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This guide aims at assisting family-owned businesses in designing and adopting
corporate governance structures and practices. The instructions draw from the
most advanced international practices while also internalizing the local context.
This guide is part of a more comprehensive project that our organization, Riinvest
Institute, is implementing with the support of Center for International Private
Enterprise (CIPE). We are committed to play an active role in promoting modern
principles of corporate governance in Kosovo.
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related activities. Special thanks go managers and business representatives for
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wish to thank all parties involved in the preparation of this guidebook for their
contribution while assumming the sole responsibility for its content.
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ABBREVIATIONS

CEO Chief Executive Officer

CFO Chief Financial Officer

CG Corporate Governance

CIPE Center for International Private Enterprise
FOB Family Owned Businesses

KCFR Kosovo Council for Financial Reporting
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1. INTRODUCTION

Family-owned businesses are the backbone of many economies around the world,
representing more than 70 percent of the overall businesses.! Analogously, in Kosovo
family-owned businesses constitute the most dominant form of business, comprising
around 85 percent of the overall functional businesses.? Because of their specific
nature, these businesses face particular set of challenges that are intrinsic to their
organizational structure. These challenges impede them from attracting and retaining
high quality human capital, obtaining lower cost debt and equity capital, as well as en-
suring long term sustainability. As family-owned businesses are passed to succeeding
generations, the chances for their survival diminish significantly. Evidence suggests
that around 95 percent of family businesses do not survive the third generation of
ownership.® One key opportunity for family businesses to improve their likelihood of
survival and their overall performance is by setting the right governance structures.

This guide will pinpoint the most common corporate governance challenges, referring
particularly to those faced by Kosovan family businesses, and propose good practices that
can help them overcome these challenges. The most widely applied practices of corpo-
rate governance are the ones prepared by the Organization of Economic Cooperation and
Development (OECD) in May 1999 (OECD, 2004) and revised in 2014. The OECD framework
is clustered around six main principles: (1) ensuring the basis for an effective corporate
governance framework; (2) the rights of shareholders and key ownership functions; (3) the
equitable treatment of shareholders; (4) the role of stakeholders in corporate governance;
(5) disclosure and transparency; (6) the responsibilities of the board. The recommendations
provided in this guide rest on these principles. Moreover, Hymeri Kleemann* —which is a
successful company in Kosovo in terms of adopting corporate governance —was used as
areal and practical case throughout the entire guide.

1 European Family Businesses (2012)

2 Riinvest (2015). Corporate Governance in Family-owned Businesses in Kosovo. Prishtina

3 The Family Business Network, www.fbn-i.org/fbn/main.nsf/doclu/facts.

4 HYMERI LLC iss family business established in September 2007 in Prishtina, Kosovo, with the vision to be a specialized company in the segment of elevators and
escalators in Kosovo's Market.

As of March 2009, HYMERI LLC after a professional and trustful cooperation with the KLEEMANN Manufacturer, became an authorized and exclusive partner of KLEEMANN
GROUP for the territory of Kosovo market and therefore named as HYMERI KLEEMANN LLC.

During last seven years HYMERI KLEEMANN LLC operates with its business activity in segment of Projecting, Sales, Installation and Service & Maintenance of different
models of elevators and escalators in Kosovo market.
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1.1. Target audience

Family-owned businesses in Kosovo have limited knowledge on the specifics of
corporate government practices — which may be one of the reasons why they
fail to accommodate such practices in their organizational structures.® Therefore,
this guide primarily targets owners and managers of family-owned businesses
in Kosovo. The principles and recommendations are also relevant for specialists
involved in supporting businesses in designing and adopting sound corporate gov-
ernance structures and practices. Government officials involved in strengthening
country-level corporate governance in the private sector may also benefit from
this document. To take full advantage of this guide, users are advised to read
through another study prepared by Riinvest in 2015, namely Corporate Governance
in Family-Owned Businesses in Kosovo. Some of the most important findings of
this study are provided in this guide.

1.2. Methodology

The guide draws on primary and secondary data sources. Primary data include in-
terviews with family-owned businesses, while secondary data include guidebooks
prepared by international organizations, as well as codes of corporate governance
prepared by family businesses themselves. In addition, the aforementioned Riinvest
study on corporate governance has been consulted in order to assess the gaps
of family businesses with respect to corporate governance practices. This guide
has also benefited greatly from very fruitful insights provided by staff members
and partners of CIPE.

