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Family Business Succession at Actuaria Consultores S. A.

Summary: Succession planning is one of the most important aspects in family businesses as
companies can go through uncertainty that can lead to critical risks for leadership and operation
continuity in the long term. Having a succession plan allows companies to have a long-term
strategy to guarantee business stability. The objective of this consultancy project is to achieve
an organized and successful succession and generational transition for Actuaria Consultores
S.A., a consultancy firm based in Quito, Ecuador, of which the majority of its ownership and
control lies within the family. Without a doubt, the family component plays a key role in
defining the strategy for a succession plan. Moreover, it is expected that through a defined plan
the company can provide transparency to avoid possible conflicts while following all corporate
values. To achieve this consultancy, the company has to be clear about its main objectives for
the future and its corporate and business strategy when the alluded generational succession will
take place. Through this analysis, succession plan alternatives will be presented taking into
account the high potential, competencies and skills of the various stakeholders, to be aligned

with Actuaria’s core corporate purpose.

Keywords: succession plan, family business, strategic vision, future leadership, values, key

employees, succession management.

i



Sucesion familiar en Actuaria Consultores S. A.

La sucesion empresarial es uno de los aspectos mas importantes en las empresas familiares, ya
que las compaiiias pueden enfrentar incertidumbres que pueden generar riesgos criticos para la
continuidad del liderazgo y las operaciones a largo plazo. Contar con un plan de sucesion
permite a las empresas tener una estrategia a largo plazo que garantice la estabilidad del
negocio. El objetivo de este proyecto de consultoria es lograr una sucesion y transicion
generacional organizada y exitosa para Actuaria Consultores S.A., una firma de consultoria
actuarial con sede en Quito, Ecuador, de la cual la mayoria de su propiedad y control recae en
la familia. Sin lugar a dudas, el componente familiar juega un papel clave en la definicion de la
estrategia de un plan de sucesion. Ademas, se espera que, a través de un plan definido, la
empresa pueda garantizar transparencia para evitar posibles conflictos, al mismo tiempo que
pone en practica todos los valores corporativos. Para lograr esta consultoria, la compaiiia debe
tener claros sus principales objetivos para el futuro y su estrategia corporativa y de negocio
cuando se lleve a cabo la sucesion generacional. A través de este andlisis, se presentaran
alternativas de planificacion de sucesion teniendo en cuenta el alto potencial, las competencias
y las habilidades de los diversos interesados, para estar alineadas con el propdsito corporativo

de Actuaria.

Palabras claves: plan de sucesion, empresa familiar, vision estratégica, liderazgo futuro,

valores corporativos, empleados clave, gestion de sucesion.
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I. Introduction

The objective of this consultancy is to define a succession plan according with the
company's strategic vision as well as its corporate values. The consultancy seeks to define
the intergenerational succession that is necessary in the short term without having any
negative impact on the company specially in the relationship with their main stakeholders
including clients, shareholders, employees, Board of Directors, suppliers, competitors
and regulatory bodies. Confidence and trust are key in generating value for the future
certainty of the company. Part of the consultancy is to conduct a comprehensive analysis

of the strategic plan from both human resource and legal perspectives.

Due to the specifics of a family business, this consultancy will be practical and useful as
it allows to define succession guidelines for the short and medium terms. The core
objectives for this consulting project are: suggesting a succession plan that fits the needs
of the company, identifying and evaluating critical roles for succession planning,
identifying candidates for succession implementations and monitoring key competencies

and skills crucial for future business leaders.

In terms of methodology, it will be important to follow these steps: company data
collection, process mapping, literature research and information process for qualitative

and quantitative goals.

