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Abstract: This study focuses on the financial
governance and inheritance mechanisms of
family enterprises, emphasizing the
optimization pathways and mechanisms
during intergenerational succession. The
objective is to reveal the impact of financial
governance structures, financial rights
allocation, and incentive constraint
mechanisms on the sustainable development
of family enterprises. By constructing a

research  framework that integrates
"theoretical framework - dimensional
analysis - mechanism design" and

employing literature analysis, comparative
research, and system dynamics modeling,
we deconstruct the financial governance
characteristics in the context of family
enterprise succession. The findings indicate
that the efficiency of financial governance
during the intergenerational transition
significantly affects enterprise performance,
with the core conflict arising between family
centralization and modern corporate
governance. Optimizing the equity structure,
establishing a dynamic financial rights
allocation mechanism, and enhancing the
incentive constraint system can effectively
improve the scientific basis for financial
decision-making and risk management
capabilities. The results suggest that against
the backdrop of digital transformation,
family enterprises should build a trilateral
financial governance system of "institution -
culture - technology" to transition from
"rule by man" to "rule by law." This study
provides a theoretical reference for
intergenerational succession in family
enterprises and holds practical value for
enhancing the governance system of family
enterprises with Chinese characteristics.
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Constraint Mechanism.
1. Introduction

1.1 Research Background and Significance

Family businesses play a crucial role in the
global economy, contributing significantly to
economic growth and job creation in China.
Approximately 70% of private enterprises in
China are family businesses. As the first
generation of founders approaches retirement,
the issue of succession has become
increasingly prominent. Succession involves
not just the transfer of ownership, but also the
transition and transformation of financial
governance models. In the face of digital
transformation and a complex market
environment, traditional financial governance
models of family businesses encounter
numerous challenges, such as unscientific
decision-making and inadequate financial risk
management. Furthermore, mismanagement of
equity distribution and financial authority
during succession can lead to internal family
conflicts, adversely impacting stable business
development. Thus, in-depth research on
financial = governance  and  succession
mechanisms in family businesses is crucial for
promoting their sustainable development and
facilitating high-quality economic growth.
Theoretically, it enriches the governance
theory of family businesses, providing new
perspectives and insights for future research.

1.2 Literature Review on Domestic and
International Research

Research on financial governance and
succession mechanisms in family businesses
began earlier abroad. Scholars emphasize the
impact of ownership structure on financial
decision-making, finding that a highly
concentrated ownership structure can enhance
decision-making efficiency but may lead to
1ssues such as. Various succession models,
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such as inheritance and the introduction of
external professional managers, have been
developed, with extensive empirical studies on
performance variations under different models.
In recent years, domestic research has rapidly
advanced, focusing on the unique role of
family culture in financial governance and
succession, with some studies indicating that
family value alignment plays a critical role in
succession decisions. However, existing
research lacks depth in exploring the synergy
between financial governance and succession
mechanisms, particularly in the context of
digital transformation.

1.3 Research Methods and Innovations

This study employs a combination of research
methods. A literature review is conducted to
grasp the research context and trends. Case
studies of typical family businesses are
analyzed to gain insights into their financial
governance and succession practices. A
mathematical model 1is constructed for
quantitative analysis of variables related to
financial =~ governance  and  succession
mechanisms, enhancing scientific rigor. The
innovation of this research lies in incorporating
digital transformation factors into the study
framework of financial governance and
succession mechanisms, proposing a new
collaborative model of governance and
succession based on "institution-culture-
technology" that provides theoretical guidance
and practical paths for family business
development.

