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Teaching Notes

Case Study Summary

This case focuses on Adeline Ong – the new independent director (ID) of Lim Palm Co., a
family business listed at the Singapore Exchange. Adeline realizes that input from IDs does
not seem welcome and that the board does not adequately fulfil its role. Rather, the
company’s governance systems are shaped by family dynamics and hierarchies. The case
outlines the gap between what corporate governance is intended to achieve versus nominal
compliance to corporate governance rules. In examining the ID's role in the Lim Palm Co., the
issues of leadership and how to contribute constructively and add value to a family firm are
addressed.

Teaching Objectives

The case is meant to stimulate discussion on corporate governance practices in family firms,
in particular the actual and intended role of IDs of family firms. There are two key take-away
points from this case.

There is often a large gap between corporate governance best practices and actual
governance practices in family firms. Often, family firms treat corporate governance as a
box-ticking exercise that requires nominal compliance without actual effort;
If family firms treat corporate governance as a requirement for compliance it is still
possible for IDs to add value. However, the way in which this is done differs from
companies with more mature governance practices. Hence, directors in family firms would
need additional skills to deal with family dynamics constructively.

Target Audience

The case is best taught to executive MBA audiences and in director programs. Because it is
short it is especially well-suited for audiences with limited time for prior preparation, such as
busy executives. The quality of the discussion would be enhanced if participants have had
actual exposure to listed company boards.

The case outlines the gap between what corporate governance is intended to achieve versus
nominal compliance to corporate governance rules. As such, participants would need to have
a basic understanding of the role of boards and different types of directors, including
executive directors, non-executive directors and IDs, and the role of the Chairman. Given that
the case focuses on gaps between intended and actual governance practices, it is most
suited in later parts of a course.

The case is particularly suitable for the following courses.

Corporate Governance: the case describes the gaps between formal and actual
governance in a family business, and solicits recommendations on how the board can
move from a box-ticking role into one that can add value to the company. It is particularly
suitable for a session on the role of IDs.
Family Business: The case describes a very common situation in family firms where a
patriarch takes all decisions within an inner circle. Checks and balances on decision-
making that are core to corporate governance are adopted ceremonially for compliance
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purposes. Once participants realize that there is tension between the underlying
assumptions behind good corporate governance and the reality of family firms (particularly
in Asia) they will recognize that IDs in such firms would perform a different role. The key
argument in the case is that outside directors who can push family owners towards
constructive governance rules and practices can add significant value to family firms. As
such, this case is particularly suitable for a session on outside professionals in family
firms, or a class on the governance of (mature) family firms.

Suggested Teaching Strategy

The case can be handed out in class and will take participants just five minutes to read. The
discussion may take around 60–90 minutes, depending on the experience of the participants.
Participants familiar with (Asian) family firms will likely recognize the setting as realistic,
whereas non-Asian participants and those working in multinational firms with formal
governance systems will immediately form strong negative judgments about the quality of this
firm. This makes for a good class discussion. The key point of the case is to move the class
discussion from an analysis of the problems to a realization that better governance is of great
importance to family firms, and that independent directors have an important role to play,
albeit one that is slightly different than in non-family firms.

An indicative teaching plan for a 75–90 minute session is shown in Teaching Notes Table 1.

Teaching Notes Table 1: Indicative Teaching Plan.

Topic Timing

Introduction of the case 5 minutes

Assessment of governance practices at Lim Palm Co.
10–15
minutes

Benefits of corporate governance for family firms and for Lim Palm Co.
10–15
minutes

Recommendations for Adeline
15–20
minutes

Break
10–15
minutes

Discussion on role and qualifications of independent directors (IDs) in family
firms

10–15
minutes
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Discussion on policy-making regarding IDs (optional)
10–15
minutes

Wrap up 5 minutes

Background

Before starting the analysis the instructor may provide a short introduction positioning the
case. In particular it would be relevant to point out that research has shown that the majority
of the listed firms in Southeast Asia, South Asia, Hong Kong and Korea are family firms in the
sense that there is a substantial shareholder and often also direct influence of founders
and/or descendants on management. As such, in particular in emerging markets, the case
context is quite relevant. Moreover, in many emerging markets corporate governance
regulations and frameworks have been adopted by regulators and stock exchanges, but there
is often a gap between ceremonial and substantive practices. In view of this, the case
addresses an important issue in a relevant context.

Wrap up

To conclude the case, instructors may offer this wrap up. Family firms in Asia are, by most
indicators, successful: they dominate listed companies in most Asian countries, and research
indicates that they are on average more profitable compared to non-family firms. However,
they are also more vulnerable as they rely on limited sources of leadership, usually without
strong management systems and governance structures.

