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A goal without a plan is just a wish.”

Antoine de Saint-Exupery
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Successful Stewardship

Successful stewardship is an integral part of passing down family values and strategies through multiple generations.

KEY ITEMS FOR SUCCESSFUL STEWARDSHIP

* Understand your structure, documents and values

*  Continuously reflect on family values and strategy REFLECT AND
MAKE CHANGES IF
+  Participate in family meetings and retreats NECESSARY CONTINUE TO
6 EVALUATE FAMILY
VALUES, MISSION
AND GOALS

7

KNOW YOUR

5 MISSION
3 STATEMENT
UNDERSTAND UNDERSTAND 2 , g
YOUR FAMILY YOUR FAMILY ATTEND FAMILY
GSOT\;{'TJFE:'\.'F'?J\F'EEE GD%VCEURAL\‘S\TTCSE STAY TRUE TO MEREETTIE(E;iTASND
YOUR VALUES
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Addressing Human Capital Challenges

HUMAN CAPITAL CHALLENGES

e \. Dependency on wealth created by others
-~ LY
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" For many UHNW families the q Potential family conflict and its effect on family business
most difficult wealth planning ',
challenge relates to human Descantinuation of established wealth management

ital, not financial capital | structures by beneficiaries

|
. which means they involve , ‘ Weakening of understanding, communication and
managing the complex mix of | I responsible financial behavior by gaps in financial knowledge
issues relating to the impact |
that wealth has on the family, .' Men-fulfilment of the patriarch / matriarch's
nat the wealth itself. ."I philanthropic vision orather legacy

f
/. Family fights over wealth, power or coniral
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Fatential engagement in self-destructive behaviors
because of family wealth
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Family Legacy and  °
Governance Institute =

Benefits of a Family Governance Structure

Creates a framework within which
families can make decisions together

Sirives to eliminate biases .

and knee-jerk decisions ® weicomes ransparency

Creates a process that is repeatable,
which can be useful throughout multiple
generations of family members
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A system of family governance can help families

Foster Transparency

Statistics report that there will be an intergenerational transfer of approximately $30 trillion dollars over the next

few decades.! Family Governance can help create open lines of communication between parents and their children to discuss the
nature of the family’s wealth and expectations that may come with the potential of inheritance.

Build and preserve legacy

Identifying how wealth was inherited or built will aid in preserving family history

Create or maintain the continuum of family rituals and traditions

Execute thoughtful succession planning

With a Family Governance system in place, families are able to discuss (in addition to wealth transfer) the future of a family
business—who will manage the business, what other roles will need to be filled, what will happen if the family decides to sell the
company, etc.

Establish decision-making frameworks and processes

Identifying methods of communication for how your family will solve conflict is a key factor in fostering transparency, preserving
legacy and tradition and succession planning. An example of conflict resolution may be implementing a voting system

FAMILY LEGACY AND GOVERNANCE INSTITUTE
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Interdependence in a Family Enterprise

D: Family members who are
Employees, but not Owners

A: Family members not involved in the
Business at all E: Family members who are also
Owners of the Business. but who are
B: Employees of the Business who are not Employees
not in the Family
F: Employees who are also Owners of
the Business, but who are not in the

Family

C: Owners of the Business who are not
in the Family

Business

G: Family members who are both Owners and Employees
of the Business
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Components of Family Conflict

Incompatible
Values

Shared Assets, overlapping trust

Interdependence X
P interests

Family dynamics Historical OPPOSING

Unmet expectations
Grudges Impasses GOALS

Communication breakdown
Lack of transparency
Questionable trustworthiness

Blurred Disrespected
Boundaries Power

Sources: Baumoel, D. & Trippe, B. Deconstructing Conflict (2016); Pillemer, K. FaultLines (2020)
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Helping Families Maintain Mission Statements

Periodic Review of the Mission Statement

As powerful as the experience of building a family mission statement
can be, the families who get the most out of it—the ones who
succeed in weaving the mission statement into the fabric of the
family—don't stop with creation. Instead, they return to their mission
statement periodically and review it and measure themselves against
it. If you can become the leader of these sessions, you can perform a
very valuable service, while continuing to solidify your position as the
Family Wealth Advisor.

Four Questions to Ask Families

Do they still believe their mission statement?

The most effective mission statements are often built on broad foundational principles that tend not to
change significantly. But, at the same time, families are dynamic—not static—they grow and evolve.
So there may be reasons to amend a mission statement from time to time.

If they don't, what do they have to change?
Typically, this is at most about minor amendments here and there, and not wholesale changes, but
where amendments are necessary they should be made.

To the extent the family still believes it, have they lived their lives in accordance with it?

This is about using the mission statement as an accountability tool; we said we were going to live in a
certain way; looking back over the last year, have we done it? If families answer this question
honestly, the answer always is "No; we haven't lived our lives in accordance with it." That's because
the essence of being human is getting it wrong—we're probably off track more often than we're on
course. As a result, the next question becomes the most important one.

What do we have to do to get back on track?