5 Riinvest (2015). Corporate Governance in Family-owned Businesses in Kosovo. Prishtina



2. STAGES OF GROWTH

Numerous models have been developed to describe and examine the stages that
family companies go through during their lifecycle. The most common model
is the one developed by the staff of the International Finance Corporation (IFC).
According to this model, family businesses go through the following stages: (i)
the founder(s) stage, (ii) the sibling stage, and (iii) the cousin stage.

2.1. The Founder(s) Stage

At this stage, the company is entirely owned and governed by the founder(s).
Apart from some advices that the founder(s) seek to get from outside advisors/
friends, most decisions are taken by them. This stage is characterized by a strong
motivation and commitment of the founder(s), as well as flexibility to deal with
adversities. In addition, the company has a relatively simple governance structure.

All the above-mentioned factors contribute to ‘ ‘

the success of the company at this stage. The

most important element that needstobe taken  TiHo o nder (s) should
into account during the lifetime of the found- make a oroper plan
er(s) is succession planning. In order to en- ‘

sure continuity for the company, the founder(s) for transferr ng
should make a proper plan for transferring the the ownership and
ownership and management to the next gen- management to the
eration. The importance of succession planning oyt gemeraﬁom

will be addressed more specifically in Section 5.

6 Kelin E. Gersick, John A. Davis, Marion McCollom Hampton, Ivan Lansberg, Generation to Generation: Life Cycles of the Family Business (Harvard University Press, 1997).
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2.2. The Sibling Stage C X ]

This is the stage where ownership and man- At the S\bUﬂg stage
agement are passed on to the children of the the company should
founder(s). With the increasing number of fam-  5/m ot formalizing
ily members in the company, governance issues business Drocesses
become more complex than those in the initial q q
stages of the establishment of a business. At an ‘ pFQCQ uresf )
this stage, the company, amongst other things, maintaining S\bUﬂgS
should aim at: formalizing business processes ~ CONerence, developing
and procedures, maintaining siblings’ coher- 5 syccession p{an
ence, developing a succession plan for key ex- - Rey executive

ecutive management including the CEO. ‘ ‘
management including

2.3.The Cousins Stage the CEQ.

This constitutes the stage where additional governance issues come to the sur-
face. New family members including children of the siblings, in-laws and cous-
ins become directly or indirectly engaged in the company. Having many family
members of different generations and with divergent interest/ideas hinder the
development of the company. Some of the common challenges of this stage
include: family member employment, family shareholding rights, dividend policy,
and family vision and mission. In order to confront these challenges, it is highly
recommended for the company to have a family chart that guides the relations
of stakeholders in the company.

11



3. STRUCTURES AND ROLES

In a typical non-family business, any person involved could be an employee, a
manager, an owner, a board member, or at some rare occasions a combination of
these roles. On the other hand, in a typical family-owned company, the situation
is more complex as an individual (a family member usually) can have multiple
roles and responsibilities. The following sub-sections describe the roles and re-
sponsibilities of all levels of hierarchy, as well as provide recommendations based
upon good practices.

3.1.0wners/Shareholders

Owners/Shareholders in a family company may have different goals that some-
times lead to conflicting opinions. This holds true especially at later stages of
business’ existence. One typical example may be the dilemma to reinvest profits
or to distribute dividends. An owner/shareholder who also holds a managerial
position with a regular salary is usually against

the distribution of dividends. On the other hand,

an owner/shareholder who is not involved in any . .

managerial position pushes for the distribution

of dividends, as this may be the only source Divergent ideas

of income. between owners/

The issues at this level could be tackled by es- sharenolders could
tablishing a general assembly, which allows be addressed by

the owners/shareholders to participate in the estabUshmg a generat
governance of the company. In order for the aggembw

general assembly to be a functional body, it

should be held at a venue that is easily accessible for the majority of sharehold-
ers. In addition, each participant should receive a notification, agenda, and other
necessary information in a timely manner. Also, each shareholder should enjoy
the right to speak and give proposals, as well as to vote on matters on the agen-
da. The company should have a voting mechanism in place to protect minority
shareholder against any unfair actions.

12



When the family business grows and the governance becomes more complex,
it is highly recommended for the owners/shareholders not to be involved in the
executive management.

3.2. Board of Directors

The fundamental responsibilities of a well-func- ‘ ‘

tioning board of directors are to develop the

overall strategy of the business; oversee the  The gotivities of the
management performance; and ensure that a hoard should not
sound corporate governance framework is in overtap with the
place. The activities of the board should not o

overlap with the activities handled by other bod- activities handled by
ies of the businesses. For instance, the board Oth@f bodies of the
should avoid dealing with day-to-day operations businesses.

as this is a responsibility that belongs to the

company’s management.

