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Trusted Advisors in a Family Business’s Succession-Planning Process—An Agency

Perspective

ABSTRACT

Family business succession is a complex and challenging process, in which family members
often build on the support of trusted advisors who can be seen as the most relied external source
of advice and knowledge that family businesses draw on. Based on an extensive literature review,
this article aims to synthesize prior research on both advisors and succession to systematically
describe and analyze the role of trusted advisors during the succession-planning process. Based
on arguments from agency theory, we discuss potential benefits and drawbacks associated with
the involvement of trusted advisors along the four phases—trigger, preparation, selection, and
training—of the succession-planning process and outline how trusted advisors can mitigate but
also enhance agency costs—in particular goal divergence and information asymmetry—during
each of these four phases. Subsequently, we discuss four typical constellations of advisor
involvement, which vary in their agency costs and thus have different levels of bias and
efficiency. We thereby outline several inefficiencies that result from the common setup in which
an incumbent and a successor both rely on their own trusted advisors or a team of expert advisors
and propose a balanced and efficient model of advisor involvement as a potential solution which
reduces the agency costs. This conceptual article contributes to research on succession, agency
theory, and trusted advisors in family firms.

Keywords: family business, trusted advisor, succession planning, agency theory.



INTRODUCTION
Family business succession is a crucial and in many cases long lasting process that may absorb
the attention and resources of a family for years (Cabrera-Suarez, De Saa-Perez & Garcia-
Almeida, 2001). Numerous examples around the world show that succession is also a challenging
process that many businesses struggle with (Mussolino & Calabro, 2014), in particular with
defining the right timing, finding the right successor, and managing the succession process in a
fortunate way (Sharma, 2004).

In light of the challenges that arise during the succession process, researchers and
practitioners have recently started to point to the crucial role played by trusted advisors in the
succession process (e.g., Strike, 2012). Trusted advisors are defined as the most-relied external
source of business advice for members of family businesses, including, for instance, lawyers,
accountants, and consultants with whom family members have enjoyed long-lasting professional
relationships (LaChapelle & Barnes, 1998; Nicholson, Shepherd & Woods, 2010). On the one
hand, trusted advisors are expected to provide important capabilities such as expert knowledge
and high-quality feedback and thus improve the quality of family members’ decisions, the
strategic planning process, and ultimately the firm’s performance (Davis, Dibrell, Craig & Green,
2013; Reay, Pearson & Dyer, 2013; Strike 2012). In particular, trusted advisors can improve the
efficacy of the succession process by mentoring both incumbents and successors, providing new
insights on the succession (Salvato & Corbetta, 2013), or acting as agents to bring different
opinions together and achieve compromise solutions (Lane, Astrachan, Keyt & McMillan, 2006;
Thomas, 2002). However, trusted advisors are also associated with possible costs and drawbacks,
stemming from agency costs, particularly those costs that result from divergent goals (e.g.,
Chrisman, Chua & Sharma, 2004) and informational asymmetries (e.g., Dehlen, Zellweger,

Kammerlander & Halter, 2014) between the incumbent, the successor, and the advisor. Those
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drawbacks include heavy pressure on incumbents (Hilburt-Davis & Senturia, 1995), an overly
task-oriented approach that neglects involved parties’ emotions (Goodman, 1998; Kaye, 1996),
and narrow coaching that results in a reduction in the independence of successors’ actions and
decisions (Lane, 1989).

Despite recent advances in the scholarly knowledge about the influence of trusted advisors
in family firms, our understanding of their role and its associated benefits and drawbacks is still
superficial (see discussion in Strike, 2012). In particular, the precise benefits and disadvantages
associated with trusted advisor involvement remain unclear to date. In addition, there is a lack of
knowledge about the drivers of efficient and unbiased (as opposed to inefficient and biased)
triadic constellations of incumbents, successors, and trusted advisors. We aim to contribute to
closing this gap by integrating the abundant body of literature on the succession process (e.g.,
Sharma, 2004; Sharma, Chrisman & Gersick, 2012) with the nascent research stream on family
business advisors (e.g., Reay et al., 2013; Strike, 2012) and by building a conceptual model on
the impact of involving a trusted advisor in a family business succession. Thereby, we consider
leadership and ownership transfers to both family-internal and -external successors. Moreover,
we concentrate on the “planning process” (Cabrera-Suarez et al., 2001; Sharma, Chrisman &
Chua, 2003), which is particularly determinative of the outcome of the succession process (De
Massis, Chua & Chrisman, 2008; Le Breton-Miller, Miller & Steier, 2004; Sharma, Chrisman &
Chua, 1997) because the absence of a thorough succession plan enhances the risk of business
failure (Barach, Gantisky, Carson & Doochin, 1988; Seymour, 1993).

In particular, we aim to answer the following research questions: (1) How can agency
theory elucidate the specific benefits and drawbacks associated with trusted advisor involvement
along the different phases of a family firm’s succession-planning process? and (2) Based on

those theoretical deductions, what constellations of the roles and relationships of incumbents,
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successors, and trusted advisors are likely to maximize or minimize agency costs during the
succession process? After a brief overview of the extant research on trusted advisors, succession
planning, and agency theory in family firms, we focus on how trusted advisors either increase or
decrease important agency costs throughout the four phases of the succession-planning process.
Subsequently, we discuss four commonly observed constellations of the relationship between
incumbents, successors, and trusted advisors and analyze the costs and benefits associated with
those constellations. We argue that a constellation with two or more instead of one trusted
advisors is not only inefficient, but also increases agency costs. Furthermore, we discuss that lack
of bias (i.e. when the trusted advisor does not favor either party) is a crucial prerequisite for
agency costs being minimized rather than maximized through advisor involvement in family
firms.

Our article contributes to the literature in several ways. First, we advance the research on
trusted advisors in family businesses by building on agency theory to systematically investigate
the advantages and disadvantages stemming from trusted advisor involvement. Most extant
studies on family firm advisors are characterized by a focus on anecdotal evidence and lack of
theoretical rigor (see critique by Jaffe & Lane, 2004; Strike, 2012; Swartz, 1989; Upton, Vinton,
Seaman & Moore, 1993). Second, we further extend the literature on family business succession
by systematically integrating the role played by trusted advisors and his or her impact on agency
costs. Instead of the dyadic relationship between an incumbent and a successor (Handler, 1994),
we move to the triadic relationship between incumbents, successors, and trusted advisors, which
alleviates several agency costs but gives rise to other agency costs. Thereby, we focus in
particular on agency costs in form of goal divergence and information asymmetry and outline in
detail how trusted advisors on the one hand mitigate and on the other hand increase those costs.

Third, we discuss several constellations of trusted advisor involvement commonly observed in
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practice—such as relying on advice from several consultants or engaging a close accountant to
manage the succession process—and identify their related agency costs. After the identification
and an extensive discussion of the positive and negative effects of trusted advisors on agency
cost, we synthesize a proposition of a balanced and efficient model that reduces those agency
costs. Fourth, we also advance research on agency theory. Although there is a large body of
research on agency costs in family businesses, most of this research focuses on classical owner-
manager relations. This manuscript extends this predominant view by including the trusted
advisor as a further actor that, while neither being owner nor manager of the firm, can affect the
level of agency conflicts in the firm. Doing so provides a more nuanced picture of agency costs in
family firms that is not restricted to dyadic relationships but considers a triadic relationship.
THEORETICAL BACKGROUND AND KEY CONCEPTS
The Succession-Planning Process
Succession in family business is widely seen as the process that transfers ownership and
leadership from an incumbent to a next-generation successor, who may or may not be a family
member (Sharma, 2004; Steier & Miller, 2010). Researchers agree that succession is one of the
most important processes of a family business’s life cycle due to its substantive effect on the
firm’s strategy, culture, and also its survivability (Ahlers, Hack, & Kellermanns, 2014; Cater III
& Kidwell, 2014; Handler, 1994). The succession-planning process, which is the focus of this
paper, is the first and one of the most important parts of the overall succession process and has
two main goals: first, the selection of the successor, which includes setting criteria or defining a
pool of possible candidates (Le Breton-Miller et al., 2004); and, second, preparation for the
transfer of management control as well as ownership shares from an older to a younger
generation (Sharma et al., 2003). Because the planning process embraces every succession-

related activity from the incumbent’s first consideration of his or her exit to the actual transfer of

6



leadership and ownership, it is determinant of the outcome of the entire succession process and
thus, is particularly worthy of study (Chittoor & Das, 2007; Sharma et al., 1997). Based on an
extensive review of prior literature on family firm succession, we synthesize four important
phases of the succession planning process: the trigger phase, the preparation phase, the selection
phase, and the training phase (Brockhaus, 2004; De Massis et al., 2008, Murray, 2003; Le
Breton-Miller et al., 2004). Those phases can differ in length and can either occur consecutive or
(partly) in parallel'. Table 1 provides an overview of ten important, previously published studies
that investigated the succession planning process in detail and links their findings to the four

phases applied in this manuscript.

