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All in the family

'}Followi'ng in Father's footsteps isn’t always easy. Family |
‘business succession requires careful planning. In this article,
everal families share their experences. .

I

by Mickey Falcone*

My father had a business. It wasn’'t a
lastics company, but It was a small
7 pusiness. A small grocery store, to be
xact. The buslness was his baby, his
rearm and my mother's nightmare.
My father died in 1966; the company
ever passed to a second genera-
on. Instead creditors moved in and
ivided it amongst themselves.
" Mainy entrepreneurs like to belleve
hat times have changed. But, they
avent. Today, only 3 in every 10
North American businesses will ever
be owned by the owner's children.
he reason: most entrepreneurs do
not prepare for the successful succes-
lon of thelr business.
According to experts in family busi-
ness succeassion, many company own-
ers blindly believe that their buslness,
once willed o helrs, will continue.
However, there are numerous person-
: dlconflicts o address and legal issues
- to resolve before the company can
hope fo sunive into the second
‘- generation. ' :
In today's plastics industry. the
doors to the second generation dre
ust beginning to open. Many entre-
preneurs launched plastics firms dur
/Ing the 19505 and 1960s at a time
~ when the plastics market first started
to expand. Now, these owners range
I age from 60 to 85.
- .. I'm an economist, not a psychia-
_Mist” says Léon Danco, Ph.D.. Presi-
: ;?'ent of the Cleveland-based Centre
: 1?]rFolrmly Business. “'But, | can tell you
bG? having to retire and leave the
) husmes§ Is a very difficult subject for
® aging male to deal with. As
_ dgs"jesslmen get older, the majority
- Hoen twrlte wills or plan the succession

Whr?;Ckey Falcone is a freelance business
er who lives in Mississauga, Ont.

Canadian Plastics — March, 1986

Alan and lan Medad are actively Involved in managing Tamxien. customn

molding firm founded by their father Amoid,

of theircompany. It's as though by not
doing these things, they think they
can hold back time.”

Some plastics business owners
claim to be semiretired, yet will not
sell or pass their firms on to their
children while they are still alive.
Danco, outhor of several books.
including Insicle the Family Business,
sums up the reason why fathers won't
let go — it's fear.

Gradual succession

“When they were younger, having
all the responsibility on thelr own
would have been toco much,” says
Amold Medad, president of Tamxien
Limited, a fim in Ajax, Ont. specializ-
Ing in custom injection molding.

Medad is refering to his two sons,
Alan. 37, and lan, 35. Both are actively

involved in managing the company
and have been for several years since
their father moved into semi-retire-
ment.

Medad's experience in the plastics
industry dates back to the 1950s. He
left Israel with his family and settled In
Montreal in 1961. In 1965, he accept-
ed a |eb as technical director at G.S.
Wooley in Toronic and later became
general manager at fhis plastics
firm.

Medad started his own company,
Taxien, in 1970. “We had four
machines then and 32 now.” he says
proudly. But, no one doubts that it
took a lot of hard work fo make the
company successful,

Medad's wife, Ruth, has been
involved from day cne. She serves as
company controller, and handles
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financial affairs and office manage-
ment.

while relaxing in Arizona, Medad,
now 76 years old, says it's too early for
him fo think about selling or passing
his interest in the firm on fo his
children. Although he will not reveal
details, he maintains that he has
planned for the company’s future
once he has passed away. Until then,
he continues to visit the plant to
check on day-to-day operations.

Medad’s actions are net unusual. In
fact, they are quite common. Plastics
business owners foday may have 30to
50 years industry experience bshind
them that they are wililing to share.

However, they should also remen-
ber to work fogether with their chil-
dren who are most often aware of the
latest changes in technology and the
newest techniques in business admin-
istration. If owners remain unwilling to
accept any of the fresh Ideas offered,
they will neversee the business survive
a second generation.

New ideas

lan Medad can understand  his
father's uncertainty about letting go.
“What makes the situation difficult is
that, on the one hand, your parent
wants to give you as much responsi-
bility as possible, On the other hand,
the company is his baby. They think
they know how best to handle every-
thing and you're the child no matter
how old you are.”

lan, like most children of entrepre-
neurs, spent many summers working
for his father's firms while attending
high school, and later as he was
eaming a B.A.in Political Science and
Economics, Cl

He had just begun working full-time
at Taden when his father sold the
slectroplating division of the busi-
ness. "l was managing that section at
the time, so | was part of the package
that got sold. | left Tarxien for three
vears,” lan explains. “After a vear, |
left that electro-plating company
and did some importing before |
retumed to Tarxien in 1976.”

lan had not considered retuming to
work with his father. He did so only
because Amold told the farily that
he was planning fo slow down, and
with no continuity, would possibly sell
the business. Although lan felt a
certain obligation fo retum to the firm,
he would not retum without laying out
some conditions.