2. Theoretical Foundations

2.1 Family Business Theory

Family businesses are economic organizations
centered around family members, where
ownership and control are highly unified.
Family business theory encompasses agency
theory and stewardship theory. Agency theory
posits that agency costs arise from the
relationship between family and non-family
members, leading to  decision-making
deviations due to information asymmetry.
Stewardship theory emphasizes that family
members act to maximize business interests for
the sake of family reputation, which can
mitigate agency problems. The unique family
culture and social emotional wealth influence
strategic decisions and succession choices,

73

G Academic Education
ket Publishing House

-AE

with values such as trust and
facilitating  internal  collaboration
potentially leading to nepotism.

loyalty
but

2.2 Financial Governance Theory

Financial governance theory focuses on the
allocation of financial authority, financial
decision-making mechanisms, and oversight
systems. Proper allocation of financial
authority enhances decision-making scientific
rigor and efficiency. In family businesses,
financial authority is often concentrated among
core family members, which, while enabling
rapid decision-making, may result in errors due
to individual capacity limitations. Financial
decision-making mechanisms include
investment and financing decisions, requiring a
comprehensive consideration of internal and
external environments and risk preferences.
The financial oversight system is crucial for
ensuring compliance and preventing financial
risks; however, family relationships often
compromise the independence of internal
supervision.

2.3 Succession Theory

Succession theory primarily examines the
intergenerational transfer processes, models,
and influencing factors in family businesses.
The succession process includes preparation,
handover, and subsequent integration stages.
Common models include inheritance, the
introduction of professional managers, and
family trusts. Inheritance is the most prevalent
model in China, accounting for approximately
60%, offering advantages in cultural continuity
and control stability but facing challenges in
the successor's managerial capabilities. The
introduction of professional managers can
provide specialized management knowledge
but may encounter trust and motivation issues.
Family trusts can safeguard wealth and ensure
stable business succession, although they
require high establishment costs and rigorous
professional standards.

3. Current State of Financial Governance in
Family Businesses

3.1 Financial Governance Structure

Most family businesses in China exhibit a
pyramidal ownership structure, with families
achieving control through multiple layers of
holding. Approximately 80% of family
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businesses have their largest shareholder
owning more than 30%. While this structure
strengthens family control, it may also create a
separation of control and cash flow rights,
harming minority shareholders' interests.
Family members often dominate board
composition, limiting the independence of
independent  directors. The  supervisory
functions of boards are weakened, as some
members may be family confidants, rendering
oversight superficial. Financial management
structures are often simplistic, lacking
specialized financial departments, leading to
varying levels of financial personnel expertise
and impacting the quality of financial
information.

3.2 Financial Authority Allocation

In family businesses, financial authority is
highly concentrated among founders or core
family members. Approximately 70% of
significant investment decisions are made by
these members, lacking scientific validation
and collective decision-making mechanisms.
Financing decisions also reflect family control,
favoring internal financing and bank loans
while underutilizing innovative financing
methods such as equity financing. Resource
allocation  frequently  prioritizes family
members' interests and affiliated enterprises,
constraining development funds for core
business operations. Financial approval
authority is concentrated, limiting grassroots
financial personnel's decision-making
autonomy and reducing efficiency.

3.3 Financial Oversight Status

The independence of internal auditing in
family businesses is often compromised, with
many auditors being family members,
impairing effective oversight of core members'
financial behavior. Financial information
disclosure is often inconsistent, with
incomplete or inaccurate data affecting
external investors' and creditors' assessments.
External oversight is also limited due to the
relatively small size of family businesses,
which receive less attention from regulatory
bodies, and many family businesses are
unlisted, escaping strict securities market
regulations. Furthermore, social audit firms
may struggle to ensure audit quality due to
family ties or financial constraints.
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4. Current State of Succession Mechanisms
in Family Businesses