Insert Table 1 around here

The first step in succession planning is an incumbent’s readiness to hand over the business, which
is often initiated by a trigger (Murray, 2003). The trigger to consider one’s own exit from a
business can be a result of developmental pressures such as age or health, internal forces such as
family, a predestined succession candidate, or company management, or external pressure for a
change, for example, from accountants or customers (Gersick, Lansberg, Desjardins & Dunn,
1999). One important aspect of succession readiness is an incumbent’s willingness to hand over
the business (Brun de Pontet, Worsch & Gagne, 2007): While owner-managers of family firms
typically possess the general desire to handover the business to their children one day (e.g., Chua,
Chrisman & Sharma, 1999), it is frequently observed that family firm incumbents are
characterized by emotional attachment to the firm (Morgan & Gomez-Mejia, 2014) and by a

reluctance to “let go” (Sharma, Chrisman, Pablo & Chua, 2001). As a consequence, they tend to

! At times those phases might have unclear starting and ending points, in particular the first phases can even occur

rather unconsciously and/or in an unplanned, unsystematic way. As this article focuses on the impact of trusted

advisors in each of the four phases, we henceforth assume a conscious and rather defined nature of all four phases.
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postpone their decision to withdraw from the business again and again with succession
candidates remaining in a prolonged waiting position, known as the “prince Charles syndrome”
(Rothwell, 2010).

After succession is initialized in the trigger phase, the preparation of the succession
process begins. The first task in this phase is to create an initial vision of how the business should
operate in the future, which is shared by the incumbent and—if already available—the succession
candidate. Moreover, it is necessary to specify the goals, rules, and guidelines that every involved
party must follow during the succession process, and a time plan—including milestones—must
be defined (Le Breton-Miller et al., 2004). In family businesses, in which incumbent and
successor have already shared a long history, this process is likely less complicated due to a
common understanding of the business’s identity and needs that has grown over years (Sharma et
al., 1997).

The preparation phase of the succession process is followed by the selection phase, which
consists of tasks such as defining the pool of candidates, criteria for and rules of selection, and
guidelines for the successor’s future training. In family firms the selection criteria used by the
incumbent are often guided by personal fit as well as family needs and are less driven by profit-
maximization as compared to non-family firms (Chua, Chrisman & Sharma, 2003; Westhead &
Cowling, 1997). During this phase, a communication plan is defined that governs how to share
news about the succession to stakeholders such as employees, suppliers, or customers, including
timing and who bears responsibility for issuing succession-related communications (Le Breton-

Miller et al., 2004).2

? Communication of the succession plan involves exchange with various family and non-family stakeholders. As
each of them has different needs and goals, setting up a comprehensive communication plan is a rather complex task
that might be difficult to perform. However, as this manuscript focuses on the relationships of incumbent, successor,
and trusted advisor, the specifics of such communication are out of the scope of this manuscript.
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After a successor has been chosen, the succession process enters the training phase, in
which he or she is trained and prepared for his or her new role. Family firms typically take an
approach to training that is more personal and relationship-oriented compared to that of non-
family firms, which prefer a more formalized, task-oriented approach (Fiegner, Brown, Prince &
File, 1994). Therefore, in a family business commitment to the business and to the quality of the
incumbent-successor relationship are important because those commitments have a positive
effect on succession planning and successor training (Lansberg & Astrachan, 1994; Seymour,
1993).

The Role of Trusted Advisors in Family Firms

The literature on trusted advisors in family businesses distinguishes among three types of
advisors: formal advisors (many of whom are frusted advisors), informal advisors, and family-
firm boards (Strike, 2012). Formal advisors are hired by the family or the firm and hold either an
external or an internal position. They can be content experts—i.e., specialists within a specific
area such as financing, law, tax, investments, or products—or they can be process-oriented
consultants who focus on developing the firm or implementing new structures. In principle, both
types of advisors can serve as trusted advisors. Nevertheless, family firms often seek a trusted
advisor that embodies a combination of the two—i.e., a process-oriented consultant with
succession-specific knowledge (Strike, 2012). Often, formal advisors are hired only temporarily
(Hilburt-Davis & Senturia, 1995). In contrast to formal advisors, informal advisors are not
officially involved in the business. They are highly trusted individuals such as close friends,
spouses, other family members, mentors, or business partners, who may support the firm with
their advice, support, and empathy (Strike, 2013). As a third type of advisor, the family-firm

(advisory) board is frequently mentioned in the literature (Strike, 2012).



Research has identified several characteristics shared by trusted advisors, in addition to
deep content knowledge, which foster the consulting process and increase the likelihood of a
positive outcome. Trusted advisors are often characterized by attributes such as honesty,
integrity, loyalty, predictability, and empathy (Strike, 2012). In addition, an advisor’s goal
orientation also positively affects his or her ability to provide innovative advice. It has further
been found that compared to advisors with an avoidance orientation, advisors with a high
learning orientation are better at taking feedback that reflects the client’s needs and combining
that feedback with existing information sources to provide innovative, new solutions (Davis et
al., 2013). Most trusted advisors help the family in a subtle way, capturing and influencing
attention to an issue and then facilitating collective action (Strike, 2013). Therefore, it is
important that a trusted advisor is well embedded into the family firm to provide effective advice
(Barbera & Hasso, 2013). Moreover, independence and the willingness to share knowledge and
follow a teamwork approach have been shown to increase advisors’ efficacy in family firms (Su
& Dou, 2013). In the remainder of this paper, we focus on externally hired, trusted advisors
because due to their firm- and family-external, independent perspective, they are expected to

provide family businesses with specific benefits (Lane et al., 2006).

Agency Theory and Family Businesses

Agency theory highlights specific conflicts that arise when a (business) owner (i.e., a principal)
assigns responsibility to a delegate (i.e., an agent) (Fama & Jensen, 1983). Conflicts thereby
particularly arise due to diverging goals of principal and agent as well as due to an asymmetric
distribution of information among them (Eisenhardt, 1989). One of the underlying assumptions of
agency theory is that the agent is primarily striving for maximizing his or her own benefit instead
of that of the principal, in other words the goals of agent and principal substantially diverge. This

goal divergence is exacerbated by the inherently different attitudes toward risk of the principal
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and the agent (Fama & Jensen, 1983). Besides diverging goals, principals are also challenged
with monitoring the behavior of the agent. It is assumed that the principal has inferior knowledge
about the actions taken by the agent, while the agent often has less than perfect information on
the principal’s precise goals and motivation, in other words there is substantial informational
asymmetry between the two parties (Eisenhardt, 1989).

Referring to family businesses, researchers have long assumed that family firms have zero
or at least insignificant agency costs due to aligned interests of owners and (family) managers in
those firms (Jensen & Meckling, 1976). More recent research, however, has revealed that agency
costs are also prevalent in family firms (e.g., Chrisman, Chua & Litz, 2004), for instance due to
nepotism (Schulze, Lubatkin, Dino & Buchholtz, 2001) or expropriation of minority shareholders
(Crongvist & Nilsson, 2003; Arosa, Iturralde & Maseda, 2010).