II. Definition of the consulting problem

1. Current analysis of the current situation of the company

Actuaria Consultores S.A. (ACTUARIA) is a company founded in 1986 in Quito,
Ecuador, with over 5,000 clients nationally and internationally, that provides services in
the actuarial and consulting field. In recent years, the firm has also diversified its products
in other specialized areas, such as mathematical-statistical modeling, financial consulting
services and data science consulting services, among others, with the objective of

providing clients with a wide-range of services.
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Figure 1: Services Portfolio

The value chain of the company is divided into commercial/marketing and operation
management, the last one being constituted by two team areas: Consulting Services and
Management of Labor Liabilities. The consulting area of the company specializes in
services such as corporate actuarial consulting Services, actuarial consulting services for
insurance and prepaid medicine companies, pension funds, among others. Furthermore,
the Management of Labor Liabilities area provides actuarial services for the proper
management of labor liabilities in accordance with current labor legislation in Ecuador.
These core processes are directly supported by areas of significant importance for the
company such as Human Resources, Information and Communication Technology (ICT)

and Financial Administrative Management areas.
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Figure 2: Actuaria’s Value Chain



Since 2020, ACTUARIA has implemented a policy of Good Corporate Governance and
has appointed a Board of Directors in order to define actions and guarantee compliance
with the company’s mission and vision. ACTUARIA seeks to be a benchmark in the
development of its business activities in accordance with its corporate principles which
are: commitment, responsibility, ethics and excellence. Such principles are looking to

align with a positive impact in the community and the environment.

Among its Corporate Governance guidelines, ACTUARIA plans to ensure adherence to

the following objectives:

a. The execution of shareholder rights and equal treatment for all shareholders,
including minority and foreign ones.

b. An adequate and timely disclosure of all the relevant matters of the company,
including its financial situation, quarterly performance, shareholding activities
and internal administration.

c. Strategic guidance of the company, the effective monitoring of the management
team by the Board of Directors and its responsibilities with the various
shareholders.

d. Effective internal and external control mechanisms.

e. Ethical and transparency standards in corporate practices.

Regarding the shareholders structure, currently the firm has 10 members, with a major
participation of more than 50% for Rodrigo Ibarra what makes it a family business as the

majority of the ownership and control lies in a family member:

Shareholding Structure P

AAAAAAAAA

Rodrigo Ibarra 58.53%

Xavier Moncayo 19.84%

Enrique Rueda 397%

Fernando Ruales 397%

Luis Romero 397%

Fernando Navarro 397%

Fideicomiso de Administracién SACOPO 397%

Antonio Durén Ballén 0.99%

Esteban Vargas 040%

Roberto Valdez 0.40%

Source: Actuaria Consultores S.A.

Table 1: Shareholding Structure



Stakeholders analysis D

& ACTUARIA

Suppliers

Power of influence

Minimal effort Keep informed

>

. Source: own elaboration
Level of interest

Figure 3: Stakeholders analysis
As shown in the chart above, the main stakeholders have a specific degree of influence
and interest in the company. For instance, regulatory bodies have a significant power of
influence in the company as the actuarial profession in Ecuador is not highly developed

and actuaries have to comply with all regulations in order to provide actuarial services.

v ¢ Total operating Total operating Net Profit Loss Net Profit Loss
I ear:l) revenue (Thousands revenue (Thousands (Thousands of US$) (Thousands of
R of USS$) 2019 of US$) 2020 2019 USS$) 2020
Actuaria Consultores S.A. 1987 $3,882 $4140 $1,001 $1313
Finalidad Actuarial Finac
Cia. Ltda. 2000 $934 $0 $2 $0
Logaritmo Consultoria
Matemético Actuarial Cia. 1988 $760 $737 $12 $19
Ltda.
Vélez & Vélez Enterprise
Risk Management SA. 2013 $378 $212 $0 $0
Volrisk Consultores
Actuariales Cfa. Ltda. 2om $273 $307 s $20
Célculos Actuariales del
Pacifico S.A. Actupacsa 2om $251 $142 $4 $-5
Coofia S.A. 1994 $139 $134 $2 $2
Patco Cia. Ltda. 1993 $139 $101 $-3 $-2

Table 2: Competitors analysis

Furthermore, competitors and suppliers have a moderate power of influence while a
relatively high level of interest as ACTUARIA is one of the leading firms in the country.
As we can see in the chart, ACTUARIA is the leading consulting firm in the country with

a strong market penetration and a consistent brand recognition over the years.



Secondly, employees are the key players and main assets of the company who have enable
its success over the years. The company increased its headcount in recent years going
from an average of 55 in 2020 to 61 in 2021. ACTUARIA maintains an open
organizational culture in which employees can share their expectations and propose

improvements in the management of human talent.