Independent directors can play a role to bring the firm to the next level of professionalism and
to ensure renewal. In addition, there is some fear of self-dealing in family groups, which has
led most jurisdictions to mandate IDs who explicitly serve the interest of the firm, including the
minority shareholders. In this role, they are explicitly expected to scrutinize all related party
transactions.

As these family firms transit into the second generation, it is important to strengthen the
business and provide more robust governance practices to support the firm. Although doing
this is not easy, outsiders can play an important role in this process. Second generation family
leaders are typically more open to creating a strong group of professionals around them and
to provide checks and balances. However, they find it hard to transit to a new board dynamic
when the patriarch dominates decision-making. Joining any family firm on this important
journey is a challenge, but with mutual trust it can ultimately be very beneficial for the
business as well as rewarding for an outside professional.

Suggested Answers to Discussion Questions

1. Analyze the role of the board at Lim Palm Co. In what way does it deviate from best practices in
corporate governance?

The instructor may start the discussion of this question by asking: “Should Adeline have
accepted this role in the first place?” Answers may vary, but many respondents will note she
should not have accepted this role because she had a weak platform for influence. Typically,
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participants would bring up several areas where Lim Palm Co. deviates from best practices.
They would argue strongly that this board seems like a window-dressing exercise for
compliance purposes, and that there is no way someone like Adeline could add value to the
company. They may point at various red flags, including: no willingness to have a constructive
discussion in the board; the Chairman does not chair; the board papers are too late, Adeline’s
appointment does not follow any procedure; and so forth. Participants also may raise the valid
issue that directors have personal liability, wondering why Adeline should take such a risk
without having any influence.

2. What would be the benefits to the company if it moved towards higher levels of corporate
governance?

To help answer this question, the instructor may ask: “Do you think this firm could benefit from
increased levels of corporate governance, as Stanley had indicated? If so, what could the
benefits be?” The responses could be noted on a side-board (e.g., good corporate
governance is associated with business success, as it puts in place a rigorous mechanism to
oversee the firm). Good corporate governance practices call for controls on the management
and board, often by outsiders like IDs or auditors. Outside directors increase the pool of
expertise the company can make use of, and they can provide a reality check and provide
additional signals relevant to management. Good corporate governance also generates trust
in the eyes of stakeholders such as partners, shareholders, employees, banks, and
regulators. For instance, research on family firms shows that more transparent family firms
enjoy a lower cost of debt. Mechanisms for oversight also help reduce business risks.

3. What contribution do you think Adeline can make to the company? Should she have done
something differently? Should she do different things going forward?

To answer this question, instructors may ask: “If we take away the board dynamics described
in the case, do you think Adeline could be qualified to bring a firm to the next level of
corporate governance?” Adeline is described in the case as a promising lawyer and
professional, and it may seem that such independent professionals may indeed benefit the
company, if given a chance. The key issue then, is one of leadership behavior.

What could Adeline have done differently to prevent this situation? Asian family firms with
patriarchs often function as a centralized entity with all decisions taken at the top. Even if the
second generation is present, there may be a clear hierarchy in the board where it is socially
awkward to oppose the patriarch, especially for children and employees. The situation
described in the case is therefore not uncommon, especially in Chinese families. Indeed,
participants will likely recognize this situation as common in different parts of the world, and
not limited to Asian families.

Because patriarchs frequently dislike being opposed in public they may leave all the talking to
a loyal employee (here: the chief executive officer (CEO)) or younger family member, despite
having a respectful title (e.g., Chairman). Actual decisions may have been taken in a smaller
circle before the board meeting takes place. In such a context, how can an outside
professional add value? Furthermore, how could a young female add value?

The instructor may jot down some ideas raised by participants on the board, likely answers
could be: Adeline should have gained the personal trust of the family before joining the board
(if she had, she would have been asked her advice on the acquisition in an earlier stage). She
should have discussed with Stanley why he found it so difficult to create any change, and
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what he thinks could be done. She should have realized that Stanley may not have been in
any position of power, given the seniority in the family. Moreover, any change would need to
start with awareness and endorsement, in particular by the patriarch.

In the legal context of Singapore, a majority shareholder vote can remove a director, and in
most family firms the family retains a majority stake. Unsurprisingly, research suggests that in
the Singapore context independent directors are more likely to be “family friendly” rather than
vigorous monitors of management quality which is more common in, for instance, a US setting
(see Further Reading).