Within the last years, scholarly interest in the agency costs associated with family firm
succession has grown (Aguilera & Crespi-Cladera, 2012; Chrisman, Chua, Steier, Wright &
McKee, 2012; Pieper, 2010). Divergent goals and interests among the involved parties arise, for
example, if the incumbent strives for continuity of the firm and the preservation of traditions,
whereas the successor seeks sometimes-radical ways to distinguish him- or herself (Brun de
Pontet et al., 2007). Additionally, informational asymmetries exist among incumbent and
successor. On the one hand the incumbent is expected to possess much deeper knowledge about
the firm, its performance, strengths and weaknesses than the successor. On the other hand the
successor has superior knowledge about his or her own abilities and about the plans he or she has
with the business post-succession (Dehlen et al., 2014).

The involvement of an external advisor, adds an additional agent with own goals and a
specific set of information to the process. Following the underlying assumptions of agency

theory, the advisor can be expected to strive for maximizing his or her own benefit. At the same
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time, the trusted advisor possesses specific expert knowledge, experience, and skills to contribute
to mitigating agency costs.
TRUSTED ADVISORS IN THE FAMILY BUSINESS SUCCESSION-PLANNING
PROCESS: A CONCEPTUAL MODEL
In the following section, we will analyze in detail how trusted advisors can enhance and/or
mitigate agency costs, in particular information asymmetries and goal divergence among
involved parties, in each of the four phases of succession planning. The results of this analysis are

summarized in Table 2.

Insert Table 2 around here

The Trigger Phase. The trigger phase (Murray, 2003), often also called pre-succession phase
(Nordqvist, Wennberg & Hellerstedt, 2013), is the first phase in the succession planning process.
Often, in this phase, the attention of the incumbent as well as of, for instance, family members
and potential succession candidates (if already available) is drawn for the first time on the
concrete steps associated with succession. The major challenges in this phase are (1) that the
incumbent must become aware of the need for succession in the near (as opposed to the far)
future, (2) that the incumbent needs to build up his or her willingness to withdraw and prepare
both the business and the family for succession, and (3) that the succession process must be
initiated (Brun de Pontet et al., 2007; Murray, 2003). In this context, the incumbent often lacks
the experience and ideas to cope with the common initial feelings of resistance to letting go
(Hilburt-Davis & Senturia, 1995). Moreover, he or she is often doubtful of finding a successor
with sufficient leadership and governance skills as well as commitment to the business (Brun de

Pontet et al., 2007; Cabrera-Suarez et al., 2001).
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The incumbent’s reluctance to let go and his or her often vague and unspecific fears about
the future often imply goals that diverge from those of his or her family members and the
successor candidate (if already available). In particular, the involved parties often disagree
regarding the following topics (e.g., Brun de Pontet et al., 2007): when to start the procedure
(incumbents often vote for a postponed initialization), how to process the succession (incumbents
often do not see the need for formalized evaluation of what they believe is a healthy and well-
performing business), and when to handover ownership and leadership (incumbents often prefer
longer timespans until the official succession). Moreover, this initial phase is also challenged by
information asymmetries between the incumbent on the one hand and the family and the
successor candidate on the other hand: In particular, the latter do not possess full information on
the incumbent’s real intentions to step back and whether and how to execute the succession
process because many incumbents prefer not to communicate their intentions in a clear way or
tend to keep changing their minds due to their intense feelings of uncertainty (Hilburt-Davis &
Senturia, 1995). Principal-principal conflicts—a long overlooked form of agency problems
(Young, Peng, Ahlstrom, Bruton & Jiang, 2008)—between the incumbent (i.e. current principal)
and the successor candidate (i.e. future principal) as well as family members (often possessing
some shares of the firm and thus also principals) are the result of such uneven distribution of
information and divergence of interests.

Advisors can alleviate those principal-principal problems by adopting the role of a neutral,
external mediator who facilitates discussions among the incumbent, the successor candidate (if
available), and family members. In particular, based on previous experience with succession
cases and interpersonal skills, he or she can promote the communication among all involved
parties and thereby reduce informational asymmetries. Moreover, due to their education, training,

and experience, advisors can provide important and objective information on the succession
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process, especially they can point out when a specific change is needed and the succession
process has to be started (Lane et al., 2006; Swartz, 1989; Upton et al., 1993) due to objectively
assessable criteria such as age or health of the incumbent (Cadieux, Lorrain & Hugron, 2002;
DeTienne, 2010; Dyer & Handler, 1994). Additionally, advisors can help the incumbents dispose
of their vague human fears regarding the unknown future of the firm and themselves: Advisors
do so by providing comprehensive information on potential exit choices as well as the specifics
of the succession process and by closely coaching the incumbent—measures that help the
incumbent to get ready for the succession and overcome the reluctance to step aside (Brun de
Pontet et al., 2007; De Massis et al., 2008; Salvato & Corbetta, 2013; Strike, 2012) and thereby
align the goals of the incumbent with those of other family members as well as the potential
successor candidate.

However, the involvement of an advisor can also imply agency costs between the
incumbent (i.e. principal) and the advisor (i.e. agent) if the advisor’s own goals are not aligned
with those of the other involved parties and/or if communication does not flow smoothly among
the involved actors. Concerning the goal alignment in the trigger phase, advisors typically aim for
a timely official start of the succession process for the purpose of generating revenues, whereas
incumbents typically show an initial reluctance to step aside. More specifically, an advisor who
lacks the required sensitivity likely enforces the incumbent and his or her family to consider
succession, even if they are not ready to engage in such a process (Hilburt-Davis & Senturia,
1995). The incumbent and his or her intimates, in turn, likely react with an even increased level
of reluctance to engage in the succession-planning process. Thus, to avoid such increased
conflicts based on diverging goals, the advisor must first gain at least tacit approval by the
incumbent before starting the succession process (Lane, 1989), otherwise, the incumbent’s

reaction to the advisor’s succession-related suggestions can be negative or even hostile (Upton et
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al., 1993). Such issues are especially salient if the advisor has been hired for instance by the
successor candidate rather than by the incumbent him- or herself (Lane, 1989).

Moreover, the involvement of a trusted advisor can also further disturb the information
flow and result in increased informational asymmetries: In particular if the advisor over-identifies
with one party, for instance because of a long-lasting and trusted relationship, the advisor’s
suggestions become less neutral and his or her expert and process knowledge (Hilburt-Davis &
Senturia, 1995) is less evenly distributed among the involved parties. As a consequence, the
communication among the incumbent, family members, and the succession candidate (if
available) becomes less open, which, in turn, further reinforces the asymmetrical character of
available information on the succession process. The presence of an outside individual (i.e. the
advisor), and simultaneous lack of open communication, likely increases the uninformed parties’
reluctance to follow the advisor’s recommendations and increases conflicts among all involved
individuals.

In case such goal divergence and informational asymmetries are present, the advisor will
not work on solutions that best match the firm and its owner, thus resulting in classical principal-
agency conflicts with the advisor (i.e. the agent) providing recommendations that do not fit the
incumbent (i.e. the principal). The likely outcome of such principal-agent conflicts is the
reluctance of the incumbent to further continue the succession process which leads to our first
two propositions:

Proposition 1: In the trigger phase, trusted advisors can mitigate principal-principal conflicts by
drawing attention to succession, supporting the incumbent in coping with reluctances, officially

starting the process, and proactively communicating with all involved stakeholders. Thereby
advisors reduce information asymmetry and improve the goal alliance.

Proposition 2: However, if the goals of an incumbent and advisor are not aligned in the trigger
phase, then the involvement of a trusted advisor likely forces the incumbent into decisions for
which he or she is not yet ready, ultimately provoking the incumbent’s reluctance and leading to
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a hostile reaction from all involved parties. In this case, problems of goal divergence and
information asymmetry are even increased leading to increased agency costs.

The Preparation Phase. Tasks belonging to the preparation phase of the succession
planning process include especially agreement on strategic, financial, and timing related aspects.
A careful preparation of such aspects is crucial in order to ensure the continuity of the business as
well as family harmony (Le Breton-Miller et al., 2004). Often, major challenges occur within this
phase because expert knowledge in areas such as tax and law or process knowledge is required
(Kaye & Hamilton, 2004; Strike, 2012; Upton et al., 1993)—knowledge which incumbents, the
potentially available successor candidates, and their respective firms often do not possess.