Finally, shareholders and Board of Directors have a similar power of influence in the
company, although their level of interest is quite different. This difference arises mainly
because the Board of Directors holds a significant interest in achieving the company’s

strategic and financial objectives, thereby striving for success and accomplishment.

Since the company promotes business practices aligned with the Objectives of
Sustainable Development of the United Nations (SDGs), in 2016, ACTUARIA signed
the adhesion agreement to the UN Global Compact. The company has been prioritizing

the following 5 SDGs:

e Goal 3: Good health and wellbeing

e (Goal 4: Quality education

e Goal 5: Gender equality

e Goal 8: Decent work economic growth

e (Goal 13: Climate action

ACTUARIA maintains the good practice of conducting at least once a year an analysis
of its payroll in order to identify possible gaps. Concurrently, it continues to work on its
internal and external procedures with the aim of avoiding gender bias in its publications.
The company has identified an annual gender gap of no more than 10% as a strategic

indicator.

ACTUARIA maintains long-term investments in forest projects, aware of their
importance and impact on these productive sectors, with the potential for growth and

opportunities for exports with positive effects on the economy and social development.



To reaffirm its commitment to carry out actions that mitigate the environmental impact
derived from its economic activity, ACTUARIA has incorporated the option of choosing
a digital version of its actuarial studies on its customer portal with the purpose of reducing

the impact of paper use and consumption.

In 2021, ACTUARIA had a Net Sales Revenue of USD 4,112,464 with a Total Assets of
USD 4,164,107 and a Net Profit of USD 1,348,590 representing a 32.8% of Net Margin.
In the period 2011-2021 the evolution of the Net Profit has been consistent as per the
following graphic:

Actuaria: Net Sales Rever;ues vs Gross Profit (in
UsD
Period: 2011-2021

4.500.000
4.000.000
3.500.000
3.000.000
2.500.000
2.000.000
1.500.000
1.000.000
500.000

1 2 3 4 5 6 7 8 9 10 1l

=@=Net Sales Revenue  ==@=Gross Profit

Figure 4: Actuaria Net Sales Revenues vs Gross Profit

The main accounts of the financial statements of ACTUARIA in December 2021 were

the following:

Fiscal Period 2021 Thousands USD

Total Operating Income 4,87.00
Net Sales Revenue 412.00
Gross Profit 3,424.00
Gross Profit Margin 83.27%
EBIT 2,070.00
Operating Margin 50.34%
EBITDA 2,159.00
EBITDA Margin 52.49%
Net Profit 1,349.00

Net Margin 32.79%
Total Assets 4,64.00
Current Assets 2,652.00
Total Liabilities 1165.00
Net Debt -1067.00

Net Cash Flows 1,238.00

Table 3: Financial statements fiscal period 2021



The financial situation appears to be solid with a high Operating Margin of 50.34% and
a Return of Equity of 45%.

As per the workforce, thanks to the fulfillment of the proposed objectives, a variable
remuneration equivalent to 25% of the base salary was paid to all personnel in January

2022.

The following table presents the company's situation as of December 2021 of total assets,

liabilities, equity, operating income and net income, compared to the situation of previous

ycars:
In Thousand 2017 2018 2019 2020 plopil Variation
Assets 2,789,447 2,258,424 2,835,682 | 3,783,831 4,253,170 12.4%
Liabilities 1127,403 787,524 1,008,178 1,344,678 1,254,497 -6.7%
Equity 1,662,044 1,470,900 1,827,504 2,439,153 | 2,998,673 22.9%
Income 4,186,025 | 3,546,043 3,909,169 4,172,731 4,233,514 1.5%
Revenues 1,255,602 842,112 1,001,385 1,313,402 1,348,590 2.7%

Table 4: Company’s situation as of December 2021

A significant growth of 22.9% in equity is observed in relation to 2020, which translates
into a significant increase in cash and cash equivalents due to the level of portfolio
collection, a decrease in liabilities due to the reverse of the previously mentioned labor

contingent and an increase in retained earnings.