In addition to the above-mentioned responsibilities, other tasks that should be
performed by the board of directors include, but are not limited to:

e Securing senior management succession;

e Ensuring the availability of financial resources;

e  Ensuring the adequacy of the company’s internal controls and risk manage-
ment systems; and

e Reporting to the owners and other interested parties.

3.2.1. Number of Directors

The number of directors should be determined ' ‘
based upon the company’s size, nature of work,

age, and future plans. There is no ‘one-size- Best pracﬂces suggest
fits-all' formula for determining the appro-

priate number of directors in family-owned that for a board tQ
businesses. Best practices, however, suggest be functional its size
that for a board to be functional its size should ~ Should be between 5
be between 5 to 9 directors. The boards of the  t0 9 directors.

largest family-owned businesses in Kosovo

have between 3 to 4 members. Family-owned 13



businesses in the EU countries such as, France, Germany, and Spain, on average,
have larger boards — consisting of 8.8, 8.9, and 6.9 members, respectively.” A
casual vacancy on a board should be filled by the remaining directors expeditiously.

3.2.2. Composition of the Board of Directors

For a company to be successful in the long
term, it is a wise decision to establish a strong
and independent board. A study carried out in
the United States with more than 80 families
reveals that a non-family controlled board was
one of the most important components in the
survival of the company across generations.?
At times, family-controlled boards may lead
to subjective decisions. In addition, the lack of
sufficient independent directors prevents the

For a company to

be successful in the
long run, it should
establish a strong and
INndependent board.

company to gain additional knowledge and expertise. That said, the inclusion of
independent directors is very much recommended for the firm. Truly independent
directors, among other things, will: challenge the family thinking patterns; act
as a balance between different members; bring an outside knowledge; and help

the board to keep the meetings focused.

7 Russell Reynolds Associate (2014). Survey of Corporate Governance Practices Available from: <http://www.russellreynolds. com/content/survey-corporate-gover-

nance-practices>.[25 March 2015].

8 Ward, J. (1991). Creating Effective Boards for Private Enterprises: Meeting the Challenges of Continuity and Competition. Indiana University, US.
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“Independent Director” is a person who:?

has not been employed by the Company or its Related Parties in the
@ past five years;

is not, and is not affiliated with a company that is an advisor or
@ consultant to the Company or its Related Parties;

is not affiliated with a significant customer or supplier of the
@ Company or its Related Parties;

has no personal service contracts with the Company, its Related
@ Parties, or its senior management;

is not affiliated with a non-profit organization that receives significant
@ fundingfrom the Company or its Related Parties;

is not employed as an executive of another company where any of the
Company'’s executives serve on that company’s board of directors;

0¢)

is not a member of the immediate family of an individual who is, or
has been during the past five years, employed by the Company or its
Related Parties as an executive officer;

is not, nor in the past five years has been, affiliated with or employed
@ by a present or former auditor of the Company or of a Related Party;
or

is not a controlling person of the Company (or member of a group

@ of individuals and/or entities that collectively exercise effective
control over the Company) or such person’s brother, sister, parent,
grandparent, child, cousin, aunt, uncle, nephew or niece or a spouse,
widow, in-law, heir, legatee and successor of any of the foregoing
(or any trust or similar arrangement of which any such persons or a
combination

9 Adapted from International Finance Corporation, http://www.ifc.org/ifcext/corporategovernance.nsf/Content/CGTools-FamilyFounderUnlisted




3.2.3. Functioning of the Board

Approximately 66 percent of the boards in large family-owned businesses in Kosovo
hold meetings on monthly basis.’® These meetings, however, are informal day-to-day
gatherings, rather than formal board meetings — that is because almost all board
members hold executive positions at the same time. Based on successful inter-
national practices, the board should hold formal

and structured meetings at least once a quarter. . .

Directors should be provided with an agenda and

all other relevant material prior to the meeting. ‘deauy‘ the Cha\rpersom
Before making a decision, board members should ~ should be other than
thoroughly study any material information avail-  the CF()

able for their consideration. This leads to decisions

that are made on informed and deliberative basis. In addition, the directors should
be able to exercise their power and perform their duties with a sense of objectivity,
always putting the interest of the company ahead of any other interest.

