

[image: image2.jpg]i‘ﬂ /\ ALTECH

ALTRON v

.9

4%





	Corporate Governance

Author: Sasha Planting
20 February 2012 10:35 

Family businesses vs Professionally run for the family


Are listed family businesses a good idea? 

CAPE TOWN - Sterling results last week from Italtile (JSE:ITE) raises questions about the relative merits of family controlled businesses over those that are professionally run for the controlling family.

Recent events at SA’s two premier family-controlled businesses – Altech and Pick n Pay – have put family run businesses back into the spotlight.

Family-run businesses come in for a great deal of gratuitous criticism, but they are the bedrock of an economy. They have staying power and grit and their founders and heirs are in there for the long haul. Often this is to shareholders chagrin. That’s because family businesses can be complex to manage. Big egos and family dynamics often make decision making less straightforward than simply doing what is right for the business.

In the companies mentioned the degree of family influence is shaping their fortunes. Whether for the better or worse, history will tell.

Take Pick n Pay for instance – SA’s most high-profile family-controlled business. The resignation of CEO Nick Badminton has raised the old chestnuts about the degree of Ackerman influence on the company. The family has made tremendous efforts to professionalise the business, at the same time retaining the positive elements of family control – such as long-term thinking. But with three Ackerman siblings on the executive board, some would argue that the family influence remains too strong.

Pick n Pay’s (PnP) problem lies not in the degree of Ackerman interference but in the fact that the company has too many “nice guys” in the top structures. The company lacks a powerhouse personality to drive home the hard-fought for changes and to keep the regional management in check. Until recently PnP regions ran autonomously. But this changed with the implementation of central distribution, among other changes. Regional management, overwhelmed by the depth of change, continues to make decisions that are outside of strategy.

This “nice-guy” culture has developed as a result of the company’s credo of promoting from within. While this has started to change under Nick, one unintended consequence of the credo is that deference to the founding family is ingrained in the corporate culture.

Another high profile family empire that has found itself in the unwanted glare of publicity is Altron’s Venter family. In this case the family remains firmly and unashamedly involved. Founder Bill, with a 56% stake in holding company Altron, is non executive chairman while his sons are CEO of Altron and Altech respectively. Altron owns 62% of Altech.

Altech CEO Craig Venter, once the darling of the investment community, has been roundly criticised for his management style since COO Jeffrey Hedberg resigned after less than nine months at the helm.

The younger of the two Venter brothers, Craig built Altech by using the cash generated by the highly profitable Autopage Cellular to selectively acquire other businesses. In the process Altech became a highly profitable operation which generated 41% of Altron’s headline earnings last financial year.

But there are challenges. Autopage is no longer the solid generator of cash it was. In fact, its business is under threat as the likes of MTN (JSE:MTN) and Vodacom encroach on its turf. Altech’s structure – with multiple subsidiaries is unwieldy and the company’s East African adventure will continue to suck up cash for at least another year or two. Profit has fallen and change is necessary.

Whether the CEO needs to go is a question the board and shareholders need to address.  It is the responsibility of the board – both Altech’s board as well as that of the holding company – to hold the MD accountable for company performance. And the shareholders – all of them – must hold the board accountable.

Italtile is a family controlled company with a different story to tell. The founding family hold 53.9% of the company’s shares through a trust called Rallen. Gianni, founder and father of the late CEO, Gianpaolo, remains firmly involved in the business as the group executive chairman.

While this may annoy the King III conformists, Grant Thornton family business practitioner, Tony Balshaw, argues that the involvement of the founder and his ability to step into the CEO’s role last year was a factor that helped the company survive the loss the of its CEO.

It hasn’t just survived. It has revived and is now thriving. This week Italtile delivered impressive results for the six months to December in an economy that remains subdued. Revenue increased by 16% on mostly organic growth, while operating profit grew by 18%.  Operating margins are 14.6%, which for the first time is higher than they were in 2007 prior to the recession.

True in a slow economy people renovate their homes before they build or buy new. But then one should expect similar results from the competitors such as Iliad Africa (JSE:ILA), which reports next month. That is unlikely.

Something else is different. Firstly there is no question that the chairman, his CEO and the board are on the same page with regard to company strategy. Secondly, it is also obvious that the chairman has given the CEO the space to make his own decisions and implement the changes he needs to.

CEO Peter Swatton was not over the moon about the results. “We need to get this organisation into shape. I am not satisfied yet.”

He is not swinging a heavy hand. The management team has not changed much, nor has the conservative growth strategy. This remains evident in the slow rollout of new retail premises and prudent cash management. The company has R900m on the balance sheet.

But he is making his presence felt. For one he is setting more aggressive targets than the company is used to. “We set very ambitious stretch targets this [financial] year. We are aiming for a significant market share.”  In particular he is pushing the group to grow its bath wear and laminated flooring businesses.

He is ensuring that buyers and planners make effective use of the IT and stock systems the company has invested in. Although costs are down, the group is carrying more inventory than normal. “Out of stocks make it frustrating to shop at many retailers. We have to have the right products, the right stock and reasonable services. We are becoming more attuned to customer needs.”

So what’s the moral of the story? When the CEO can call the shots and everyone is on the same page, a family business, like any other business will flourish. But when the CEO does not call the shots and when there is dissent within a family about direction, then family businesses can become more volatile than ordinary business.