“lan said to me, 1 will not be
married to the company like you,'”
remembers his father. 'l didn't know
what he meant by that. Then, he
reminded me of the times | would
work all day. and then take my wife,
Ruth, to the theatre at night. After the
show, I'd drive back fo the company
fo work some more.”
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Differing opinions

" lan, as vice-president of operations,
has brought several new changes to
the company. many of themresulting
from the fact that some of his philos-
ophles differ from those of his
father's.

“ know that my father ate, slept
and dreamt the company. But, |
don't. | believe that work is only a part
of your life.

I iy to convey this same phildso-
phy to the pecple that work here. |
don't want them to put in overly long
hours because they have families,
they have private lives. To me, that s
just as important, if not more so, than
work.”

lan’s business philosophies also dif-
fer regarding company growth. He
has a young and aggressive manage-
ment team behind him that is contin-
uously looking for ways fo improve
and expand production. An offshoot
business to spray paint plastic compo-
nents was launched: and, plans for a
large automotive program are being
undertaken,

“Qver the last few years, my father
has not been against growth, but he
cerainly would have accepted the
size we were five years ago,” he
SCHS.

Bob Ritchie now owns the profile extrusion business started by his father X

C

(
s Way C
gitchin (

su) tants

lan's older brother, Alan, joined
Tanien four years ago., when the
business grew large enough to need
more managers. He serves as vice
president administratfion. e
lan and Alan have broughtin anew.

management philosophy: "My fathe
used to run this company in a fashion
where he knew where everything was
at any given time. He knew wher®
every bag of material was, and so On
pecause everything - was - funnelled
through his office.” lan says. :
- “Teday, because of our schooling
and industry experience, our man-
agement style has changerd. Now., 1Y
prother and | let the managers man
age. We don't get involved with all
the details. We don't know every
thing.”

Open fo change

Despite all their fresh ideas, th
Medad brothers wilt not make majo
moves without their father's inpuf.
is their personal mentor, the company 3
consultant, and, above all, still the.
president.

Amold Medad's plastic firm is moV
ing slowly, but safely, into the hands &
its heirs, because he has remding
open to change and has alway
allowed his children to aid in compd;
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ny decision-making, even when he
was actively involved in the busi-
ness.
- Too many business owners aren’t
© willing to take this chance. according
to Danco.
- “ifthere is a business decision to be
. made. the owner should cdail in the
. successor and ask him or her to help
© work on a solution. Of course, doing
this will be darmn hard for most owners
because they aren’t accusfomed to
" asking anyone for help,” explains
" pancoe.
“Each time the father and succes-
sor try to talk solutions out together,
the precess will becorme easier and
" poth sides wilt benefit, An owner may
even be surprised fo discover just how
- smart the son or daughter reafly is.”

sibling rivalry

Communication is one key to a
successful business succession, but it
isn‘t the only key. David Gallagher.
managing director of the Canadian
Association of Family Enterprises
{CAFE)., helps firms deal with many
succession problems. The most com-
mon of these — conflicts amongst
business heirs. )

Ironically, many business owners
never even consider their family’s
ability fo work together when plan-
ning the company’s future. They auto-
ve. . matically assume each child should
have an equal share and job in the
company whether they want to or
not. ’
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vives, an owner should question each
child to see if they want to be actively
involved in the business and how well
they feel they can work with their
brothers or sisters. Those that enter the
firm should have specific duties or, If
particulary skilled, thelr own division
o manage. Sometimes, this fype of
delegation among family members
works well, Wentworth Mould & Die
Company in Hamilton, Ont. is one of
the luckier firms.
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A litetime in moldmaking

s """';"" i i “This company has been our whole
"‘:l” ‘—’,Sl)_,:'; ' life. My brothers and sisters and | have
I:.Si':l:Z} Ltd'. . Never known anything else,” says
porties) it} Raymond Chalkley, Wentworth's gen-
aen-HandesF  €1al manager. _
neering Ltd Just after World War |, his father,
'} Fred, left o career at Dominion Glass
Ltd. to join In starting the plastics mold-
CTORY: Making firm. Intemal strife amongst
dge Road. the company’s 10 partners led Chalk-

ey 1o buy them out in the 1950s, ot

JJA. iF
18 o
{0462) 54877 Which time, the company received its

s G) Name, Wentworth.
Now, in semi-retirement at age 82,
Chaikley currently spends the winter
on leave Months in Florida and the summer in

Othem Ontario. He still maintains

le.
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To ensure that the company sur——

ownership of the company, and his
wife is sfill the company's president.