In the majority of family-owned businesses in Kosovo, the position of the Chairman and
that of CEO overlap.!! Moreover, these two position are held by the founder or by an
individual coming from the controlling family. Even the second largest family-owned
business in the country, as per the number of employees, has its owner exercising
the duty of the CEOQ. The chairman is the person responsible for providing leadership
to the board of directors. Ideally, the chairperson should be other than the CEO. If it
is difficult to hold these two job positions separate, effective control mechanisms
should be put in place. It is also recommended for the majority of the board to be
comprised of non-executive members.

The chairman should preside over the meetings. He/she should be also responsible
for creating an environment in which all board members feel free to express their
individual and independent opinions. All the decisions of the board should go through
a consultative process. In cases where the board members fail to reach consensual
decisions, majority voting should be the option.

10 Riinvest (2015). Corporate Governance in Family-owned Businesses in Kosovo. Prishtina

11 Riinvest (2015). Corporate Governance in Family-owned Businesses in Kosovo. Prishtina
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Good Board Practices —
Hymeri Kleemann?2

The board’s composition (competencies, skills and appropriate mix) is
adequate for oversight duties, and the development of the company’s
direction and strategy. Each individual member of the board has the
experience, knowledge, qualifications, expertise and integrity necessary
to effectively discharge board duties and enhance the board’s ability to
serve the long-term interests of the company and its shareholders. The
board has a broad range of expertise that covers the company’s main
business, sector and geographical areas and includes experienced experts
who are non-executive, independent directors.

The company’s board is composed of not more than 50% of executive
directors who are employees of the company with the Chairman having
the casting vote.

In order to enhance unbiased oversight, the company believes that a
non-executive director should chair the board.

To ensure the impartiality of decisions and to maintain the balance of
interests among various groups of shareholders, at least 25% of the
board’s members are independent directors. The company defines those
directors who have no material relationship with the company as in-
dependent. The board ascertains which members are to be deemed
independent during the first board meeting.

12 Taken from Hymmeri Kleemann's statute




> DUTIES AND RESPONSIBILITIES

Members of the board act in good faith, with due care and in the best in-
terest of the company and all its shareholders—and not in the interests of
any particular shareholder-on the basis of all relevant information. Each
director is expected to attend all board and applicable committee meetings.

The board must decide as to whether its directors can hold positions
in the governing bodies of other companies. The company shall not
unreasonably prohibit its directors from serving on other boards. Direc-
tors are expected to ensure that other commitments do not interfere in
the discharge of their duties. Board members shall not divulge or use
confidential or insider information about the company.

Members of the board shall abstain from actions that will or may lead
to a conflict of interest with the company. When such a conflict exists,
members of the board shall disclose information about the conflict of
interest to the other board members and shall abstain from voting on
such issues.

> SIZE OF THE BOARD

Achieving the required number, quality and mix of directors is the primary
consideration of the board.

> WORKING PROCEDURES

The board meets according to a fixed schedule, set at the beginning of
each year, which enables it to properly discharge its duties. As a rule,
the board shall meet at least 4 (four) times a year.

All directors are provided with a concise but comprehensive set of in-
formation by the company secretary in a timely manner, concurrently
with the notice of the board meeting, but no less than 14 (fourteen) cal-
endar days before each meeting. This set of documents is to include: an
agenda, minutes of the prior board meeting, key performance indicators,




including relevant financial information prepared by management and
clear recommendations for action.

The board keeps detailed minutes of its meetings that adequately reflect
board discussions, signed by the chairman.

A full and complete set of information on the directors’ qualifications is
set forth and annually reviewed by the board upon the recommendation
of its corporate governance and nomination committee.

> SELF-EVALUATION

The board conducts a yearly self-evaluation. Independent consultants
may also be invited to assist the board in this process.

> TRAINING AND ACCESS TO ADVISERS

The Company offers an orientation program for new board members on
the company, its business and on other subjects that will assist them
in discharging their duties. The company also provides general access
to training courses to its board members as a matter of continuous
professional education. The board shall also have the ability to retain
independent legal counsel, accounting or other consultants to advise
the board when necessary.

> REMUNERATION

The remuneration of (non-executive) board members is comprised of an
agreed participation based fee (part of which may be paid in the form of
shares in lieu of cash) and/or an additional fee for the chairmanship of
committees or the board itself. The remuneration package shall, however,
not jeopardize a director’s independence. Executive directors are not paid
beyond their executive remuneration package. The board or respective
committee periodically reviews the remuneration paid to directors. All
board members sign a letter of appointment with the company.