This is the most impactful part of the review. When they built their mission statement together, the
family committed to one another to live in a certain way. They've just acknowledged to one another
that they have gotten off track. Now, as a family, they should decide what they have to do together to
get back on course—back on the path they all agreed they would take when they created the
mission statement.

FAMILY LEGACY AND GOVERNANCE INSTITUTE
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Families That Gather Together can Work Together

FAMILY COUNCILS

Entity consisting of family
members, formed to
address issues relative to
the family, business,
philanthropy and their
intersection.

]

FAMILY MEETINGS

Periodic gatherings to
educate and inform family
members on matters of
business, philanthropy, or
other group undertakings.
A time to provide updates
and celebrate milestones.

FAMILY RETREATS

An opportunity for families
to remove themselves
from their day-to-day life
and connect with family.
The goal is to share time,
strengthen ties and
develop trust.

FAMILY LEGACY AND GOVERNANCE INSTITUTE
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Hypothetical Family

First Gen
(dead)

Second
Gen

Second
Gen (dead)

Third Gen

Fourth Gen Fourth Gen Fourth Gen Fourth Gen Fourth Gen Fourth Gen Fourth Gen Fourth Gen Fourth Gen

In the family we'll use as our illustration, the members of the founding generation (yellow) are deceased. There are three second generation family
members (blue), all of whom had descendants, and one of whom is deceased. The second generation descendants had an unequal number of
descendants. Most of the third generation descendants (gray) have children of their own; one does not.

FAMILY LEGACY AND GOVERNANCE INSTITUTE 12
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Council Representation Plan: A Stirpital Basis

First Gen
(dead)

Second
Gen

Second
Gen (dead)

Third Gen

Fourth Gen Fourth Gen Fourth Gen Fourth Gen Fourth Gen Fourth Gen Fourth Gen Fourth Gen Fourth Gen

Hypothetical illustration

In the plan illustrated by the diagram above, representatives are not elected; They assume their position simply by virtue of their position in the
family. Thus, the representatives are the senior descendants of the first generation, illustrated by the heavy outlines around the family members. If
a family member dies, her or his descendants step into the shoes of the decreased family member.
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Council Representation Plan: A Modified Stirpital Basis

First Gen
(dead)

Second Second
Gen Gen
Fourth Gen Third Gen
\ \ \ \ \ \ \
Fourth Gen Fourth Gen Fourth Gen Fourth Gen Fourth Gen Fourth Gen Fourth Gen Fourth Gen

Hypothetical illustration
Just as in the case of the stirpital plan, in a modified stirpital plan representatives are not elected; they again assume their position simply by virtue

of their position in the family. The representatives again are the senior descendants of the first generation, illustrated by tge heavy outlines around
the family members. If a family member dies, her or his descendants step into the shoes of the decreased family member. But in this plan

descendants of a decreased family get fully elevated into the decedent’s position, and the number of votes increase. Thus, there are four
members and four votes.
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Council Representation Plan: Generational Voting Across Family Lines

First Gen
(dead)

Second
Gen (dead)

Second
Gen

| | | | | | |

Fourth Gen Fourth Gen Fourth Gen Fourth Gen Fourth Gen Fourth Gen Fourth Gen Fourth Gen Fourth Gen

Hypothetical illustration

The plan illustrated above is radically different from the first two. Here, representatives do not attain their position based on generational status; instead they are elected by the
members of the council. This diagram illustrates a generational plan (one member from each generation), but families could also adopt a stirpital election plan (one member is elected
from each family line). In either instance (generational or stirpital), families could decide that there will be one or multiple members, from each class, depending on the size and
complexity of the family. Moreover, each generation could vote separately (in other words, members of the second generation vote to elect their representative; members of the third
generation have a separate election to elect their representative), or the entire family could vote on each representative (that is, the entire family votes for a second generation
representative, a third generation representative and so on).

FAMILY LEGACY AND GOVERNANCE INSTITUTE 15
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Structuring Considerations: Modes of Decision making

+ Another critical issue to address in the structuring phase is how decisions are to be made; that is, whether actions of the family council will be
determined by the affirmative vote of a majority of its members or whether the family council must act by consensus.

+ While most families adopt majority decision making, consensus decision making, although quite hard, can be the most powerful and effective
way to make decisions together as a family. That is because the alternative, majority decision making, necessarily creates winners and losers
on any particular issue.

+ By contrast, with consensus decision making, the family necessarily must agree, or no action can be taken until a course has been found as to
which all family members agree. While that may mean that the action that ultimately is taken is one that no family member finds perfect, it
necessarily means that the action is one that every family member can at least endorse. For this reason, consensus decision making is an
extraordinarily powerful way for families to make decisions together.

FAMILY LEGACY AND GOVERNANCE INSTITUTE
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Structuring Considerations: Other Important Issues

There are several other issues to address in the structuring phase. These
include, for example:

» If spouses are to be members of the family council, do they cease
entirely being members upon divorce, or do they continue in some
(perhaps limited) function?

« At what age do family members participate in the deliberations of the
family council?