What can Adeline do now? It is probably not too late to create a personal relationship of trust
with the other board members, including family members and to use her different profile to set
a new tone. The IDs could probably join forces and be more proactive to create a conducive
environment, including asking for timely information and encouraging all directors to speak.
By bringing the discussion into the boardroom, Adeline and her colleagues can weigh in with
their expertise and add an objective voice. As IDs, Adeline and her two colleagues need to be
able discharge their duties. Hence, it is only fair to insist on a professional environment where
governance is taken seriously. In turn, Adeline would have to build credibility and demonstrate
her commitment to Lim Palm Co. through her behavior in and outside board meetings. She
may need to express some deference or other accommodations (e.g., avoiding confrontational
questioning in board meetings, and conducting discussions in private) to signal her role in the
hierarchy to the patriarch, but she does not have to remain powerless. Adeline should find a
firm but respectful way of fulfilling her fiduciary role that takes into account social dynamics in
family firms. This may include raising sensitive issues outside the meeting, and working
closely with the family to stimulate awareness for better governance practices (i.e., by
engaging outside professionals) as a precursor to changing board practices.

To accept the status quo would involve taking a personal risk for Adeline. Prior to joining the
firm she would have negotiated her legal responsibilities to protect herself from liability. It is
implicit in the case that all operations and decisions appear to be taken in Indonesia, and are
only brought to the board meeting as a “rubber stamp” exercise, which is a source of concern.
To resign is obviously an option, especially if Adeline feels that the family is not serious about
respecting the rights of minority shareholders. However, given the success of family firms and
their desire to embark on a path of professionalization, it would be better if Adeline could find
a way to add value to Lim Palm Co. by working with all board members and by slowly
improving the firm’s governance practices. One particular worry for a patriarch is to lose
control over decision-making. Hence, the patriarch needs to be convinced that more robust
governance can actually increase control over the firm and make it more sustainable.

4. What qualifications do you think IDs in family firms need in order to add value for shareholders
and stakeholders?

As a closing question, the instructor may ask: “Other than professional qualifications, what
qualities do you think one needs to sit on a family firm board as an ID?” From the case
discussion, it should have become obvious that any ID in a family business needs to master
not only corporate governance and business issues, but also family dynamics and related
interpersonal skills and associated leadership strategies. As such, any ID has to be familiar
with the realities of family firms, including the hierarchies and informal decision-making
practices that often characterize successful family business groups. A confrontational
approach rarely works in Asian boards, and any change in leadership dynamics should not
undermine what made the family successful in the first place. Most family firms know their
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strengths and weaknesses, and are willing to change, but without losing face or losing
control. Outside professionals with considerable interpersonal and communication skills
willing to embark on this journey would be able to generate substantial value to these family
firms. These professionals would also benefit from intrapersonal qualifications that allow them
to reflect on their position, their strengths, and their purpose with the family firm. Individuals
with these qualifications may help family firms strengthen management systems and
governance structures to reduce risks and promote sustainability.

5. Should regulators give IDs in family firms more power?

If there is time, the discussion may move on to corporate governance systems and what type
of oversight would be best suited to family firms, which typically are firms with large
shareholders. The instructor might ask: “Should regulators give IDs more power on family firm
boards?” There are certainly voices in favor, for instance, by increasing mandated proportion
of IDs and tightening the definition of independence to exclude “family friends” such as the
lead ID. In particular, fear of expropriation of minority shareholders is an important motivation
to bolster the power of IDs. The instructor can point out that the American system of IDs
policing management is unlikely to work well in settings where block-holders dominate (i.e.,
most other countries in the world). Pragmatists in Asia point at the considerable positive
influence that outside directors seem to have on family firm governance, even without more
stringent regulations. In the context of Singapore, the authorities have tightened the rules
somewhat since 2015 (mandating independence from shareholders as well as from
management, increasing the number of IDs where the CEO and Chairman is the same
person, and placing restrictions on how long IDs can serve). However, these changes are not
viewed as a bold measure to increase ID power, arguably to avoid disrupting existing
governance systems which, overall, worked quite well for family firms in this context (Puchniak
& Lan, 2016).

Further Reading
Fernández-Aráoz, C., Iqbal, S.,  & Ritter, J. (2015). Leadership lessons from great family
businesses. Harvard Business Review, 93(4), 82–88.
S i n g a p o r e ’ s  C o d e  o f  C o r p o r a t e  G o v e r n a n c e.  R e t r i e v e d  f r o m
http://www.mas.gov.sg/~/media/resource/fin_development/corporate_governance/CGCRevise
dCodeofCorporateGovernance3May2012.pdf
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