3.3. Senior Managers

Senior managers constitute the backbone of family-owned businesses and their

quality has a direct impact on the company’s performance. Unlike board members,

they are not in charge of making strategic decisions, but they are responsible for

implementing strategic decisions and policies set

out by the board, while being involved in daily . .

operations of the company.

Sen " tod by th Senior Mmanagers are
enior managers are usually appointed by the

board of directors or CEO and are accountable appo‘med by the board

towards them. Most of the duties that they carry of directors or CEO

out arise from the contract with the company. and are accountable

towards them.

Decisions that senior managers make require sys-

tematic preparation. The senior managers should perform regular risk assessments

and inform the board of directors and other stakeholders via regular formal meetings

or via other communication channels.

Ensuring that the family-owned business selects the right executive managers
is a process that should start since the beginning of its operations. Some of the
steps of this process include:

e Designing a formal organizational structure that clearly defines the roles
and responsibilities of all executive managers;

e  Establishing a clear employment policy;

e Designing a remuneration system based upon performance rather than
family ties;

e Developing internal training programs that prepare lower level employees
for managerial positions;

e Developing a decentralized decision-making process associated to the
responsibilities of managers rather than ties to the family.

20



Good Management Practices -
Hymeri Kleemann??

> AUTHORITY

The CEO and senior managers carry out the company’s day-to-day manage-
ment, implementing its goals and objectives, and carrying out its strategy.

> MANAGEMENT COMPOSITION

The management team's composition (competencies, skills and mix) is suited
to the effective and efficient running of the company’s day-to-day operations.
Each member, including the CEO, has the experience, knowledge, qualifi-
cations and expertise necessary to effectively discharge his or her duties.

> DUTIES AND RESPONSIBILITIES

The CEO and members of the management team shall act in good
faith and with due care in the best interests of the company and all its
shareholders —and not the interests of a particular shareholder--on the
basis of all relevant information.

The CEO and members of the management team shall abstain from ac-
tions that will, or may lead to a conflict between their and the company’s
interests. When such a conflict exists, members of the management
team shall disclose information about the conflict of interest to the CEO,
and shall abstain from deliberating and voting on such issues.

13 Taken from Hymeri Kleemann's statute




> WORKING PROCEDURES

The management team meets regularly as specified by the CEO and
agenda issues are communicated in advance. The working procedures
of the management team are decided by the CEO.

> REMUNERATION AND EVALUATION

The amount of remuneration of the CEQ is set by the board. The remu-
neration of the management team is set by the CEO.

The remuneration of the CEO shall have a fixed and variable component,
and the latter is tied to key performance indicators as set by the board,
in-line with the input into the company’s long-term development and
creation of shareholder value. The company will not provide personal
loans or credit to its executive officer or managers.

3.4. Employees and Other Stakeholders

It should be imperative for the company to set out proper human resource policies

that will attract and retain qualified and skilled employees. Some of these policies

include designing a marked-based remuneration

and developing a performance evaluation system. . .

The board and chief executive should make sure

that there is no discrimination between family Itis necessary for

and non-family members. It is necessary for the

company to have a clear recruitment policy that a compary tQ have

ensures objectivity. a clear recruitment
policy that ensures

The board of directors should ensure all the objectivity‘

operating policies and procedures are well doc-

umented and all employees have easy access to them. Every employee, including

family members, should be equal in front of these policies and procedures. The

board and senior management should ensure transparent and regular commu-

nications with and among employees at all levels.

22



3.5. Customers

In order to establish long-term profitable and
loyal relations with customers, the company
should perform regular customer satisfaction
assessments and take actions based upon the
results. It is of paramount importance for the
company to know the customers closely and
to take good care of them. The success of the
company rests on their satisfaction. Regular
surveys or focus groups enable the family com-
pany to have a clearer picture on the level of
acceptance of the current range of products and
services, and serve as good tools for obtaining
relevant information that facilitate decision
making process within the company.

In order to establish
long-term profitable
and loyal relations
with customers, the
company should
perform regular
customer satisfaction
assessments and take
actions based upon
the results.

23



4. FAMILY GOVERNANCE

At initial stages, when the company is still small, a very few family governance
issues may be apparent as all the power rests in the hands of the founder. As
the company grows and new members join the company, the coordination and
relationship amongst different actors becomes more complex. Therefore, it is
mandatory to set up a clear and sound family governance structure that would
create discipline amongst family members, prevent potential conflicts and ensure
sustainability for the company. One of the major constituencies of the family
governance structure is the family charter.

