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About this document

THE REALSME FAMILY BUSINESS FRAMEWORK -

DOCUMENT 4

This is the fourth of seven documents in the REALSME Philosophy Library. It sets out the
REALSME approach to building, managing and preserving family-owned businesses:
guardianship over ownership, cashflow over valuation, keeping family and business
separate, the three-generation lifecycle, the careful use of external capital and reputation
as generational capital.

Version 1.0 - Estimated reading time 12 minutes
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INTRODUCTION

Introduction

Family businesses are among the oldest forms of economic organisation in
human history.

Long before corporations, venture capital and stock exchanges existed, families built

businesses that supported communities, created employment and transferred knowledge
across generations.

Despite this, modern business thinking often assumes that every business should
eventually:

» Scale aggressively

» Raise external capital

» Dilute ownership

e Pursue an exit
REALSME believes there is another path.

A family business can remain independent, profitable and relevant across generations while
continuing to serve its customers, employees and communities.

This document outlines the REALSME approach to building, managing and preserving
family-owned businesses.
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CHAPTER 1

What Is A Family Business?

Within the REALSME Framework, a Family Business is not defined by size.
It is defined by continuity.

A Family Business is a business where:

Ownership remains substantially within the family.

Long-term continuity is prioritised over short-term exits.

Business decisions consider future generations.

The family remains responsible for the consequences of decisions.

As a general principle, REALSME believes family businesses
should seek to maintain approximately 80% ownership within the

8 0 O/ family or extended family structure whenever practical.
~ o

The exact percentage is less important than the principle of
continuity.

REALSME Philosophy — Home of the REALSME Philosophy Library - realsme.org 4



REAl SME THE REALSME FAMILY BUSINESS FRAMEWORK - DOCUMENT 4
PHILOSOPHY

CHAPTER 2

Guardianship Over Ownership

The first responsibility of a family business owner is guardianship.

The business should not be viewed as personal property to be consumed. The business
should be viewed as an asset held in trust for:

. Future
Employees Customers Vendors Communities .
generations

Every generation inherits both the achievements and mistakes of previous generations.

The responsibility of each generation is to leave the business
stronger than it was received.
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CHAPTER 3

Why Family Businesses Matter

Family businesses possess several natural advantages.

Long-term thinking Reputation preservation

Family businesses often think in The family name is often connected
decades rather than quarters. to the business reputation.

Lower risk appetite Stronger relationships

Family businesses are generally less Relationships often extend across
willing to take reckless risks. generations.

Community stability
Family businesses frequently maintain
stronger ties with local communities.

These advantages should be protected rather than abandoned.
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CHAPTER 4

Common Threats To Family
Businesses

Many family businesses fail for predictable reasons.

Founder dependency Poor succession planning

The founder becomes the business. Future leadership is not developed.
Family conflicts Lifestyle inflation

Personal disagreements become Business success creates unrealistic
business decisions. personal expectations.

Weak systems Lack of transparency
Knowledge remains in people's heads Family relationships replace

rather than documented processes. governance.

The objective is not to eliminate these risks but to manage them responsibly.
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CHAPTER 5

Cashflow Over Valuation

REALSME believes family businesses should prioritise:

Prioritise Before

« Cashflow e Valuation

« Stability « Expansion

« Sustainability « External investment

Many family businesses survive for generations because they focus on cashflow discipline.

A family business that survives for fifty years often creates more
value than a highly valued business that survives for five.
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CHAPTER 6

Family And Business Are Not The
Same

One of the most important principles within the REALSME Framework is:

Family and business should support one another.
They should not become one another.

The family owns the business. The business does not exist to fund every family aspiration.

The business should be treated as a separate economic entity.

Company funds are not family funds.

Business assets are not personal assets.

Personal discipline is essential to business continuity.
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CHAPTER 7

The Family Business Lifecycle

GENERATION 1

The Builder

e Creates the business.
e Assumes most risks.
« Builds relationships.
» Creates opportunities.

GENERATION 2

The Systemiser

» Creates structure.

e Improves governance.

» Develops management systems.
» Expands capability.

GENERATION 3

The Custodian

Protects continuity.
Preserves culture.

Maintains reputation.

Adapts the business to changing environments.

Each generation performs a different role.

Success requires all three.
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CHAPTER 8

Family Capital And External
Capital

REALSME believes external capital should be used carefully.

Capital should Capital should not
» Reduce risk » Replace discipline

« Strengthen capability « Replace cashflow

* Accelerate necessary growth * Replace governance

External investors should be viewed as partners rather than permanent owners.

Where practical, family businesses should retain the ability to regain ownership
independence through buyback or planned exits.

Capital should strengthen family businesses, not replace them.
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CHAPTER 9

Independence With Mutual
Support

Family businesses should remain independent. However, independence
does not require isolation.

REALSME encourages:

Shared Shared Shared . Shared support
. . Shared learning
knowledge infrastructure opportunities systems

Businesses become stronger when they cooperate without surrendering their
independence.

Strong communities create resilient businesses.
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CHAPTER 10

Reputation Is Generational
Capital

Financial capital can be lost and rebuilt. Reputation takes generations to
create.

A family business should therefore protect:

Integrity

Transparency

Fair dealing

Community trust

Every decision should consider:

“What effect will this have on the family's reputation ten years
from now?”

Reputation is not merely an asset.

It is a responsibility.
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CHAPTER 1

The REALSME Family Business
Model

A successful family business is one that:

01 Creates value for customers.
02 Supports employees.

03 Respects vendors.

04 Operates responsibly.

05 Maintains independence.

06 Preserves continuity.

07 Protects reputation.

08 Creates opportunities for future generations.

The objective is not merely wealth creation.

The objective is sustainable prosperity.

A family business succeeds when every generation leaves the business stronger than it was
received.

That is the REALSME Family Business Framework.
That is the principle of Guardianship.
That is how businesses survive beyond individual founders.
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