Family Constitution (Template)

Template example is from the Credit Suisse White Paper on Family Governance
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Introduction

Objective

This Family Constitution has been established to serve as a reference point for relationships
between family members and the business during the next 10 to 15 years, a period in which we
foresee the change from the second to the third generation taking place. We, the members of
the Smith Family, recognize our common bonds and assume the responsibility for carrying on
the legacy, through ABC Manufacturing, into the next generation.

Mission
It is necessary to bear in mind that the Family Constitution
e C(Clarifies what ABC Manufacturing and the Smith Family want to be and thus outlines
the form and content of the main points of the relationships between the business and
the family.
e Highlights ways of increasing unity and commitment, essential components of the family
enterprise.
e Can never be contrary to what is stated in the laws governing the corporation or in the
company bylaws.

Approval and Modification of the Family Constitution
The Family Board is the competent body for the approval and, when necessary, the modification
of the present Constitution.

Guiding Principles of the Family Constitution

About the Founders

Values to Be Passed On

In the same way, we members of the second generation wish to pass on other values that form
the basis of the work done during these years.

Work ethic and a sense of accountability. These are the best vehicles for the continuation of the
entrepreneurial idea of the founders. Hard work reflected in products that are highest in relative
quality is the reason for our success.

Understanding, unity, harmony, and a bond among the shareholders. These have played
fundamental roles in the continuity of the company. They also continue to play a key role in the
life of the extended Smith Family.

Stewardship of the brand. As stockholders, we must always keep in mind the consequences that
our actions may have for the Company, the rest of the shareholders, and our family’s
reputation.

Ethical conduct. As evidenced by discretion, honesty, and humility, it works in favor of the
common good.

Dedication and commitment to the attainment of company objectives.

Confidence in the governing bodies of the company, including respect for the people who today
carry out the managerial, family and family wealth responsibilities and those who may do so in
the future.
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Partnerships with customers and suppliers. Continuously working on enhancing the value of the
relationship for the partners in the supply chain.

Love and concern for family and the family enterprise. As a result of his/her ownership role, the
family shareholder or board member should not enjoy any special treatment in his/her
professional career within ABC Manufacturing by the mere fact that he/she is a member of the
family. In this sense, family members who are active in management will have the same rights
and responsibilities that the rest of the nonfamily employees have (salary, working days,
promotions, vacations, etc.).

Philanthropy. Tithing and other community and cause-based gifting will continue to be carried
out by the Smith Family through its family foundation, with oversight by the Family Board.

Other Values

The members of the first generation dedicate themselves to ensuring that the following values
become gradually known and appreciated by the second generation.

A balance between dedication to work and dedication to family, in order that, over time, the
healthy development of the next generation, unity and an appropriate commitment of service
to the company may be maintained.

Focused differentiation in niches and custom solutions. Always seeking opportunities to compete
Based on unique capabilities, customization and novel ways of doing business. These shield us
from commoditization and price competition.

A sense of history that informs family members of their legacy and firmly positions the family
and the business for a promising future.

The hope to form part of an important business that should continue to be able to compete
advantageously. A family member’s motivation should be found in the opportunity offered to
him/her to be able to collaborate and contribute to the growth and continuity of the family
business.

Respect for all people: family, employees, customers, suppliers, competitors.

An understanding of the obligations and responsibilities of the shareholders of a family business,
among which stand out the need to seek out the best resources for the company and to
collaborate positively for the good of the other shareholders.

An understanding that participation as a shareholder of the family business is a privilege
bequeathed by our ancestors, and as part of our legacy, we must use the capital responsibly to
increase it, insofar as it is possible, and to pass it on to the following generation.

The hope to pass on to future generations a company whose brand and customer service
capability stands out in its field.

A commitment to search for solutions for liquidity and peaceful separation (in agreement with
the established procedures) with shareholders who don’t want to continue participating in the
business as patient capitalists or who don’t share the aforementioned values.

A commitment to wealth and opportunity creation for family members and employees alike.

The Type of Company We Want to Be

A business in which the families, as represented on the Family Board and the Board of Directors,
retain controlling ownership.

A company that is among the leaders in its field and among the best in the industry.

A business that is a leader in technology, forward-looking and technology driven. Always seeking
process improvements and product innovations that will keep OEMs considering ABC
Manufacturing a preferred partner.
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A business that continues to grow, providing a livelihood and opportunities for personal and
professional growth.

A business that continues, from generation to generation, as a professionally managed family
owned company with members of the family on the Board of Directors and/or on the Executive
Team. Because of this,

Job positions cannot be indiscriminately offered to any family member.

Family members working in the business should do so in leadership positions. Such positions, in
order to be executed successfully, demand a person with a vision of unity, the ability to lead
people, and advanced technical and managerial skills.