We argue that within this phase, problems of information asymmetry, particularly due to a
lack of process and task knowledge, and problems of divergent goals between the incumbent and
other stakeholders such as family members and the potential successor candidate are prevalent
leading to principal-principal agency costs. As members of family businesses often lack
experience of how to set up the succession process and lack knowledge which tasks have to be
fulfilled and at what time, a clear process plan with defined tasks and a proper documentation of
the progress is often missing. As a consequence, information about what is going on and why, as
well as about agreed next steps, is not equally distributed among the involved actors, leading to
severe informational asymmetries. Reasons why goal divergence arises are similar to what has
been discussed for the trigger phase: Family members and/or the potential successor candidate
likely aim for a rather quick succession planning with milestones coming quickly after each
other, whereas the incumbent wants to take substantial time finding the “ideal successor.” As a
consequence of such informational asymmetries and simultaneous goal divergence, the principal-

principal conflicts between the incumbent, the family members, and the successor candidate (if
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available) as described in the trigger phase are continued and even enhanced in the preparation
phase.

Trusted advisors can again mitigate those agency problems, in particular through their
experience with similar cases and their deep content and process knowledge. First, due to their
training and knowledge in “succession planning” and “‘strategic management,” advisors can
contribute to improve the preparation phase by helping the stakeholders defining a vision, goals,
and guidelines for the succession process, which contributes to alleviating concerns regarding the
other parties’ intentions and to aligning goals of all involved individuals. Additionally, based on
their prior experience with similar cases, advisors can organize a task group where each member
has a specific role and establish a clear timeline including the definition of milestones (Chrisman,
Chua, Sharma & Yoder, 2009; Le Breton-Miller et al., 2004; Morris, Williams, Allen & Avila,
1997). Such actions reduce uncertainty among the participants and thus reduce the risk of
conflicts based on ignorance or misinterpretation. Second, in order to avoid further conflicts
based on diverging goals the trusted advisor can also mitigate conflicts between the incumbent,
the family, and the successor candidate through shifting the focus from emotional issues to a
more objective and rational perspective that focuses on the process and its various tasks (Upton et
al., 1993), thereby adopting the role of a neutral, arbitrating outsider. Third, advisors can provide
additional expert knowledge for example concerning procedural or financial aspects (Gedajlovic,
Carney, Chrisman & Kellermanns, 2012; Hilburt-Davis & Senturia, 1995; Ward, 1997). In doing
so trusted advisors reduce again informational asymmetries among the involved parties and thus
reduce the risk of conflicts among the principals. In case the advisors lack required specific
knowledge or skills to improve the information level, they are typically able to draw on resources
from their professional network. In sum, the involvement of trusted advisor increases the goal

alliance between incumbent, family members, and the successor candidate and reduces

17



information asymmetry through provision of process and task knowledge leading to an overall
reduction of principal-principal conflicts.

However, bringing in an external advisor during the preparation phase also leads to further
agency costs, which subsequently decrease the possibility of a positive outcome of the
preparation phase. We argue that information asymmetry and goal divergence are reinforced for
two reasons. First, CEOs typically tend to focus on the strengths of their firms (Poza, Hanlon &
Kishida, 2004) and assess their businesses’ fitness for succession more favorably than other
individuals with more objective, outsider perspectives. In particular trusted advisors, due to their
experience with business transfers and their independent, external perspectives, adopt a more
critical perspective of the firm’s strengths. In order to sustain their internal belief system
(“confirmation bias”), incumbents are inclined to hide important information about the firm’s
strengths, weaknesses, and outlook from the advisor. However, advisors who have incomplete
information are unable to provide well-tailored support to a firm and its stakeholders. We thus
argue that in the likely case of information asymmetry between incumbent and advisor, the
advisor’s recommendations are not well grounded in firm specifics, neglect important aspects,
and eventually are of limited benefit to the overall succession process.

Moreover, the preparation phase can be further complicated by goal divergence between
the advisor (on one side) and the incumbent, the succession candidate, and family stakeholders
(on the other side). Advisors with deep expert knowledge are often inclined to focus too closely
on expertise issues and neglect the idiosyncratic firm characteristics as well as emotional aspects
that are particularly important to family stakeholders (Goodman, 1998; Kaye, 1996). A trusted
advisor’s focus on textbook solutions and his or her own goals, rather than adjusting his or her
advice to the specific needs of the family business entails further goal conflicts. This divergence

of goals increases the resistance of the involved parties to further cooperate with the advisor and

18



can ultimately result in the delay or termination of the succession process. Thus goal divergence
and information asymmetry lead to agency conflicts, in which the agent (i.e. the advisor) provides
inferior suggestions regarding for instance strategic and financial aspects to the principal (i.e. the
incumbent), in case the informational flow from the incumbent to the advisor is insufficient and
in case the advisor is focused on his or her own goals. In summary, we propose as follows:
Proposition 3: In the preparation phase, trusted advisors can mitigate principal-principal
conflicts by providing process and task knowledge, clearly defining rules, guidelines and a

timeline as well as mitigating conflicts. Thereby advisors improve the goal alliance and reduce
information asymmetry.

Proposition 4: However, if an incumbent and an advisor in the preparation phase do not fully
share information (for example, because the incumbent is suppressing facts) or if a divergence of
goals occurs (for example, due to neglected emotions), then the involvement of a trusted advisor
likely leads to inappropriate recommendations to and resistance by the involved parties that
increase problems of goal divergence and information asymmetry and ultimately agency costs.

The Selection Phase. After the preparation phase, the selection of the successor takes place
(Chittoor & Das, 2007; Harveston, Davis & Lyden, 1997; Le Breton-Miller et al., 2004). Within
this phase, a pool of possible internal and/or external candidates as well as the ultimate selection
criteria for a successor is defined. Subsequently, one has to assess the fit of the identified
succession candidate(s) with the business strategy as well as the competitive environment, and
finally agree on a succession option which fits best with the incumbent, the firm, and the family
(Brockhaus, 2004; Le Breton-Miller et al., 2004).

The major challenges of this phase for the family business are again related to goal
divergence and information asymmetry. In this period important discussions need to take place
among the affected stakeholders about the successor selection as well as details on the business
transfer (Le Breton-Miller et al., 2004). Often those discussions are conflict-laden and highly
emotional, since each involved party has idiosyncratic interests. Most importantly, the
preferences regarding the successor frequently diverge. While the designated succession

candidate wants to ensure that he or she is chosen as successor, family members might wish for a
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candidate willing to pay a high sales price in order to ease the family’s financial situation. The
incumbent’s preference can depend on various factors such as sympathy with a candidate or
perceived fit with the firm’s culture and strategy. Further typical controversial subjects in this
regard are again the preferred time schedules, but also the perceived fair sales price (if
applicable), and the desired level of post-succession strategic change. To strengthen their own
positions during negotiations, each actor is incentivized to hide information—e.g., facts about the
firm’s value or post-succession plans—from each other (Dehlen et al., 2014), which ultimately
leads to an asymmetric distribution of information and to severe conflicts among the involved
principals.