“He may have started with ahole in
the wall, but the company has never
sfopped expanding in size or product
line,” says Raymond. “Now, we have
105 staff members and annual sates in
excess of $7-millian,”

Wentworth is the workplace for five
of Chailkley's six children. Besides
Raymond, there is Sandra, 40, and
Cindy, 29, who both work in the office;
and the 25vearold twins, Jeff and
Jay, one a controller and the other a
purchasing manager. The oldest son,
Jim, 36, recently left the company for

personal reasons, but still maintains a
vested interest in the firm.

Actually, Rayrmond replaced Jim as
general manager. However, neither
had ever intended to join their
father's company at all. Both had

pursued careers that didn't work out; -

Raymond in television communica-
tions and Jim in Physical Education.
But Raymond says he is happy now
working at his father's firm with other
family members.,

"I enjoy the plastics business
because it provides a lot of chal-
lenges that we are working to meet,
such as implementing some new
computer technology info the plant,”
says Raymond. -

Personalily conflicts

Although business owners may not
redlize it, their successors face a series
of persenality-conflict hurdles. First,
there are offen the confrontations
between father and successor: sec-
ond, there may be conflicts between

“children successors having to share

power, finaily, a successor may even
have to face conflicts with staff and
custormers who are only comfortable
dealing with the original owner.

Expertsin family business succession
agree that a conflict with staff can be
avoided if the successor Is not “para-
chuted” into a management position
ovemight. Both Danco and Gallagher
offer seminars helping business
owners to teach the younger gener-
ation how to handle the plastics
company.

However, both experts agree that
company staff will usually respect the
successor who has gained some full-
time experience in another plastics
firm before joining or replacing his
father.

Guaining respect

Bob Ritchie, 35, is one successor
who is very much respected. In 1974,
Bob began working full-time for his
fathers company, R & M Plastics
Limited In Brampton, Ont. However,
he left R & M to work for Toronto
Plastics in 1979, While there, Bob

managed the extrusion division and
later took over as sales manager.

Toronto Plastics provided Bob with
access to high technology and a
broaderview of the plastics industry. It
also taught him the management
and personnel development tech-
niques which are so valuable to any
successful business,

™ didn't leave R & M to gather
experience and then bring It back.
That's just the way it worked out,” Bob
says, “When | left, | had no intention of
coming back to R & M. | was very
happy at Toronte Plastics.”

But he always wanted to own his

.own business, so when the opportuni-

ty arose to purchase R & M, he took
it.

The company was orginally formed
by -Thomas Ritchie in 1966 in a little,
metal shack with one extruder and no
business. Ritchie had been with Micro
Plastics before deciding to take a
stab at his own company.

X'l ean remember when we started
out and | needed material for a job,”
Ritchie, now 62, recalls.

"I'd phone B.F. Goodrich in the
moming. and tfell them | needesd
madterial right away. Then, I'd get in
my car, drive all the way to Kitchener,
put 200 Ibs. of material in my car and
bring it back to the plant. | would put
it in the machine, Herb Schubert (a
tool and die maker still with the
company) would run it. and I'd be in
the custorner’s office that same after-
noon. That's how we became
known.” ’

Son runs the show

R & M Plastics has grown to operate
six extruders and a staff of 19. Howev-
er. R & M is especially unigue. It is one
of the few plastics companies to be
under the control of a second gener-
ation. In Ritchie’s words: “Bob runs the
show, not me. It wasn't easy to bow
out, but | did. And, now, it's his
business. If Bob needs me to come in
and help him, | do.” p

Bob purchased R & M Plastics with a
silent partner last surmimer. Now that
he owns the company, he is following
many of his father’s business philoso-
phies, complimented by his own. Like
Thomas Ritchie, Bob will put in long
hours and go the extra mile for a
customer needing same-day produc-
tion.

“I's rewarding to me to see that the
company is alieady expanding,” says
Bob. “lIve added new equipment
and modemized the plant. Now,
we're abte to attract a different type
of business, yet maintain the bulk of
existing customers,”

In purchasing R & M Plastics, Bob
used the serices of a lawyer and
accountant. "l knew what was there
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in the company. | knew what it was
worth fo me,” says Bob. “"And i1 had a
prefty good idea what the equip-
ment was worth. It wasn't as though |
was coming into a business that |
didnt understand.”