4.1. Family Charter

The family charter is a document that outlines the vision and mission of the
company. In addition, it clearly defines the roles, responsibilities, relationships,
composition, and powers of key bodies and structures. The charter is a living
document that is subject to changes as the company evolves.

Albeit the content of the family charter varies based upon the size and level of
development of the company, a typical charter should be structured around the
following pillars:*

e  Family values, mission statement, and vision;

e  Family institutions, including the family assembly

e  Board of directors (and board of advisors if one exists);

e  Senior management;

e Authority, responsibility, and relationship among the family, the board, and
the senior management;

e Policies regarding important family issues such as family members’ em-
ployment, transfer of shares, CEO succession, etc;

14 Internatonal Finance Corporation (2008). IFC Family Business Governance Handbook. Washtingon DC, United States of America
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4.2. Family Member Employment Policies

In the absence of family member employment
policies, many companies ended up employing
more family members than they actually need-
ed. In some worse cases, companies retained
unprofitable business lines merely to accom-
modate everybody in the family. Therefore, a
set of policies clearly stating the conditions of
entry, staying, and exit of family members is
highly recommended for a family-owned busi-

One of the major
constituencies of the
family governance
structure is the family
charter,

ness. When a company drafts family member employment policies, amongst
other things, it should take into account the following elements:

e Policies should state that new job vacancies for a family member shall not be
opened unless there is a real need deriving from the growth of the company;
e Policies should contain all the prerequisite qualifications needed to fill a
vacant position, particularly emphasizing educational requirements and

working experience;

e  Policies should explicitly provide the grounds for dismissing a family member;
e Policies should list all the criteria that determine the compensation and

benefits of a family member.

4.3. Family Member Shareholding Policies

As the company along with its shareholders
grows larger, most shareholders end up having
a smaller percentage of shares and lower div-
idends as a result. This situation could create
dissatisfaction among minor shareholders and
may lead to conflicts with family members that
receive salaries. A shareholding policy at early
stages of development would regulate this is-
sue by defining mechanisms that allows family
members to sell their shares if they need cash

Providing the
shareholders with

a liquidity option
could be a means to
mitigate the potential
conflicts.

instead. Providing the shareholders with a liquidity option could be a means to

mitigate the potential conflicts.
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4.4. Minority Shareholder Rights Protection

The company should put in place system of . .
registering shareholder complaints and develop
mechanisms that settle corporate disputes. The company should

The company should practice cumulative vot- put " pLace System of
ing. This allows minority shareholders to have regwster‘mg shareholder
arepresentative on the board who pays partic- complaints and

ular attention to minority shareholder rights. In devetop mechanisms
addition, it should make a policy that protects 15t gett|e corporate
the rights of minority shareholders in special disputes

circumstances, such as a change of control. ‘

4.5. Dividend Policies

In order to avoid conflicts amongst shareholders, the company should develop
and follow a written dividend policy. The dividend policy should be disclosed in the
website of the company. The dividend policy is important for the company as it:

e  Establishes an understandable, predictable, and transparent mechanism for
setting the payment procedure and the amount of dividends;

e Ensures that the dividend payment procedure is not complicate; and

e  Ensures complete and timely payment of dividends.

4.6. Communication and Information

The family should formulate a communication policy to stimulate an unbiased
exchange of information. * Family letters and/or regular family gatherings could
be some form of communication. Family members should take into account
different opinions, ideas, and criticism in the decision-making process. In cases
where they fail to reach an agreement themselves, an external mediator could be
invited to chair the meeting. This eventually settles the disputes amongst family
members, enabling the company to maintain a positive coherent image in public.

15 European Corporate Institute (2008). Guide for Families and their Businesses. Switzerland
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9. SUCCESSION PLANNING

Most of the large family businesses in Koso-
vo have been established in the 90s and their
respective management is now close to re-
tirement age. It is very likely that these busi-
nesses are about to enter a succession phase.
The results of the Riinvest survey reveal that
owners of large family businesses in Kosovo
have limited knowledge of the complexity of
the succession process. Globally, many fami-
ly-owned businesses underestimate the impor-
tance of succession planning of their executive
management (including the CEO). That said, in

A formal succession
plan prepared In

early phases of the
company ensures
sustainability and thus
Increases the chances
for survival across
different generations.

many cases the succession planning is deferred until the last minute. This in
turn leads to crises that may culminate in the closure of the company. Lack of
succession planning indeed is one of the main reasons why many family busi-
nesses cease to exist before they reach the second or third generation. A formal
succession plan prepared in early phases of the company ensures sustainability
and thus increases the chances for survival across different generations. A step-
by-step process that helps the family business to be better prepared for its CEO

succession is provided below:
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Steps of a CEO Succession Plan?®

STARTING EARLY: It is highly recommended for a family business to start
the selection process of the next CEO as early as the new CEO takes the
lead. It is especially important for those companies that appoint the CEO
from within the company. The initiative for having a succession plan should
come from the current CEQO; the board may also be involved in this process.