* At what age do family members vote? (For example, some families
create a structure where one may begin attending meetings after
attaining a specified age, say 18, and vote after attaining a
different age, say 21.)

* Wil non-family members play any role on the council? (For example.

some families include professional advisors, such as Financial Advisors.

Attorneys, accountants, etc. on their council, either in an advisory or
voting capacity. Other possible roles for non-family members could be
breaking ties (for families that adopt majority decision making), or
seeking to facilitate consensus (for families that adopt consensus
decision making).

«  If the family council is to include non-family members, what provisions
should be made for removal and succession?

While the list is intended to be illustrative and not exhaustive, it will give you
an idea of some of the important issues most families seek to address when
creating a family council.

The Question of When to Address These Issues

At first blush it might appear better to defer the resolution of
some issues until a later date (for example, it might seem better
to defer resolution of the question about the status of a
divorced former in-law unless and until the family actually has
to confront the issue).

But, our experience teaches us that it is often better for the
family to try to have a normative code in place that addresses
as many of these issues as possible from the outset. That is
because, when families defer such issues and resolve them in
ad hoc ways as the need for resolution arises, it may always
appear (and indeed, may in fact be the case) that the resolution
is personality-driven, rather than reflecting a principled
application of the family's values.

By contrast, as we've explained, when the family creates a set
of rules and procedures in advance. and then seeks to apply
them neutrally to facts that arise in the future, it is more likely
that the decision will be a principled one. Such a decision is
likely to have much greater moral and persuasive force.

FAMILY LEGACY AND GOVERNANCE INSTITUTE
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Define and Know the Plan

UNDERSTAND WHAT YOU
HAVE IN PLACE TODAY

*  Know your family
governance structure

* Know what values are set for
your family

* Understand your
mission statement

* Be able to understand the
guidelines set forth by your
documents

ALIGN WITH YOUR
WM STRUCTURE

Working with your Private
Wealth Advisor, make
decisions that will incorporate
your family values and
mission into your investment
choices and philanthropic
endeavors

Be able to understand your
investments and

how they fit with the

family goals

COMMUNICATION

It is important to have
members of the family
engaged in order for the plan
to be successful

Ensure that there is dedicated
time for meetings and retreats
to keep the family on the
same path

Engage an advisory board or
outside council

PERIODIC CHECK-IN

Ask yourself if your family
values, mission or goals
have changed

Families that ultimately
succeed in weaving their
mission and values into the
fabric of their family dealings
are those who periodically
return to the statement to
review and adjust according to
any life or family changes

FAMILY LEGACY AND GOVERNANCE INSTITUTE
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Disclaimer

The slides herein do not constitute a recommendation.

This material has been prepared for informational purposes only and is subject to change at any time without further notice. Information contained herein is based
on data from multiple sources and Morgan Stanley Smith Barney LLC makes no representation as to the accuracy or completeness of data from sources outside of
Morgan Stanley Smith Barney LLC. It does not provide individually tailored investment advice. Be aware that particular legal, accounting and tax restrictions,
margin requirements, commissions and transaction costs applicable to any given client may affect the consequences described, and these analyses will not be
suitable to discuss with every client. The appropriateness of a particular investment or strategy will depend on an investor’s individual circumstances and
objectives.

Tax laws are complex and subject to change. This information is based on current federal tax laws in effect at the time this was written. Morgan Stanley Smith
Barney LLC, its affiliates, and Financial Advisors do not provide tax or legal advice. Clients should consult their tax advisor for matters involving taxation and tax
planning and their attorney for matters involving trust and estate planning and other legal matters.

In creating this summary, we have included information that we found to be pertinent for our purposes. We make no representation as to the completeness of the
information, and information which you may find material for your own investment or planning purposes may not have been included. Please notify us immediately
if any of this information appears incorrect.

The information provided in this summary is affected by laws and regulations in effect from time to time. It also is affected by facts and assumptions regarding your
life circumstances which may change from time to time. Morgan Stanley Wealth Management undertakes no obligation to update or correct this information as
laws, regulations, facts and assumptions change over time. If you have a change in your life circumstances that could impact your investment or planning, it is
important that you keep your financial, tax and legal advisors informed, as appropriate.

Morgan Stanley Smith Barney LLC (“Morgan Stanley”), its affiliates and Morgan Stanley Financial Advisors do not provide tax or legal advice. Clients should
consult their tax advisor for matters involving taxation and tax planning and their attorney for matters involving trust and estate planning, charitable giving,
philanthropic planning and other legal matters.

Particular legal, accounting and tax restrictions applicable to you, margin requirements and transaction costs may significantly affect the structures discussed, and
we do not represent that results indicated will be achieved.

Past performance is not necessarily indicative of future performance. We are not offering to buy or sell any financial instrument or inviting you to participate in any
trading strategy.

© 2021 Morgan Stanley Smith Barney LLC. Member SIPC. CRC#3744703 09/2021
FAMILY LEGACY AND GOVERNANCE INSTITUTE 19