Regarding the company's financial ratios, the ROA in 2021 was 32%, the ROE 45% and

the ROI 32%, constituting solid financial ratios.

Finantial Ratios Variation
ROA 45% 37% 35% 35% 32% -87%
ROE 76% 57% 55% 54% 45% -16.5%
ROI 30% 24% 26% 31% 32% 1.2%

Table 5: Company’s financial ratios



During the period January - December 2021, the company had a Profit before taxes of
USD 1,788,807, which after income tax represented a total amount of USD 440,217,
determining a Net Profit of USD 1,348,591, which resulted in 29.2% of Total Income.
This Net Profit is 18% higher than budgeted of USD 1,143,832.

In 2020, ACTUARIA decided to expand into a Limited Company in the city of Madrid
in order to obtain the authorization in which the subsidiary could operate in Spain. José

Ibarra, current employee of ACTUARIA, was appointed Administrator of the new entity.

During the first months of constituency, a notable effort has been made to create strategic
alliances with other actuaries. The company hopes to continue growing in this market and
begin to create an important portfolio for customers for the future. This subsidiary has
been consolidating its presence in the actuarial consultancy market in Spain, mainly for

the mathematical provisions of some mutual societies.

The company has distributed dividends in the last 15 years thanks to its high rate of return
resulting in higher financial benefits for the family business that has maximize the value
of its assets. However, there is still no protocol for the distribution of this heritage, nor is

there a notarized document of inheritance and succession.

Currently, Rodrigo Ibarra is the CEO of ACTUARIA with more than 35 years of
experience in the design, valuation and implementation of pension, health, and social
security programs. Rodrigo has expressed his interest in retiring in the coming years.
Knowing the background of ACTUARIA, the clear problem is that the company currently

does not have a generational succession plan.

That is why the main questions to be resolved in this consultancy projects are:

a) What is the ideal succession plan for a family business?
b) What should the succession strategy be in a company like ACTUARIA, with
national and international experience, once its CEO retires in the coming years

and the second generation is set to take over the company?



The opportunity identified for the company consists in defining a succession plan that
will guarantee business continuity for future generations in accordance with its strategic

mission and vision.

2. Strategic vision and mission of the company

The mission of the company is to value actuarial risks and offer corporate solutions, with
an ethical perspective and corporate social responsibility; while the vision is to be the first
option in actuarial and corporate solutions through an innovative human talent, the latest
technological knowledge, leadership and national and international presence (Actuaria

Consultores S.A., 2023).

The strategic vision of the company can be studied through different areas that are

explained below:

Regarding their corporate purpose, ACTUARIA seeks to design, manage and evaluate a
diversified portfolio of products and services with adequate volume and margin

relationships, guaranteeing profitability, scalability and sustainability.

Concerning the market, the strategy consists in designing, managing and evaluating
projects and market research, marketing, communication and commercialization
programs for the distribution of the organization's product portfolio in the local and

international market.

In addition, the company pursues to deepen the technicalities of the organization by
incorporating methodologies, tools and techniques of machine learning, artificial
intelligence, application development and business intelligence, all these in line with

international quality standards.

Finally, from a human resources point of view, the business aims to respond adequately
to product and market strategies through the design, management, evaluation and training
programs that add value to the core services, while promoting the well-being and

development of employees.



3. Main objectives for the future

ACTUARIA has five main strategic objectives for the future, all of them aligned with the

sustainable development objectives of the UN:

e First of all, ACTUARIA aspires to achieve a diversification of its service
portfolio. In this sense, all the efforts are put in order to offer services adapted to
client’s needs such as artificial intelligence and machine learning. For this

purpose, a specialized area has been created in the company.

e Furthermore, the company is looking to expand its services and consolidate their
presence in international markets. This constitutes a great opportunity for the
company to be a valued benchmark in actuarial consultancy not only in national
markets but also internationally. ACTUARIA seeks to have international
representation and attract clients in markets outside the country by taking
advantage of the technological conditions that make this link possible. The
constitution of a branch in Spain represents the gateway to a new market to the
company. The additional investment required for the creation of the new entity
appeals to various competitive advantages: no additional assets or HR investments
are required, only an administrator, who coordinates the commercial and

operational services with the parent company in Ecuador, is.

e Another objective is to modernize their main operations to be at the forefront of
the latest technological changes. For instance, the ICT department developed a
software for clients to access data in an automated and independent way to quickly
obtain actuarial studies. Process modernization is also key as the service offered

to its clients is of better quality and adapted to emerging market needs.

e To have highly qualified, committed, and satisfied personnel who are capable of

providing the best customer service.
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e To generate a social, environmental, and economic impact in the medium and long

term that continuously improves society.