CREATING CAREER DEVELOPMENT SYSTEMS: If the next CEO foreseen
to be selected from within the company, he/she should undergo a career
development system that prepares him/her to take the lead. In cases
where there are no good enough candidates from within, the board should
create a committee responsible for leading the succession planning of the
CEO. This committee selects the new CEO based upon criteria that they
should set out in advance. Another option could be to hire a professional
head-hunter, if available in the country.

SEEKING ADVICE: When narrowing down the list, the company should ask
independent directors or non-family senior managers for advices.

BUILDING CONSENSUS: Throughout the recruitment process all bodies of
the company should be involved including: the board, senior non-family
members, and family members

CLARIFYING THE TRANSITION SYSTEM: When the best succeeding CEO
has been chosen, a smooth transition process both for the current and
the new CEO should be developed. The transition process, amongst other
things, should define the timeframe of transition and the involvement of the
current CEO when he/she hands over his position.

16 IFC Family Business Governance Handbook (2008). http://www.ifc.org/wps/wem/connect/159c9c00485821688319ebfc046daa9/FB_English_final_2008.pdf?MOD=A-
JPERES
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6. CODE OF ETHICS

OR CONDUCT

Over 90 percent of the large family-owned
businesses have a code of conduct. ¥ This
high percentage, however, should be inter-
preted with caution since in Kosovo’s culture
a code of conduct is not always understood
as a written document. It sometimes has the
connotation of a few unwritten codes ingrained
in the firm guiding the behavior of employees.
It is recommended for each family-owned
business to prepare a written code of ethics/
conduct with a set of rules and regulations out-
lining social norms, ethical values and proper
practices for its personnel. The board and exec-
utive management should set the “tone at the
top”. The implementation of such rules should

Each family-owned
business should
prepare a code of
ethics/conduct with
a set of rules and
regulations outlining
social norms, ethical
values and proper
practices for its
personnel.

be demonstrated by the board and management for all employees to emulate.
Given that the environment of the company changes throughout the time, the
code of ethics/conduct should be reviewed by the board and signed by everyone
at the company. Some of the most common areas covered by the code of eth-
ics/conduct include, but are not limited to: employee privacy, sexual and other
forms of harassment, confidentiality and information, conflict of interest, public

appearance, and receipt of gifts.

17 Riinvest (2015). Corporate Governance in Family-owned Businesses in Kosovo. Prishtina
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Main highlights from Code of Ethics -
Hymeri Kleemann?®

> EMPLOYEE PRIVACY

Hymeri Kleemann respects the privacy and dignity of all individuals.
The Company collects and maintains personal information that relates
to your employment and your career and special care is taken to limit
access to personal information to Company personnel with a need to
know such information for a legitimate purpose.

Employees should not search for or retrieve items from another employ-
ee’s workspace without prior approval of that employee or management.
Similarly, you should not use communication or information systems to
obtain access to information directed to or created by others without
the prior approval of management.

Personal items, messages, or information that you consider to be pri-
vate should not be placed or kept in telephone systems, computer or
electronic mail systems, office systems, offices, work spaces, desks,
credenzas, or file cabinets.

> SEXUAL AND OTHER FORMS OF HARASSMENT

Hymeri Kleemann policy strictly prohibits any form of harassment in the
workplace, including sexual harassment. The Company will take prompt
and appropriate action to prevent and, where necessary, discipline be-
havior that violates this policy.

18 Taken from Hymeri Kleemann's Code of Business
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> CONFIDENTIALITY OF INFORMATION

All Confidential Information is the sole property of Hymeri Kleemann.
The Company and all employees have ethical and legal responsibilities
to maintain and protect the confidentiality of all Confidential Information.

Failure to adequately protect this information may have an adverse
economic impact on the Company, and any misuse or disclosure of
Confidential Information may result in violation of applicable Laws. Vio-
lations could expose the Company and/or the person involved to severe
criminal or civil liability.

