic change

51%

Not considering

any option

27%

Passing the
governance
(ultimate control)
of the business to

the next generation
(Dec 2013:19%)

21 %

Passing the
management of the
business to the next

generation
(Dec 2013: 23%)
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49,

Yes, at least
one option

(Dec 2013:'No: 71%, Yes: 29%)

23%

Passing the
ownership of the
business to the next

generation
(Dec 2013: 23%)

271 %

Appointment
of a non-family CEO
but retaining family

ownership/control
(Dec 2013: 25%)

7% <

’ 1%
Sale of the - _
business InltlaI_Publlc
(Dec 2013: 10%) Offering

(Dec 2013: 0%)



l METHODOLOGY

The European Family Business
Barometer is based on the results
of an online survey. In total 710
completed questionnaires were
received from
EFB members during the period
31 March 2014 to 4 May 2014.

This is the second survey of its
type to be conducted measuring
trends among family businesses.

The responses from the following
countries have been analysed:

¢ Austria
¢ Bulgaria
* Cyprus
¢ Finland
* We trust that you have found these results
France an insightful look into the family business
¢ Germany community. We look forward to bringing
Greece you an update on the trends of family
Hungary businesses in December 2014. \We hope
that you will continue to contribute to our
Ireland
survey.
LLuxembourg
Malta
Poland
Portugal K"j“"' Teans
Slovakia — ¢
STyl EFB President KPMG Global Head of
Spain Family Business
The Netherlands
UK
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E: fbagel@kpmg.com

Darius Movaghar
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Partner, KPMG
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Partner, KPMG
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E: etotev@kpmg.com

Svetla Kaisheva

Executive Director, FBN Bulgaria
T: +359 (0) 2810 3110

E: skaisheva@fbn-bulgaria.org
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CYPRUS

Demetris Vakis

Partner, KPMG

T: +357 22 20900

E: demetris.vakis@kpmg.com.cy

FINLAND

Ari Engblom

Partner, KPMG
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E: ari.engblom@kpmg_fi

Matti Vanhanen
Executive Director, Perheyritysten Liitto
E: matti.vanhanen@perheyritystenliitto.fi
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Jacky Lintignat
Partner, KPMG

T: +33(0) 1 5568 90 36
E: jlintignat@kpmg.fr

Alexandre Montay
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T: +33(0) 1 56 26 00 66
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Déléguée Générale, FBN France
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