Within the bounds of respect for personal freedom, the development of family members toward
positions of company leadership is deemed a priority.

A business with an organizational structure designed to offer both family and nonfamily
managers exciting career opportunities and the ability to act with autonomy, supported by the
latest in professional management.

What Can ABC Manufacturing Expect from its Shareholders

A long term investment horizon that gives the family business the patient capital it needs to
deploy unique competitive strategies.

Support for the development of intellectual capital in the business.

Support for product development and new markets development.

Significant industry and operations experience from any owner who chooses to work in the
business.

Commitment to family business continuity across generations.

Respect for the very different roles and responsibilities of owners, managers and family members
that form part of this family business.

Ethical and responsible behavior that enhances the reputation of ABC Manufacturing Industries.

What Can Shareholders Expect from Our Family Business

Growth in the size of operations, notwithstanding existing competition and the evolution of
markets.

Growth in the value of the estate, increased shareholder value, by aiming for higher profitability
and growth than the average in the industry. This will be accomplished via the following
strategic commitments from top management:

Gaining client loyalty by offering the best product and/or service value available.

Developing new products and services.

Entering promising new segments and markets and abandoning those that are less so.
Achieving the lowest costs by economies of scale, integration, and continuing vigilance against
bureaucracy.

Reinvesting 30% or more of annual earnings in the business

Procuring and developing subsidiaries and joint ventures.

Making acquisitions that ramp up the organic growth represented by the above approaches.
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Growth that is balanced, without taking undue risks, engaging in speculation or threatening the
low debt to equity ratio that is essential to continued independence.

Growth financed primarily out of internal cash flows. Only in cases where the opportunity is
unusually compelling, should the company rely on external debt.

A market-sensitive dividend policy that respects the company’s needs for continued
reinvestment and acknowledges shareholder needs and preferences.

Extensive factual information provided to shareholders about the status of the business and its
markets. Through periodic shareholder meetings and Family Board meetings, shareholders will
be briefed on financials, competitive conditions and the overall state of the business.

The continued use of best practices and the selection and retention of best practitioners, family
or nonfamily.

First among equals for a top management job whenever a family member is deemed apt and
capable by the President or Board of Directors for a top management position that he/she
desires. A qualified family member will be preferred for the job over a similarly qualified
nonfamily candidate.

Professional advice on ownership transfer and succession, so that the behavior and actions of
individuals and the predictable challenges facing families in business do not create problems for
the whole.

To have ABC Manufacturing be a continued source of pride for the Smith Family.

Working in the Family Business: Family Employment Policy

It is important that family members be informed of the unique responsibilities and challenges of
employment in ABC Manufacturing. They should be advised that in most cases they will be held
to a higher standard of conduct and performance than other employees. We support an
internship program to introduce future generations to the company.

General Conditions

Family members must meet the same criteria for hire/fire as nonfamily applicants.

Family members are subject to the same performance review as nonfamily members.
Compensation for family members will be at “fair market value” for the position held, the same
as for nonfamily members.

Promotions and career opportunities for family members will be based on individual
performance and company needs, the same as for nonfamily members.

Family members may be eligible for career-launching internships. This temporary employment
will be limited to any one unit of employment for a predetermined time period. Family members
may be encouraged to participate in internship programs with other companies with which ABC
Manufacturing could reciprocate.

Family members will participate in summer employment opportunities when it represents a
win-win for the family and the business.

No family member will be employed in a permanent internship or entry-level position; an entry-
level position is defined as one requiring no previous experience or training outside ABC
Manufacturing.

Family members seeking permanent employment must have at least three years’ work
experience outside ABC Manufacturing. During those three years with the employer, there must
have been at least two positive reviews or promotions to rising levels of performance,
competence, responsibility, and trust. It is our view that if a family member is not a valued
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employee elsewhere first, it is likely that that family member will be neither happy nor
productive at ABC Manufacturing.

Graduate degrees in management, engineering, and other disciplines related to the knowledge
base that is essential to the success of ABC Manufacturing are encouraged. A family career-
development committee will be developed for the next generation’s entry. It will be responsible
for interviewing, coaching, and guiding interested family members to the HR Department and
other appropriate company representatives, where the ultimate employment decisions will be
made. This committee will comprise family top management team members and two
independents.

No spouses will be considered for permanent employment at ABC Manufacturing.

Ownership of the Family Business

Ownership of the Shares
Direct descendants of Gary W. Smith should retain controlling ownership of the shares.

Recommendations for the Owners
While enjoying the most profound respect for their freedom and individual needs and
aspirations, the owners should:

Always consider the repercussions that decisions about passing on shares through estate
planning will have on the business and the rest of the owners. In this sense, the desirable course
of action would be always to look for ways that would most clearly facilitate the unity of the
family business and the commitment of the shareholders to its continuity.