A trusted advisor can reduce such principal-principal agency conflicts and contribute to the
positive outcome of the selection phase by assuming a mediating role that aims to resolve goal
conflicts, and by fostering an efficient information flow between incumbent and successor
candidates, which reduces information asymmetries. In other words, trusted advisors firstly
mitigate problems of goal divergence by providing support in defining (and agreeing on)
objective selection criteria, and by helping the parties to concur in the successor selection. When
it comes to defining the pool of potential succession candidates, advisors can provide valuable
input based on their access to their external professional network and thus enlarge the pool of
potential candidates (Strike, 2012). Thereby advisors provide more options and thus increase the
probability that one candidate fulfills the interests of all involved parties. Moreover, trusted
advisors reduce information asymmetries by providing objective outsider information to the
conflict-laden discussions among the incumbent, the family members, and the successor
candidates and by stimulating the exchange of information in such discussions (Lane et al.,

2006).
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However, besides this mitigating effect on agency conflicts, trusted advisors can also lead
to increased agency conflicts resulting in an inferior outcome of the selection phase. First, as
noted above, all involved parties—the incumbent as well as other family members—might have
some subconscious preference for (or reluctance against) one or more of the available successors
based on, for instance, sympathy or family ties. Moreover, firm specifics such as organizational
culture frequently require a specific type of successor. This type of information, however, often
remains tacit and is not communicated to the advisor (Upton et al., 1993). As a consequence of
such informational asymmetries, the advisor will base his or her recommendation on mostly
rational selection criteria and neglect the tacit preferences and needs of family members and the
firm® (Hilburt-Davis & Senturia, 1995). Thus, the successor proposed by the advisor is likely
well-qualified, however, that successor is not necessarily a suitable successor for the long run due
to neglected firm specifics as well as family preferences (Le Breton-Miller et al., 2004; Upton et
al., 1993). In such case the recommendations provided by the advisor (i.e. the agent) regarding to
whom to transfer ownership and leadership of the firm do not match the vision of the incumbent
(i.e. the principal).

Second, the incumbent and the chosen successor often have divergent goals, in particular
with respect to the timing of the transfer of ownership and leadership (Brun de Pontet et al.,
2007), the sales price and financing (if applicable), and the firm’s future strategic focus. Such
principal-principal conflicts are exacerbated by the involvement of an advisor if he or she is not
able to adopt a neutral position and moderate the conflicts among the current and future principal.
This is for instance the case if the advisor lacks the experience and sensitivity related to how to
conciliate such emotion-laden situations, or if that advisor either follows his or her own agenda,

or lacks crucial information. Similar to the previous phases, the involvement of an advisor can

3 A similar outcome is expected if the criteria are communicated to the advisor but neglected by him or her, for
instance due to insensitivity or a lack of experience.
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impede the selection phase if one or more of the individuals involved do not accept his or her
intervention. This is expected to result in feelings of offense and reluctance and in the worst-case
scenario can lead to severe conflicts between incumbents and successors (Herz Brown, 1998;
Kaye, 1996). Our outlining in connection with the selection phase leads to the following
propositions:

Proposition 5: In the selection phase, trusted advisors can mitigate principal-principal conflicts
by supporting the incumbent and family in defining clear selection criteria, by enlarging the pool
of possible successor candidates, by mitigating conflict-laden discussions, and ensuring the equal

share of information among all involved actors. Thereby advisors improve the goal alliance and
reduce information asymmetry.

Proposition 6: However, if incumbents, successors, and trusted advisors do not fully share
information about firm specifics during the selection phase (for example due to neglected facts by
the advisor) or the advisor’s intervention is not accepted (for example, due to the advisor and the
other involved parties’ divergent goals), then the involvement of a trusted advisor likely leads to
the choice of an inappropriate successor, feelings of offense, reluctance, or even severe conflicts
among the involved parties what even increases problems of goal divergence and information
asymmetry and thus agency costs.

The Training Phase. After having agreed on a successor, the successor-training phase
begins (Le Breton-Miller et al., 2004). The overall aim of this phase is for the successor to
acquire necessary governance, leadership, and business-related skills and to gain acceptance and
trust from all involved parties (Cabrera-Suarez et al., 2001; Fiegner et al., 1994; Le Breton-Miller
et al., 2004). A major task in this phase is that the successor gets in contact with all relevant
stakeholders within and outside of the firm, such as employees, customers, and suppliers. The
successor must fully understand the business, including its strengths and weaknesses, and must
gain knowledge about how its internal processes work to identify promising opportunities and to
further develop the business (Brockhaus, 2004; Goldberg, 1996).

Agency conflicts among principals arise in this phase, in case there is no pre-defined,
institutional training for the successor available and in case there is disagreement between the
incumbent and the successor about what type of training is appropriate and in which areas the
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successor lacks ability and experience (Miller, Steier & LeBreton-Miller, 2003). In order to make
sure that the business is transferred to a most capable candidate (Dehlen et al., 2014) the
incumbent typically prefers a long training phase, whereas the successor, due to his or her goal of
taking over full responsibility as soon as possible, strives to minimize the training phase. As a
consequence, the successor is incentivized to hide his or her true level of ability from the
incumbent and, in turn, the incumbent does not provide all the knowledge the successor would
need to successfully lead and govern the firm. Through this hiding of crucial information from
both parties, informational asymmetry is increased, often resulting in insufficient training of the
successor and, as a consequence, leading to inferior capabilities of the new firm owner-manager.

In this phase, well-equipped and skilled trusted advisors generate compromise solutions in
cases of diverging goals regarding the scope and intensity of the training and decrease the
informational asymmetries between the two parties regarding the successor’s capabilities as well
as requirements to lead and govern the firm. In particular, trusted advisors mitigate problems of
information asymmetry between incumbent and successor by objectively evaluating the
successor’s abilities, by closely coaching the successor, and by moderating possible conflicts
between the two actors (Brun de Pontet et al., 2007; Lane, 1989). During this phase, trusted
advisors often set up a detailed training plan for the successor including firm internal training,
which ensures the successor’s involvement into all business areas, as well as appropriate external
training possibilities (Miller et al., 2003). Such a detailed plan, created by a well-informed but
neutral individual is most likely to match with the goals of both, incumbent and successor, and to
be accepted by both parties.

However, involved advisors can also lead to increased agency costs in the training phase
because advisors often reduce the successors’ independence through excessively tight coaching,

and, in extreme cases, even edge them out of their jobs (Lane, 1989). Such behavior is the result
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of an advisor primarily following his or her own goals and aiming to give evidence of his or her
own leadership skills (Hilburt-Davis & Senturia, 1995). Increased independence and lack of
managerial discretion of the successor, however, can also occur if the incumbent lacks trust in the
successor’s capabilities (Brun de Pontet et al., 2007) and subsequently mandates the advisor to
enforce an extended training, coaching, and supervising program. Another root cause of overly
tight training and a lack of responsibility handover is severe informational asymmetries, for
instance, if the successor is not willing to disclose his or her real capabilities in presence of an
external agent, the advisor.

The outcome of such inappropriate measures within the training phase is that the successor
is poorly prepared for his or her role as owner-manager of the firm and, in some cases, is even
edged off from the leadership role because of a lack of discretion and a subsequent lack of trust
from other stakeholders. In other words, the actions of an agent (i.e. the advisor) in such case are
counterproductive to the goals of the principals, leading to increased agency costs, thus we
summarize:

Proposition 7: In the training phase, trusted advisors can mitigate principal-principal conflicts
by providing accurate training for the successor, ensuring the successor’s involvement into the
business, assessing the successor’s abilities, coaching the successor, and by mitigating conflicts

between incumbent and successor concerning the training. Thereby advisors improve the goal
alliance and reduce information asymmetry.

Proposition 8: However, if the goals of the incumbent, successor, and trusted advisor in the
training phase are not aligned (for example, due to different opinions about appropriate training
methods or to the presence of a dominant advisor with his or her own leadership ambitions), then
the involvement of a trusted advisor likely leads to the successor receiving inefficient training or
even failing through which problems of goal divergence and information asymmetry and
consequently also agency costs are increased.

The Triadic Relationship of Incumbent, Successor, and Trusted Advisor: Bias and
Efficiency

Traditionally, the family business research has referred to the incumbent and the successor as the
primary actors in the succession-planning process and has analyzed their relationship and related
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agency costs, particularly in the forms of information asymmetry and divergent goals (Handler,
1994; Howorth, Westhead & Wright, 2004; Le Breton-Miller et al., 2004; Sharma et al., 1997). In
our conceptual article, we integrate the trusted advisor as an individual that can mitigate but also
create agency costs into the succession-planning process. Thus, we extend the dyadic incumbent-
successor relationship to a triadic relationship among incumbent, successor, and trusted advisor.

