
 
 

 
 

CHAPTER I  

INTRODUCTION 

 

1.1 BACKGROUND OF THE STUDY 

Family businesses have their important role in the world economy 

as their presence is not restricted to one country or region but exists all 

around the world. Family businesses in global economy and society are 

an essential source of prosperity and stability (Rij, Hall, & Astrachan, 

2017). These businesses create jobs, invest in their communities and give 

back to society. The characteristics and practices of large, long-lived 

family businesses serve not only as a model for other family businesses 

but also for all companies that aspire to maintain an entrepreneurial spirit, 

innovate and grow consistently. Family owned business are mostly 

successful as measured by profits, market positioning, and other factors 

that increase business success yet there are also other factors that are 

considered important in determining the business success such as 

transitioning management and ownership from one generation to the next 

generation of family members (Cheokas, 2013). Moreover, the growth 

and sustainability of a family business lies in the fine balance between the 

needs of the business and the expectations of family members. Hence, 

handing a family business to the next generation is a major process, from 

selecting and developing the successors, to protecting the brand 

reputation and retaining knowledge (KPMG, 2018). 

According to The Family Business Institute (2016), only about 

30% of family and businesses survive into the second generation, 12% are 

still viable into the third generation, and only about 3% of all family 

businesses operate into the fourth generation or beyond. In addition, about 

a third of the companies surveyed have a chief executive who is older 
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than 60, and the average age is 54.  Only about 11% are younger than 41, 

and only about 11% are older than 71. About 88% of current family 

business owners believe the same families will control their business in 

five years (Family Business Institute, 2016). 

Family businesses are different form public companies or any 

other types of companies. Family businesses are companies whose 

decisive owner is a family with the will to maintain its dominant position 

for at least one further generation. (May, 2016). Family businesses have 

distinguished themselves from public companies, whose typical structure 

is characterized by a large number of mostly small and frequently 

changing shareholders. According to Prof. Dr. Peter May (2016), what 

makes family business different from others is the dominant and 

fragmented ownership, which mean a family business belongs to the 

family while a public company belongs to the managers. Moreover, the 

management and ownership of family business is potentially impacted by 

the family members to be effectively managed and understood. To 

achieve the desired succession outcomes, there have been a number of 

succession activities and processes outlined in each of the two processes 

which could be done simultaneously or separately. The process of 

management succession should be executed first in order for the 

ownership succession plan to reflect and support the management 

succession.  

Therefore, various activities of family business succession are 

intended not only to integrate family members into the management and 

ownership succession processes, but also to comfort family members with 

both the succession processes and its outcomes that leads to the ultimate 

goal where family members are allowed to make informed decisions 

considering about the individuals and collective futures in the 

management and ownership of the family business. 
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The overall succession processes are the family communication 

activities that consist of family business meetings for the active family 

members, family council meetings for the broader family, and family 

business rules. Management succession activities are intended to groom 

for successors and integrate active family members into a number of key 

management activities. Meanwhile, the ownership succession activities 

include family governance and shareholder agreement issues. On the 

other hand, succession activities will ensure the transition of family 

business to run smoothly and effectively that will sustain family business 

(Adedayo, Olanipekun, & Ojo, 2016). 

This paper describes the process of transitioning the management 

and the ownership of the business to the next generation to achieve the 

sustainability of PT. Prima Makmur Rotokemindo. 

 

1.2 PROBLEM FORMULATION 

Based on the described background of study, there are several 

problems, which are: 

1. How is the succession at PT. Prima Makmur Rotokemindo? 

2. How is the sustainability of the company from 1976 – 2018? 

3. How is the analysis of family business succession planning towards 

company sustainability? 

 

1.3 RESEARCH FOCUS 

Based on the topic of the study “The Impact of Family Business 

Succession towards Company Sustainability at PT. Prima Makmur 

Rotokemindo” the research will be focusing on how family business 

succession affects the sustainability of the company. 

There are two succession processes that will affect the company 

sustainability, such as Management Succession and Ownership 
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Succession. The activities of overall succession process are family 

communications that include family business meeting, family council 

meeting, and family business rules. Meanwhile the activities of 

management succession are grooming successors and integrate active 

family members into management activities. The ownership succession 

activities include family governance and shareholder agreement issues. 

These activities are the process that leads to the desire outcome such as 

integrated family members, assessed options, informed decision making 

which may sustain the company (Walsh, 2011). Therefore, in this 

research the writer will discuss about how the company keeps the 

sustainability and at the same time preparing for the next successor also 

the challenges that may occur in the transition process and how to handle 

the problems. 

 

1.4 RESEARCH OBJECTIVE 

The objectives of research are: 

1. The process of transitioning the management and ownership to successor. 

2. Strategies for developing company sustainability and preparation of next 

generation successor. 

3. The challenges of transition process to the next generation successor. 

 

1.5 BENEFIT OF THE RESEARCH 

The results of this study are expected to be useful for not only 

companies and future researchers but also as references or study case for 

scholars that might have similar issues in the future. 

 

1.5.1 THEORETICAL BENEFIT 

This research is expected to be used as references, material, and 

comparison that provide information for the similar field researches in the 
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future. Moreover, this research will enhance knowledge, understanding 

and information to the writer how the process of succession can lead to 

company future sustainability.  

 

1.5.2 PRACTICAL BENEFIT 

This research is expected can be useful for the company to know 

how to overcome the future problem that has similar problem discussed in 

this research and to provide information about how to achieve the desire 

outcome of the succession process that will sustain the company. 

 

1.6 SYSTEMS OF WRITING 

Chapter I: Introduction 

This chapter describes the background of study that outlines the 

things that lead to the problems that will be discussed in the study, 

followed by the problem formulation, research focus, research objective, 

research benefit, and system of writing. 

Chapter II: Literature Review 

This chapter outlines the theoretical background that related to 

family business succession, sustainability of company, strategies for 

developing successor, and challenges faced by owner in the transition 

process. 

Chapter III: Research Methodology 

This chapter explains about the research approach used. In 

addition it also explains the research design and object, data collection 

method, and data analysis method. 

Chapter IV: Data Analysis and Discussion  

This chapter will be discussed about the general description of The 

Impact of Family Business Succession towards Company Sustainability at 

PT. Prima Makmur Rotokemindo. The research is conducted to find the 
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results of the data then the data obtained will be analyzed along with the 

discussion of the results of the research completely. 

Chapter V: Conclusion 

This chapter contains conclusion from the results of the research 

that has been done, implication that contains the impact from the result of 

the research conducted theoretically or practically, and recommendation 

that contains the suggestion for external parties that might beneficial for 

future research. 
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