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A lamily oflice may come inle existence for any

however, i is important 1o develop a mission
statement, which will lend support to the

Farmilies searching for an
integrated solution Rove:

number of reasons, Oltentimes, it does so after developmental process and provide an autling mare apitions frorm which ta
a family has seld an operating business and is  to carry the olfice forward once activities are choose,

in need of a new tocal point from which o0 undenvay. Cover

mattage its wealth, In such instances, the During the developmental process, the

farmily office can become the new lamily busi mission statement will help to identily the Irivestors Nocked o

ness, bringing with il issues similar (o those  Core interest or passion ol the family, which altérmatives in 2000,
faced In the business where the wealth was  will Become the core competency of the Pege 11

accumulated.
Trealing a nascent family office ke a busi-

family office. “There s always something at
the core that binds the family together, and it
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ness means making certain tactical decisions,  provides the impetus for the lamily office to for o carmeback,

These decisions vsually have to do with  star,” says Jonathan Carroll, a family office Poge 18

which Family alfice model to utllize, who consultant based in Florida. "It can be some-

should run the office and how 1o balance the  thing like a certain style of investing, the legal A recent study of high-tech
desire for cost efficiency with the need for  profession or philanthropy.” donars joaks Into the
privacy and confidentiality af the family's Cne ol the major factors determining “rew” philanthropy
linancial affairs. which family office model is chosen is how Page 21

Before any of these issues can be resolved,
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Legg Mason
acquires PCM

Baltimore-based Legg Mason Inc, one of
the largest publicly traded US money man-
agers by assets, has agreed to purchase
Private Capital Management LP cof
Maples, Florida, for an initial 3682 mullion.
The total price for PCM might reach $71.4 bil-
lion in five vears if cerlain unspecified growth
targels are reached, and Legg Mason is plan-

ning to link PCMW with its established

Fd

invalved the family members want to be in
the day-to-day operations of the office, Thisis
important because same families will want to
hand everything over Lo a private bank or a
multifamily family office, while athers will
prefer to maintain some level of autonomy,

The latter will generally be the case when a
family business has been sold and a family
member who was active in the business wants
Lo take on the running of the office. “A lot
really depends on the involvement of the
tamily," says Greg Kushner, founder and presi-
dent of Lido Consulting, a family office can-
sultancy based in California.

“Sometimes the members of the family are
far flung, and there is no family member
aclive in the office. At other times, they are
extremely active.” 21
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41  Traditional vs virtual

Once the core competency of the family
office and the level of involvement by
family members have been decided, the
additional services required by the family
can be added to the office in a vanety of
ways. In the past few years, the family
office arena has seen a number of differ-
ent models become available, which has
changed the way a tamily can choose to
handle its alfairs.

"The landscape changes daily with
newe products and services that are faster,
cheaper and more robust,” says Carroll.
“Every time vou turn around, some firm s
doing maore for less. IUis a terrific time to
be a family and be searching for an inte-
grated solution.”

I a traditional lamily office model,
almast all functions are brought inside
the four walls of the family office, This
means that professionals will need to be
hired to complement the skills of the
active family member taking charge of
the affice,

“The tamily member or person run-
ning the office may not have a certain
skill set in dealing with their clientele,
and they may not be aware of all the
things they will need to be involved with
to run a family office,” says Carroll,

The skills mecessary to manage the
wealth of a family include investment
management, trust management, legal
advice and accountancy. In this model,
accounting systems, investment report-
ing systems and performance reporting
systems may need to be brought in-
house,

The method by which the necessary
services are provided to a family will
depend on several considerations, not
the least of which is cost. Whether
skilled professionals are hired by the
family or are sourced through external
tirms, the an-going cost of running a
family office will be at least $1 million a
year, says Carroll,

Because of considerations associated
with costs, many wealthy tamilies are
streamlining their family office opera-
tions. “For families with less that $100
million in wealth, spending $1 million a
year ona family office may be consid-
ered too great an expense,” says Carroll.

The traditional alternative to running
an in-house family office has been to
hand over operations to a multifamily
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Every time
you turn around,
some firm
is doing more for less
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family office. In recent years, however, a
new method of providing family office
services has sprung up,

Known as a "virtual family office,”
this option is an alternative lor families
where a lamily member wants to take
the reins, but does not want to go to the
expense of setting up a full-blown office.

Irva wartual family office; the involved
family member can maintain control of
the family’s aftairs, while using technol
ogy 1o keep in contact with advisors and
business associates. Thus, the operation
hias the autonomy and lunctionality of a
fuli-service family office within a consid-
erably more streamlined structure.

I think the virtual family office con-
cept 15 appropriate fora family of any
size that is comiortable substituting tech-
nelogy for labor,” says Carroll. "Asa
model, it is entirely scaleable and it does:
n't have anything to do with assets in the
family becagse it isa low-cost model,”

Revolutionizing

One firm oftering families the technol-
ogy to streamline their offices is
Pennsylvania-based Private Family
MNetworks: According to chief marketing
officer Scott Budge, the firm was
founded on the belief that there was a
missing option in the suite of family
office models:

This model would allow high-net-
worth families to maintain a degree of
control over their affairs while keeping
EXPENSESs L0 3 MInimuIT.

Many complex financial families, says
Budge, are not big enough to feel truly
nurtured by private banks or multifamily
family offices. They are also not big
enough to validate the expense of start-
ing a full service in-house family office.
“The need for specialized family office
services really comes about when a

family cutruns theirr deductions, which
we believe s in the 35 million range,” he
Sy,

The dichotaomy, says Budge, is that
whether a family has $5 million or $100
rillican, they will have similar Invest-
ment, legal and trust considerations, bul
managing this wealth using the tradi-
tional family office model is generally a
viable option only for Families with over
$100 millian.

"We see ourselves as revalutionizing
the way a new family office stfucture is
seb up,” says Budge, "The virtual Family
office model caters tor those who have
the need to create a dedicated family
office, but not the inchnation to do so,”

Private Family Metwarks has built its
virtual family olfice around the provision
of three key services. QOne is an Internet-
based document repository based on a
madel of the lamily and its advisors and
what documents the various entitles typ-
fcally require.

The second service is a calendar that
acts as i worklow and notilication system
customized tor each family, Private Family
Metworks notifies the various entities
when they need o complete activities for
a family, Third, the Tirm provides an
account aggreqation service that collects
and delivers all of a family's public and
private investments on a single page.

Furthermare, the Tamily member or
advisar ina virtual family office can
receive eight hours of help each month.
Budge says this time is Lypically used for
training family advisors or for specific
requests having to do with immediate
family business.

The ability to create a thin, virtual
farmily office environment is measured
against the need for privacy and confi-
dentialiy—an issue close to the heart of
all families of exceptional wealth.

“There are instances where a family
has feregone a cost benefit because they
want control and complete securily,” says
Carrall. "People will oftentimes bear the
cost of a certain solution because they are
not convinced about the technology.”

He says that although the virtual
family office concept is one Lthat people
are embracing, there is a tremendous
need to ensure privacy and conlidential-
ity. "There are still some Lypes of deci-
sions that are made without regard Lo
cos.” +
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