Estate planning

For Bob Ritchie, the process was
easy. But, for entreprensurs, the legal-
ities surrounding business succession
are complex and frightening. For this
reason, many owners avoid planning
their estate altogether.

“Perhaps, the most difficult part in
planning for business succession is
dealing with the capital gains tax of
25%.'" explains CAFE's Gatlagher. “*No

< companles | know have that kind of
cash kicking around.”

However, Toronto lawyer and chat-
tered accountant David Rotflelsch

: maintains that several solutions do
Ly exist to reduce tax on capifal gains
when transferming o business to heirs,
now that all provinces (except Que-
bec) have. abolished succession
duties and gift taxes. .

“To begin with, the process is more
complicated than simply making your
heirs a gift of the shares. The Income
Tax Act deems such gifts to be made
at fair market value,” says Rotfleisch.
“Fortunately, there is an exemption
for up to first $200,000 of capital gains

on the small business shares teft to
your child or grandchild. This applies
whether the shares are transferred
during your life or willed.

“Of course, this only defers tax. If the
children sell the shares later, they will
redlize the capital gain you would
have incurred. But if they pass on the
shares to their own children, the
deferral will confinue. The important
point is you now are exempt from
paying capital gains tax.”

Another salution. which some plas-
tics businesses have tried, is to fresze
the estate. This way, the owner main-
tains voting preference shares. His
successor.will recelve voting partici-
pating shares, and other children, not
involved in the company, recelve
nonparticipating shares.

A third solufion, proposed by Rot-
fleisch, is establishing a holding corm:
pany o acquire the shares of the
operating company through a tax-
free rollover.

“This new company issues nonparti-
cipating, voting shares fo the parents
and participating. nonvoting shares
to the children.” he detadils. "Altermna-
tively, parents can exchange com
mon shares of the operating compa-
ny for nonparicipating preference
shares and issue new participating
shares 1o the children.

“In either case, the parents take

back shares with a value equal tq
that of the company being frozen .
and ensure they have a voting majo.. . § -
ity. The children obtain shares whicy, $
participate In future growth but cany
no of fewervotes than those obtaingy
by their parents. By fransfering futyr |
corporate growth to children, the
parents avoid the capital gains they
woluld otherwise accrue.”

No matter how business Owngr -
choose to deal with the tax blow
Danco urges that they dedl with j
and deal with it quickly.

Danco prescribes that plastics bug.
ness owners who are in their 5
develop an outside board of director
to help manage the changeove
between father and successor. The
board should, of course, be made of -}
nonfamily memisers skilled in busines; -
administration. and not “'old cronies, §
employees, or relatives whose only '}’
skill is rubberstamping the owners |-
decisions.” ¥

Experts in  business succession §-
agree that there are too many legal f- - °
and personal stumbling blocksforone . - -
owner to handle on his own. But, he’§
must at least address these blocks. - § . within «
otherwise the business will be bured .F -~ pony
alongside him. ¥ commu
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SHRED-PAX
GRANULATORS

® 20 types and sizes of proven granulators
‘manufactured in Canada under license

® Auger feed, trim, beside the press, medium
- and heavy duty granulators from 5 to 250 HP
® Full service and parts availability

NEED TO PRINT ON A
DIFFICULT SURFACE? |

PAD PRINTER IS FOR YOU!

MM \ou con print in gs mo

colours as you could possibly want. S
Best of all, Pad Printer is the most economical plosic
printing technology availoble today. The process 5 coy
siderably cheaper than hot stamping, screen prinfing 7
labels and decals.
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At last @ prinfing proce
that's ideal for the plosh
industry. Pad Printer lefs you:
print on textured or irregul;
 surfaces  with  detail  an;
" quality that rivals fithogroph
.- Pad Printer eaqsily cover
B mold-sunken surfaces @

SHREDDERS

® For presizing bulky and difficult materials
® Increase granulator output and reduce

knifewear
& Eliminate noise, dust and knife maintenance

with patented low speed design

SHRED-PAX, LEADERS IN SCRAP REDUCTION

i P.O. Box 1508, Cambridge, Ontario, NiIR 7G8
1 Call Ken Lewis 519-621-3560, Telex 064-78585

For a demonstration of how Pad Printer could make yo
life mare pleasant call Robert Pope & Co.

Robert Pope & Co. Industries L
79 Stafford Street, Toronto MéJ 2R3

(416) 362-2478
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