> CONFLICT OF INTEREST

Employees shall avoid employment or business activities that interfere with
their duties to the Company divide their loyalty, or create or appear to create
aconflict of interest, unless such employment or activities are fully disclosed
to the General Manager of Hymeri Kleemann and approved in writing.

> PUBLIC APPEARANCE

Hymeri Kleemann supplies all staff on the site with appropriate clothes
branded with the Hymeri Kleemann logo. These clothes are to be kept
on by the employees all the time during the working hours.

Hymeri Kleemann requires by its employees on the office to apply a busi-
ness or casual business attire during the working hours. Extra attention
should be applied when formal meetings with clients are scheduled.

Hymeri Kleemann requires by the staff in any level of the Company
to apply the norms of the professional appearance, in every moment,
regardless the justification in specific situations.

Hymeri Kleemann requires that each employee apply a professional
behavior and communication among each other, third parties and in
public. This includes but it is not limited in professional communication
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face to face, on the phone, email. Professional behavior on public and
non-public, not engaging on unethical and unprofessional conflicts with
clients or other individuals, respecting of the traffic regulation, speed
limits, traffic lights when are driving a Company car.

> RECEIPT OF GIFTS

Employees must not accept entertainment, gifts or favors that could
influence, or would appear to influence, business decisions in favor of
any person or organization with which the Hymeri Kleemann has or is
likely to have business dealings.




7. CONTROL ENVIRONMENT
AND PROCESSES

7.1. The Internal Auditor

The Company should establish an internal auditor. The main responsibility of the internal
auditor is to conduct daily internal control of the company’s finances and operations. It
is very important for the internal auditor to be a person with a high reputation.

7.2. The External Auditor

Family-owned businesses should demand for annual external auditing. The auditing
should be conducted by a firm of independent, qualified, and competent auditors
who work in accordance with Kosovo Accounting Standards. The company could
be selected by an audit committee that can be created within the company. The
external auditing company should be licensed by the Kosovo Council for Financial
Reporting (KCFR). The audit committee and the auditing firm could interact while
the auditing process takes place.

7.3. Risk Management

The company should incorporate risk management at its governance structures.

The board should ensure that an appropriate risk management systemiis in place.

Among other things, the board is entitled to:

»  approve risk management procedures and ensure compliance with such
procedures;

» analyze, evaluate, and improve the effectiveness of the internal risk man-
agement procedures on a regular basis;

» develop adequate incentives for the CEO, managers, departments and em-
ployees to apply internal control systems; and

»  establish a risk management committee of the board when necessary.
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8. DISCLOSURE AND
TRANSPARENCY

8.1 Financial Reporting . ‘

While large family-businesses in Kosovo submit _

their financial statements to the tax authority, Financial statements
still none of them make their financial statements ~ SNOULC be shared with
available to public on their websites. Moreover,  elevant stakenolders
only about one in seven companies make their after the board of
financial statements available to their staff.? directors endorses therm
The annual financial statements of the company should be prepared in accordance
with International Accounting Standards and national standards applicable in Kosovo.
The company should have a Chief Financial Officer (CFO) who should be entitled to
produce annual financial reports. Depending on the size of the business and its needs,
apart from annual financial reports, the company may produce interim financial

reports. Financial statements should be shared with relevant stakeholders after the
board of directors endorses them.

8.2 Directors’ Report

Every year, the board of directors should prepare a report that contains the annu-
al financial statements and a review of operating and financial performance. This
annual report should also emphasize all the initiatives undertaken by the board and
management in guarantying policy efficacy and implementation.

Amongst other things, the annual report may include comments with regards to
company'’s strategy and identify risks that may hinder the implementation of activi-
ties foreseen by the company. Finally, it is important for the report to highlight how
the company stands in terms corporate governance. This guidebook book could be
considered as a benchmark against which they can compare their performance in
the aspect of corporate governance.

19 Riinvest (2015). Corporate Governance in Family-owned Businesses in Kosovo. Prishtina
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Disclosure and Transparency -
Hymeri Kleemann

> DISCLOSURE POLICIES AND PRACTICES

The company discloses and provides easy access to all material information,
including the financial situation, performance, ownership and the governance
structure of the company to shareholders free of charge. The board prepares
and approves a policy on information disclosure and makes it publicly avail-
able on the company'’s internet site. The company publishes a comprehensive
annual report that includes a corporate governan