4. Ceritical risks for continuity

The main challenges for ACTUARIA would be the continuity of the business, the clarity
of the functions and responsibilities of each one of the family members and the economic

growth of the firm in the future.

SWOT analysis ACT)%D'AR.A

Weaknesses
» High CEO dependance in the company
« Youth of second managers affects desired brand
prestige

Strenghts

» Competitive advantage of family environment

« Young, trained, motivated and flexible workforce
« Extensive client portfolio

« Solid brand image and prestige in the market

« Favorable relationship with regulatory bodies

« No positioning brand in international markets

« Country of origin reduces brand prestige in
international markets

« Limits/flaws of family environment

Opportunities Threats

* Presence in global markets « High regulatory dependence on labor regulations
» Portfolio diversification « Business stagnation due to economic crisis
» Strategic adlliances to innovate in consulting « Price market due to crisis favors more dispersed

services and unfair competition
« Innovation and technology development

Source: own elaboration

Figure 5: SWOT analysis

The company's strengths play a fundamental role in choosing the best strategies to carry
out a successful succession plan. The talented human team, its diversified product
portfolio and its national prestige should be factors that will help carry out an orderly
succession. Critical risks that can affect business continuity are associated with the
change of the CEO as some clients could decide to switch the actuarial provider as the
company tends to be seen as a “one man show” through the presence of Rodrigo Ibarra.
This high leadership dependency can represent a risk for the company since many clients
will have the perception that the absence of the CEO could affect normal operations and

ultimately the service will be disrupted.
Furthermore, another risk for the business continuity is the lack of legal security in

Ecuador that could affect ACTUARIA’s operations. Labor regulations can be reformed,

which could jeopardize ACTUARIA’s operations since its main products are focused on
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the actuarial calculation of labor reserves that companies must comply with. This is the
reason why in recent years, the firm has expanded into ad-hoc services in order to

diversify risks and not depend primarily on one source of revenue.

Undoubtedly, the lack of a defined succession plan could lead to a potential disruption in
the business continuity as roles for the various family members are not specified and
could result in conflict. There might be false expectations for members of future

generations that in the end could harm the business.

The economic growth of the firm plays a key role for its continuity. Due to the global
crisis and political uncertainty of the country, ACTUARIA's operations could be affected.
In this sense, it is important that the company implement an adequate risk management

protocol and a conservative expense policy that will allow them to face uncertainty.

Finally, the company has to evaluate risks related to its strategic goals that are the

following:

Not achieving a profitable and sustainable portfolio of diversified products and

services.

e Not establishing a distinctive position as a consulting firm specialized in business
solutions based on data management on a national and international scale.

e Not enhancing operational efficiency in both internal processes and products and
services.

e Insufficiently competent personnel within the organization.

e Lack of social, environmental, and economic impact on society.

III. Theoretical framework of family business

1. Family component

Generational succession in family businesses is one of the most important components
for the continuous success of companies. Family companies are different from other
businesses as the family plays a key role in the dynamics of the various stakeholders on

a day-to-day basis (IFB, 2022). As shown in the below chart, family business and

12



ownership roles often overlap, that is why identifying those roles is essential in order to

avoid conflicts and ambiguity within a succession plan.

Three Circle Model of the Family Business System

Ownership

Non-family
Non-manager owners

Non Family

Family
owners

Family
owner
employees

Non Family
members

employees,

Family Business
Source: Tagiuri and Davis, 1982

Figure 6: Three Circle Model of the Family Business System

This chart allows us to understand the different identities that family members can have.
Identity is a key element to define a family member’s roles, responsibilities and adherence
towards the company. Understanding these factors is crucial to manage possible conflicts
efficiently and avoid ambiguity and confusion amongst family members. Because several
generations are involved in a succession plan, a common objective should be identified
in order to ensure the continuity of the business in the long term. The family ties tend to
become closer as well as the commitment given to the company is set (IFB, 2022).
Furthermore, as open and often uncomfortable conversations have to take place, usually

families need to learn how to manage expectations and reach consensus.