In the most prudent fashion, make it possible for capable members of the third generation to
attend, as informed and responsible shareholders, the Annual Shareholders’ Meeting.

Shareholder Liquidity

In order to facilitate liquidity for the shareholders, the company will do everything in its power
to pay dividends and also endow a Liquidity Fund. The object of the Fund will be to provide a
buyer (namely, the family business) for the shares. The Liquidity Fund will complement the
existing buy-sell agreement between shareholders. The intent is to guarantee liquidity in small
guantities, following the spirit of the statutes and the Family Constitution. (The specifics of the
Liquidity Fund and its tax implications need to be developed.)

Liquidity bylaw’s key points:

The maximum amount offered for purchase yearly will be up to 1% of the total shares of the
company, depending on the funds available.

The value of the family business will be calculated annually, in agreement with a formula
proposed by valuation experts and approved by the Board of Directors. In the aforementioned
formula, the different values of the totality of the shares, whether majority or minority, must be
kept in mind. The values determined by the valuation process will be made known to the
shareholders.

Purchase-sale: In the situation in which a shareholder would want to sell and other shareholders
would want to buy at a value higher than that offered by the Fund, or in the case that the Fund
may not be able to buy, the Board of Directors will authorize the purchase-sale in accordance
with the rules set forth in the Shareholder Buy—Sell Agreement.
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Governing Bodies

In a family business that has the intent to strengthen the participation of the shareholders in the
knowledge of the business, there are two types of governing bodies:

Those responsible for the management of the company—that is to say, those established in the
bylaws, the Annual Shareholders’ Meeting and the Board of Directors. Others may be
established by the Board of Directors and the Management Team, as necessary.

The Family Board, responsible for shareholder education, communication, and developing and
implementing the Family Constitution.

Annual Shareholders’ Meeting

During the regular Annual Shareholders’ Meeting, extensive information will be offered with the
purpose of enabling the shareholders to be very familiar with the family business. Family
members agree to refrain from using this information indiscriminately, given its confidential
nature. One of the two Family Board meetings for the year will immediately follow this Annual
Shareholders’ Meeting.

The Board of Directors

The Board of Directors is the highest governing body of the company after the Annual
Shareholders’ Meeting. The Top Management Team is supervised and held accountable by the
Board of Directors.

The functions of the Board, detailed in the corresponding bylaw, include:

Reviewing and approving the business’s strategy.

Reviewing the financial performance of the company and holding top management accountable
for such performance.

Ensuring the ethical conduct of management and the corporation.

Promoting the development of the managerial resources of the company.

Rules and Regulations for Board of Directors’ Operations

The election of board members is regulated by state laws and company statutes.

There will always be a minimum of three high-influence independent outsiders serving on the

Board of Directors.

There will be two at-large representatives of the Gary W. Smith family serving on the Board of
Directors.

Meetings should take place on a quarterly basis and be scheduled at least one year in advance.

Family Board

The main purpose of the Family Board is to foster a strong understanding of the business, the
family, and the relationship between business and family among the family
members/shareholders. Its responsibilities include:

Informing and educating the family about the business.
Facilitating the relationships of the family with the business.
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Educating the family about the legacy, disseminating the contents of the Family Constitution
and keeping it a living document.

Proposing to all family members those changes in the Family Constitution that, based on their
judgment, can help foster a greater understanding among the family members/stockholders and
better relationships between owners and managers of the company.

All family members over the age of 16 will be considered members of the Family Board until
they are retired and have tendered their stock. As the family grows beyond 12 members, the
Family Board will be made up of two members of each of the branches in that generation.
Representative members are selected by the branches. One family member serving on the
Board of Directors will also serve on the Family Board and represent a point of linkage between
these two governing bodies. Total membership of the Family Board will therefore be limited to
12. Family Board meetings will sometimes be facilitated by an outside expert on family business.

Family Board’s Problem-Solving and Conflict Resolution Committee

The primary mission of the Problem-Solving and Conflict Resolution Committee is on behalf of
the Family Board, to prevent and ultimately resolve any conflict that may threaten the owning
family’s unity and commitment to the family’s business. Its members will be selected by Family
Board members and include family members and a minimum of two independent outsiders, at
least one of which should be well versed in mediation and conflict resolution approaches. As a
duly constituted committee it will be ready to meet only on an as needed basis after formulating
its procedures and mode of operation. This Committee will also be responsible for proposing
principles and approaches for the prevention of similar situations in the future.

Family Assembly

The Family Assembly, made up of all the blood members and their spouses, will meet once a
year with the purpose of:

Promoting greater knowledge and understanding of each other.

Promoting greater knowledge and understanding of the business.

Promoting greater knowledge and understanding of the estate and family trusts.

Having fun and promoting extended family bonds.