In the previous sections, we discuss the potential contributions of trusted advisor
involvement based on their ability to decrease principal-principal agency costs arising out of
information asymmetry and divergent goals between incumbent and successor. Below, we
examine four different, commonly observed, constellations of the relationship among
incumbents, successors, and trusted advisors, and discuss under what conditions their benefits
and costs are most salient.

Balanced and efficient setup of the triadic relationship. We argue that in order to harvest
the benefits of a trusted advisor’s involvement, the advisor needs to act as steward of both, the
incumbent as well as the successor. In such a constellation, which we label simultaneously
balanced and efficient (see Figure 1a), the trusted advisor seeks to generate a continuous flow of
information that distributes outside as well as inside information equally to the incumbent and the
successor. The advisor acts as facilitator rather than gate-keeper of knowledge. Moreover, the
advisor puts his or her own interests into the back and strives to balance the needs of the
incumbent and the successor, thereby maximizing the cumulate utility function of all involved
parties and minimizing goal divergence through mediation. In such a constellation, the principal-
agent conflicts associated with advisor involvement (P1-4) are minimized, whereas the
alleviating effect of advisor involvement on the principal-principal agency conflicts (P1-4) is

maximized. We thus summarize:
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Proposition 9: The presence of one unbiased and balanced advisor who provides equal
knowledge to the incumbent and the successor, and who keeps both parties goals’ in mind,
minimizes agency costs in a triadic setup of incumbent, successor, and advisor and therefore
results in a more efficient, smoother and satisfying succession-planning process.

Biased and inefficient setups of the triadic relationship. We continue to argue that trusted
advisors increase rather than decrease extant agency costs if the advisor is biased toward either
the incumbent (see Figure 1b) or the successor (see Figure 1c¢).

The first situation (Figure 1b) visualizes a bias of the advisor towards the incumbent. In
other words the advisor works as the incumbent’s steward, directing informational flows more
towards the incumbent and less towards the successor. As a consequence, informational flows
among the involved parties are hampered and the successor feels less informed and maybe even
neglected. Mistrust of the successor towards the incumbent as well as the advisor can emerge
from such a setup. Moreover, working as the incumbent’s steward, the advisor is unlikely to
strive for goal divergence, instead he or she will aim to maximize the favored party’s benefits, for
instance by aligning timing, financial, or strategic decisions to the incumbent’s interest. Again,
such perspective taking of the advisor, will raise dissatisfaction and resentment of the successor
and ultimately exacerbate agency conflicts between the current and the future principal.

Such a bias towards the incumbent can arise as the result of having a backward-looking
advisor. This is, for instance, the case if there has been a long lasting and close business
relationship between the incumbent and his or her trusted advisor, for instance, an accountant
(Strike, 2012) but also a banker, lawyer, psychologist, or management consultant. In such a case,
the trusted advisor has often served the incumbent for many years, for instance as a financial
consultant. Often, in such cases, the trusted advisor is paid by the incumbent (not the firm or the
successor), leading to financial interdependencies. Moreover, the emotional aspect of sharing a

joint history with various common experiences—which may also include the experience of
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difficult times—strongly connects the two individuals. Furthermore, especially if the trusted
advisor has accompanied the incumbent for many years, the two individuals are likely to be of
roughly the same age and are expected to share several important values and beliefs, which
(partially unconsciously) leads to a better understanding in general. We conclude that in the case
of a backward-looking trusted advisor, the advisor is likely to be biased towards the incumbent.
We thus summarize:

Proposition 10: If a trusted advisor is biased towards the incumbent (e.g., due to a long-lasting
professional relationship, shared memories, and/or age similarities with the incumbent), the
trusted advisor no longer reduces information asymmetries and goal divergence among
incumbent and successor, but instead increases those problems, leading to high levels of mistrust
and principal-principal conflicts.

In the second constellation (Figure 1c¢), the advisor acts as the steward of the future
principal, i.e. the successor. In this case, the trusted advisor is fully aligned with the successor,
but not with the incumbent. Consequently, the flow of information is disturbed because
information and knowledge are primarily shared between the trusted advisor and the successor.
Thus, the neglected party (i.e. the incumbent) is expected to lose faith in the trusted advisor and
become reluctant to heed his or her suggestions (Boyd, Upton & Wircenski, 1999). In sum, in this
constellation, the trusted advisor does not contribute to a smooth information flow and does not
provide important pieces of knowledge and advice that are accepted by all involved stakeholders.
Moreover, the advisor is unlikely to arbitrate and aim for goal divergence, yet he or she takes the
perspective of the successor and aims to maximize his or her benefits. Thus, we argue that in this
situation, the trusted advisor exacerbates existing principal-principal conflicts between the
incumbent and the successor.

Such a bias towards the successor arises if a purely forward-looking individual serves as

trusted advisor. In this case, the trusted advisor focuses on the future of the business and, thus, is

more likely to be aligned with the successor than with the incumbent. We argue that three root
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causes entail such a constellation. First, this constellation can occur when the advisor sees an
urgent need for a change in business strategy. This occurs, for example, if the business is in
financial trouble and a complete change in management is necessary to achieve a successful
turnaround. Because age often entails inertia, the trusted advisor probably feels the need to pin
his or her hopes on the successor. Second, this constellation can occur when the trusted advisor
perceives the successor as potential future employer. In this case, the trusted advisor foresees the
opportunity to build a long-lasting professional relationship with the successor and earn a salary,
whereas the incumbent will soon retire and thus is unlikely to generate future revenues for the
advisor. Third, this constellation can occur when the trusted advisor’s age is closer to that of the
successor. In such a case, the advisor and the successor will most likely have a general better
understanding, resulting in a preference (perhaps even unconsciously) for the successor’s
interests. Because of this constellation, the trusted advisor is likely to be biased towards the
successor, thereby neglecting the incumbent’s demands and needs. We summarize our arguments
in the following proposition:

Proposition 11: If a trusted advisor is biased towards the successor (e.g., due to a need for
radical organizational change, due to a perceived opportunity for a future mandate, and/or due
to age similarities with the successor), the trusted advisor no longer reduces information

asymmetries and goal divergence among incumbent and successor, but instead increases those
problems and contributes to high levels of mistrust and principal-principal conflicts.

A fourth often-applied form of trusted advisor involvement occurs when an incumbent and
a successor both rely on their own trusted advisor (or team of advisors), whom each often have
already known for years (see Figure 1d). This leads to a balanced and robust setup because both
parties—incumbent and successor—enjoy an equal level of trusted-advisor support, and each
party’s trusted advisor acts in favor of his or her particular client and provides knowledge and
advice to that side of the transaction. Through this equal distribution of support, the model gains

balance and robustness towards bias. Each trusted advisor clearly represents and is committed to
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only one client, who pays his or her fees. Accordingly, it is unlikely that this setup is biased in
favor of one side.

However, we argue that this setup comes at substantial cost, much of them rooted in
exacerbated principal-principal conflicts among the incumbent, the successor, and other involved
family members. While dedicated advisors facilitate the information flow from outside sources to
the advised party (e.g., knowledge how to properly set up a succession process), they likely
impede the information flow from one involved party to another (e.g., sharing the incumbent’s
knowledge about the firm’s health with the successor), since the advisors are incentivized to work
for their client’s benefit rather than maximizing the utility function of all involved parties.
Information asymmetries between incumbent and successor are thus even increased in such a
setup. Following a similar argumentation, due to the symmetric setup of such a constellation,
none of the involved agents (i.e. advisors) will assess it as his or her duty to arbitrate among the
involved parties leaving the problems associated with goal divergence unsolved. As a
consequence, the majority of the above discussed advantages of an advisor involvement (see
Propositions 1-4) are annihilated in such constellation with exacerbated principal-principal
conflicts as well as potential principal-agent conflicts threatening the overall outcome of the
succession planning process.