Currently the company has Rodrigo Ibarra as an appointed CEO who has the majority of
ownership. As mentioned previously, Rodrigo Ibarra has expressed his desire to retire in
the coming years and as a current pensioner of the social security in Ecuador, he pursues
to enjoy retirement after over 30 years of hard work. Despite his retirement interest, he
would like to continue collaborating with the company as a director or as an external
consultant in some projects where his presence will be of great help, this can be achieved
through a civil contract professional service. Rodrigo has been always aligned with the
Board of Directors’ guidelines and trust that their members will direct and formulate the

best strategy plan for the long term.
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The family is constituted by Beatriz, Rodrigo’s wife, and three sons with various
backgrounds, professions and residencies. Beatriz is a lawyer and CEO of a legal study
in Quito, Ecuador named Ankla Soluciones Corporativas S.A., that provides a wide range
of legal services to its clients. One of their main clients is ACTUARIA, to whom legal

and extrajudicial representation services are provided.

The eldest, Sebastian, has a Bachelor in Finance and an executive MBA at the IE
University in Madrid. He currently works as a Global Benefits Senior Account Manager
at Mercer in New York. Sebastian has worked for ACTUARIA in the past as a
Retirement/Consulting Coordinator during the 2010-2013 period. In the short term he
has no plans to return to Ecuador, however in the medium and long term he is open to

collaborate in the family business.

The middle son, José, currently works for ACTUARIA already as a Corporate Manager
since 2019. He has two degrees, one in actuarial sciences by the University in Barcelona
and one MBA by the IE University. He has expressed his interest to continue working for
the company in the long run. Additionally, he also serves as an Executive member of the

Board of Directors.

Finally, the youngest daughter, Maria Beatriz, is a lawyer with a Master's degree in
Private Property Law by the University of Salamanca and current MBA candidate at
Comillas Pontifical University. Nowadays, she runs its own law firm with her mother in
Quito, Ecuador. This firm was founded in 2016 and provides legal advisory services.
They are ACTUARIA’s main legal adviser. The company specializes in Insurance, Labor
Law, Intellectual Property, Corporate Law and Tax Consulting. Her main objective in the
short and medium term is to continue working in the law firm and collaborate with
ACTUARIA. As per her current position, she is fully aware of the particularities of the
business and understands the main capabilities of ACTUARIA.

To sum up, the family business is composed by the following identities:

e Family owners: Rodrigo and Beatriz
e Family employee: José

e Family members: Sebastian and Maria Beatriz

14



ACTUARIA Three Circle Model of the Family Business System
Ownership

Rodrigo

Beatriz

Sebastian

Maria Beatriz

Family Business

Source: own elaboration

Figure 7: ACTUARIA Three Circle Model of the Family Business System

2. Benefits of Family Business

The family component represents a competitive advantage that family businesses should
take advantage from. There is no doubt that family companies have precisely that unique
characteristic that is to promote a strong sense of belonging and a shared purpose among
the various members and owners. One of the benefits of family businesses is the sense of
loyalty that family members demonstrate to each other and to the business. In addition to
loyalty, legacy in family business creates a feeling of pride since members are
incentivized to work for a common purpose to allow future generations to seek business

continuity (KPMG, 2011).

For instance, workforce is usually composed by people that are loyal and committed as
they are influenced by family owners. It is of extreme value to have employees who share
the corporate values of the company an act accordingly. Family businesses have the
opportunity to teach and pass on personal and corporate values to the next generations.
In addition, in this type of companies, family members are more flexible to occupy
different positions within the company and therefore a more collaborative environment

is generated.
Similarly, other non-family employees generally feel comfortable working in family

business, as the environment tends to be less formal and warmer. Such environment tends

to generate closer ties with the family and the business.
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Finally, professional development opportunities are created and constitute an important
aspect for