Besides agency costs, also direct costs are increased for such constellations of advisor
involvement: With an increasing number of advisors involved, the costs of fees and salaries
increase—a consequence that can be particularly detrimental for smaller family firms that have
limited financial resources (Upton et al., 1993). Moreover, the succession-planning process in
such cases is challenged by the fact that with two coequal advisors, there is no ultimate
responsible for managing and coordinating the process. With two or even more advisors, there

are several, potentially diverging, opinions about how to manage the process in addition to those
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of the incumbent and successor; consequently, agreeing on next steps can become complicated.
Even more complex solutions—such as those involving a third advisor or a third team of advisors
managing the process—further increase costs, decrease decision-making speed, and increase the
likelihood of informational asymmetry. Therefore, due to the further drawbacks and increased
complexity that entail inefficiency, we conclude that smaller firms in particular gain from
involving just one trusted advisor, not two or more consultants, in leading the process (Hilburt-
Davis & Senturia, 1995; Upton et al., 1993). The aspects discussed above lead to our final
proposition:

Proposition 12: If there are two or more trusted advisors involved, the presences of those
advisors reinforces the existing informational asymmetries and diverging goals among incumbent

and successor and hence leads to overall higher agency and direct costs. The resulting
constellation can be labeled as “robust yet inefficient.”

Insert Figure 1 around here

DISCUSSION

Although there is a huge body of literature on the succession process in family businesses (e.g.,
Sharma, 2004; Sharma et al., 2012), the role of trusted advisors in this process is still
understudied. This is surprising, given the important role of those individuals. Building on the
emerging stream of research on family business consultants (Strike, 2012), our goal is to
systematically analyze the role of trusted advisors during the four important steps of the
succession-planning process. Our analysis is inspired by the ideas of Chua et al. (2003) and
Howorth et al. (2004), which link the influence of non-family managers to agency costs such as
divergent interests and informational asymmetries (Eisenhardt, 1989; Fama & Jensen, 1983) and
on Chrisman at al. (2012), who study agency costs for specific types of MBOs. In addition, we
contrast potential benefits of advisors involvement with the potential costs of advisor

involvement (e.g., Hilburt-Davis & Senturia, 1995; Kaye, 1996; Lane, 1989; Upton et al., 1993).
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In particular, we emphasize that agency costs (Eisenhardt, 1989) among all three parties of the
triadic relationship can be on the one hand reduced and on the other hand enhanced in the
presence of an advisor especially if those cost are not managed well. Our step-by-step analysis of
the effect of trusted advisors on succession-planning-process outcomes thus reveals the double-
edged nature of trusted advisor involvement which can both, increase and decrease agency costs,
and contributes to a more balanced and nuanced discussion of the role of family firm advisors
(Strike, 2012). Thereby, this article not only contributes to the literature on trusted advisors in
family firms but also to the literature agency theory. It shows that the trusted advisor, although he
or she is neither owner nor manager of the firm, can substantially alter the relationships between
the principals and agents and the firm and thereby influence the level of agency conflicts. As
such, this manuscript suggests that the role of potential advisors should be included in further
studies analyzing agency costs in organizations. Put differently, it indicates that the simplistic
dyadic relationship applied by classic agency studies might be replaced by more complex triadic
ones.

Additionally, our article also contributes to the literature on family firm succession (e.g.,
Gersick et al., 1999; Handler, 1994; Le Breton-Miller et al., 2004; Sharma et al., 2003). Until
now, many studies have emphasized the importance of focusing on both parties involved in
family firm succession (i.e., the incumbent and the successor), not only one (Handler, 1994). We
further extend this literature by including the trusted advisor in the studied relationship. As
practical evidence shows, many family firms that undergo a succession process use a trusted
advisor in one way or another (Reay et al., 2013). As our analysis shows, trusted advisors can
substantially influence the outcome of the succession process—in either a positive or a negative
way depending on how well potential agency conflicts are managed. Thus, neglecting the role

played by trusted advisors in the family firm succession process potentially leads to overlooking
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important elements of the dynamics of the process and thus, to a distorted understanding of the
process.

Moreover, we note the potentially detrimental outcomes caused by a trusted advisor’s bias
towards one of the involved parties or focus on his or her goals, such as quickly concluding the
succession process (Hilburt-Davis & Senturia, 1995; Howorth et al., 2004; Kaye, 1996; Lane,
1989; Upton et al., 1993), and argue that the optimal setup for trusted advisor involvement is
characterized by efficiency (i.e., only one instead of multiple trusted advisors) and lack of bias
(i.e., the trusted advisor considers the needs of the incumbent and the successor equally) because
in such cases agency costs are particularly low. Finally, we aim to identify the conditions that
allow a trusted advisor to achieve a good balance between the incumbent and the successor (i.e.,
the situation displayed in Figure 1a). Only when the trusted advisor is not only experienced and
educated but also successfully balances the needs of both parties, does he or she act as a
maximally efficient moderator between the incumbent and the successor (Boyd et al., 1999;
Hilburt-Davis & Senturia, 1995; Howorth et al., 2004). In such constellations, the trusted advisor
can reduce agency costs, in particular by mitigating information asymmetries among the
stakeholders, moderate the parties’ divergent goals, and consequently, effectively contribute to
the succession-planning process (Chua et al., 2003; Jaffe & Lane, 2004; Strike, 2013).

Besides the outlined theoretical contributions, these implications are also of great
importance for practice because: On the one hand our findings sensitize incumbents and/or
successors to the point that the succession process is likely most successful if it is accompanied
not only by a highly qualified but also by an unbiased and equally informing advisor. While this
is a challenging task, anecdotal evidence shows that such advisors do exist. In order to identify
such an advisor, family firms should not rely on reasons of convenience (e.g., taking the extant

accountant or lawyer whom the incumbent knows for a long time) but rather consider the
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experience and prior success of the advisor in accompanying family business successions.
Anecdotal evidence show, that the more experienced the advisor is the more likely he or she
pursues both parties goals and informs them equally. In addition, family firms are advised to
scrutinize whether the opinions and beliefs of the selected trusted advisor are compatible with
both, the incumbent as well as the advisor. Moreover, when selecting an advisor each party also
has to bear the other party in mind and check whether the advisor is able to equally serve both
sides. On the other hand our propositions also sensitize advisors to carefully representing the
wishes and needs of both parties equally because through this they can increase the probability
that both parties stay on board and will work together to a successful outcome of the succession
process—an outcome, which will in turn positively influence the advisor’s reputation.

LIMITATIONS, FUTURE RESEARCH, AND CONCLUSION

Within our theorizing, we identify several benefits and costs of trusted advisors during the
individual phases of the succession-planning process. We strongly recommend that researchers
build on these first conceptual insights and empirically test whether and under what conditions
the benefits or costs of trusted advisors are dominant. In conducting such a study, it will be
crucial to differentiate among the individual phases of the succession-planning process. As our
analyses show, the costs and benefits of trusted advisor involvement differ from phase to phase.
In a similar vein, the ultimate effect of trusted advisor involvement might depend on the phases
in which he or she is engaged and, as our propositions reveal, also depends on whether one or
more advisors are retained. Moreover, we encourage scholars to study the role and impact of
various family and non-family stakeholders in this process.

Although we aimed to systematically integrate the extant literature, several aspects of
trusted advisor involvement require further research. For instance, we implicitly assume that

trusted advisors possess certain knowledge (which both, incumbents and successors, lack) due to
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their experience and education that can lead to a reduction of agency costs. In subsequent
research, it might be beneficial to conduct additional studies about the effect of prior experience
and education on the trusted advisor’s effectiveness. Moreover, our analysis investigates the
easiest possible case, in which one incumbent hands over the business to one successor.
However, as the literature shows, team CEO efforts are a common phenomenon (Miller, Le
Breton-Miller, Minichilli, Corbetta & Pittino, 2014). This complexity must be integrated into the
model of family-firm succession advisors, because informational asymmetries and goal
divergence might be even more salient in those cases.

A second implicit assumption in our model is the parties’ trust in the advisor (Howorth et
al., 2004; Strike, 2013) because only highly trusted advisors have been shown to be effective
advisors (Kaye & Hamilton, 2004). Thus, similar to “education” and “experience”, trust among
key parties can play an important role and should attract further scholarly attention. However,
“trust” cannot be seen as an isolated construct in family-firm succession, as it is closely tied both
to the amount of informational asymmetries and to goal alignment.

Furthermore, our model does not include contextual, cultural, and institutional factors. Is a
trusted advisor more often involved in a stable economic environment or in a dynamic
environment? Do families in certain cultures seek more often for advice than in others? Does a
family firm seek advice if it is economically healthy or is the contrary the case? Further
theoretical and empirical effort is required to answer these important questions.

In conclusion, firms with trusted advisors seem to engage in more strategic and succession
planning than those without (Blumentritt, 2006). However, the involvement of a trusted advisor
not only is associated with a large number of potential benefits but also is associated with

disadvantages. It is only when the triadic relationship among incumbents, successors, and trusted
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advisors is well managed that the benefits of advisor involvement are likely to outweigh its

additional costs.
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TABLES

Table 1—Overview of Theoretical Papers in connection with the Succession Planning

Process
Author / Phase 1 Phase 2 Phase 3 Phase 4
Year
This article Trigger Preparation Selection Training

Achieving incumbents
awareness and
readiness for
succession

Definition of goals,
guidelines and a
timeline for the
succession process

Definition of selection
criteria, a pool of
possible candidates and
agreement on a
successor

Set-up of appropriate
training for the
successor

Brockhaus Industry Strategic Family Business Selection of Successor  Development of the

(2004) Analysis Analysis Different possibilities successor and
Answer questions Answer questions about  and criteria to select a Relationship Issues
whether an internal strength and successor How to train the
succession or the weaknesses of the successor, get him or
selling of the firm are business and what kind her exposed to the
better of successor is required business and achieve a

good relationship

Brun de Ground Rules Nurturing Successors  Selection Hand-off / Transition

Pontet, Presence of a clear Public Progress on Confidence in Get in touch and gain

Worsch & Successor Succession successor’s leadership confidence from other

Gagne skills stakeholders

(2007)

Cabrera- Predecessor Business Context and  Successor Motivation Successor Training

Suarez, De Motivation Family Context Needs and satisfactions  and Quality

Saa-Pérez & | Overcoming of Analysis of factors of successor Predecessor-Successor

Garcia- psychological fears such as economic Relationship

Almeida about succession situation, culture, Academic,

(2001) cohesion, commitment entrepreneurial training
and early exposure to
the business

De Massis, Defining Roles Evaluation Formalization of Training

Chua & Clear role definition of  Evaluation of gaps criteria Train and expose the

Chrisman incumbent and between the potential Formalization of successor to the

(2008) successor during the successor’s needs and rational and objective business and provision

transition and abilities criteria for selection of sufficient feedback
composition of a team and communication of
decisions

Gersick, The Trigger Disengaging an Choosing Commitment to the

Lansberg, Aging generates Exploring Selection of a successor  New Structure

Desjardins pressure for change, Alternatives for making leadership Committing to this new

& Dunn acknowledgment by the ~ Acknowledgment of to continue structure, the successor

(1999) incumbent termination of the old and the support of it

structure and evaluation
of possible future
directions and
candidates

Handler Stage of Owner- Stage of Training and  Stage of Partnership Stage of Transfer

(1994) Manager Development The successor becomes  The successor is ready

based on Incumbent as sole Stage of first contact of  the manager and the to be the new leader /

Churchill & | operator and successor  successor with the incumbents stays on chief decision maker

Hatten with no role business as a helper board as overseer / and the incumbent rests

(1987) whereas the incumbent  delegator maybe as consultant

is still the monarch
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Lambrecht Interpreneurship Written Plan Agreement and Studies, formal
(2005) Relationship between Planning of the transfer  official start in the internal education
incumbent and future family business and external
changes Agreement and start of  experience
the successor form the Training of the
bottom of the ladder successor
Le Breton- Ground Rules & First  Nurturing / Selection Hand-off / Transition
Miller, Steps Development of Design of a legitimate Process / Installation
Miller & Start to plan the Successor(s) process by establishing  Establishing criteria for
Steier succession process and  Establishing between selection criteria and the successor’s
(2004) establishment of a needs and prospective select successor performance, prepare
shared vision successors abilities incumbent and
successor for their new
roles
Murray Trigger Preparation, Choice Commitment and
(2003) Achieve readiness of Disengagement and Selection of a successor Implementation
the incumbent to start Exploration and what changes Implementation of new
the process Evaluation of dreams accompanies this structure and exposing
and their feasibility for ~ choice of the successor
succession
Sharma, Post-Succession Post-Succession Role Successor Selection Communication of
Chua & Business Strategy of Incumbent and Training Decision
Chrisman Developing a vision or ~ Defining the role of the = Selecting and traininga  Communicating the
(2003) strategic plan for the departing incumbent successor decision to key

company after
succession

stakeholders

The previous studies listed in this table separated the succession planning phase into four (e.g, Brun de Pontet et al., 2007;

Handler, 1994; LeBreton-Miller et al., 2004 & Sharma et al., 2003) up to eight (De Massis et al., 2008) individual phases. In the

course of synthesizing this body of prior literature, we matched those phases to the steps proposed in this article (trigger,

preparation, selection, and training) by adapting and/or merging phases. The terms provided in bold font in this table, reflecting

the main description of the respective phase, are taken literally from the respective papers.
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Table 2—Trusted Advisors during Succession: An Agency Perspective

Phase Decreased Agency Costs Increased Agency Costs Implications
Trigger e  Moderates goal conflicts due to Goal divergence and information e  Enforcement on incumbent
incumbent’s reluctance and lack of asymmetry between an advisor and an Enforcement on family
readiness incumbent leads to: Provocation of hostile reactions and
. . . . e Focus on one’s own goals i
o Mitigates information asymmetries Lo o s o ii et 1n.crease.:d reluctance to ﬁxrther cooperate
about potential exit choices and ) n dorf further rel tanu * Blasefi Judgmeqt of the advisor due to
specifics of the succession process cads fo ¢t reluctance over—ldentlﬁcaﬁgn
*  Unapproved advice ¢ Unbalanced advise
e Over-identification of the advisor
with the family
Preparation e Moderates stakeholders’ goal Goal divergence and information e  Misleading information by the
conflicts caused by different vision asymmetry between an advisor and an incumbent
or goals incumbent and/or successor leads to: e Insufficient balance among family,
.. . e An incumbent’s too favorable incumbent, and task
e  Mitigates lack of experience, process . . . .
d ¢ knowledge (e.g., finance perspective on the business e Neglect of feelings and emotions
and expert knowledge (e.g., > e Neglect of emotions Enhanced reluctance of incumbent to
tax, law) by providing accurate e Focus on textbook, not adapted withdraw
content and process information solutions
e An advisor that is overly process
focused
Selection e  Moderates diverging goals related to ~ Goal divergence and information e Selection of a qualified but not suitable
selection criteria and intra-family asymmetry between an advisor and an successor
rivalries incumbent and/or successor leads to: e  Emotion-laden discussions
. . . e Neglect of firm specifics jecti i i
e  Mitigates lack of information about g . P R ¢ Re]e.ctlon of intervention
. " J bl e Neglect of incumbent’s or e  Feelings of offense and reluctance
succession options and possible family’s subconscious e Hurt feelings
candidates preferences e  Reinforcement of conflict
e Advisor’s lack of sensitivity
e Advisor following own agenda
L]
Training e  Moderates goal conflict regarding Goal divergence and information e Reduced successor independence
intensity and extent of training asymmetry between an advisor and an e Insufficient preparation of the successor
e Introduces institutional training incumbent an.d/or suceessor leads to7. ¢ Lackof confidence in the successor
methods (] A reduction of in the successor’s ° Enforcement on successor
independence e  Resentment, discontent, and suspicion by

e  Mitigates information asymmetry
regarding successor’s abilities

e Non-firm-adjusted training due to
too-tight coaching

e Too much responsibility in the
advisor’s hands

e No development of successor’s
leadership ability

stakeholders
Edging successor out of job
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FIGURES

Figure 1—Potential Configurations of the Triadic Relationship

a) Balanced and efficient model
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b)

d)

Incumbent-dominated model
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