4.1 Classification and Characteristics of
Succession Models

Family business succession models are diverse,
with inheritance being the most common in
China, accounting for about 60%. This model
benefits from familial bonds, ensuring cultural
and value continuity while maintaining control
stability. Family members are typically
familiar with the business's history and
operations, resulting in lower information
transfer costs. However, this model faces
challenges due to varying capabilities among
successors; a lack of necessary expertise can
hinder innovation and market competitiveness.
The introduction of external professional
managers as a succession model is gaining
attention.  Professional = managers  bring
specialized knowledge and experience,
facilitating  the transition to modern
management practices. Research indicates that
family businesses with professional managers
show significant improvements in management
efficiency. Nevertheless, trust gaps may exist
between family business owners and
professional managers, who might prioritize
personal interests over long-term business
growth, and managers may face difficulties
integrating into complex family dynamics.
Family trusts serve as a succession model by
entrusting business equity or assets to a trust
organization, ensuring wealth preservation and
smooth business transition. Family trusts can
isolate family businesses from personal
financial risks, safeguarding succession from
internal family disruptions. Data shows that
family businesses using trusts experience
relatively stable performance five years post-
succession. However, setting up family trusts
is costly, requiring highly qualified and
reputable trust institutions, with the existing
legal and financial infrastructure in China still
needing improvement.

4.2 Key Decisions in the Succession Process
The timing of succession is critical. Early
succession may find successors unprepared for
complex management tasks, while delayed
succession can hinder business growth as
founders face declining energy and accumulate
internal  tensions regarding  succession.
Research suggests that a relatively stable
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business phase is the most suitable time for
succession when successors possess adequate
professional knowledge, managerial
experience, and leadership skills.

Identifying the successor directly affects the
future direction of the business. In inheritance
models, business owners must consider
successors' interests, backgrounds,
management abilities, and loyalty. In families
with multiple children, equitably selecting the
most suitable successor to avoid internal
discord is challenging. In professional manager
models, owners need to establish a scientific
selection mechanism, evaluating candidates
across  multiple  dimensions, including
education, experience, reputation, and past
performance.

Developing an equity distribution plan is a
core decision in the succession process. A
balanced equity distribution can ensure family
control while motivating successors and other
key stakeholders. Overconcentration of equity
may upset other family members, while
excessive dilution can jeopardize control and
impact strategic stability. Some family
businesses adopt a combined approach of
equity dilution and special equity designs, such
as dual-class share structures, to maintain
decision-making rights over significant matters.

4.3 Challenges and Dilemmas in Succession

Internal family conflicts often obstruct
succession. The intertwining of familial bonds
and work relationships can lead to conflicts of
interest. For example, disagreements may arise
during equity distribution and decision-making
processes, risking family relations and
ultimately affecting business succession if
mishandled. A study of 100 family business
succession cases found that internal family
conflicts accounted for 30% of succession
failures.

Rapid changes in the external market
environment exert significant pressure on
family business succession. With accelerating
digital transformation, heightened competition,
and evolving regulations, family businesses
must quickly adapt, raising expectations for
successors' innovative and adaptive
capabilities. Many successors may not fully
grasp digital technologies and new business
models, placing their businesses at a
competitive disadvantage.

The issue of talent loss during the succession
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process is also critical. Employees may feel
uncertain about future prospects during
succession, leading some to resign, particularly
key professionals and core management
personnel, significantly impacting operations.
Data indicates that family businesses
experience a 20%-30% higher turnover rate
during succession compared to normal periods,
adversely affecting stable operations and
business expansion.

5. The Relationship and Impact between
Financial Governance and Succession
Mechanisms

5.1 The Role of Financial Governance in
Succession Mechanisms

A sound financial governance structure
provides a solid foundation for succession
mechanisms. A clear equity structure helps
identify  successors and devise equity
distribution plans, thereby preventing internal
conflicts within the family business. If family
enterprises adopt a diversified equity strategy
in financial governance, they can achieve a
smooth transition through targeted equity
transfers to successors. An effective financial
decision-making mechanism enhances the
quality of financial information, providing
accurate data support for succession decisions.
Financial statements and operational data
generated through scientific decision-making
processes enable family business owners to
objectively assess the enterprise's operational
status and the successor's financial
management capabilities. A robust financial
supervision system safeguards asset security
and compliance, boosting confidence among
family members and external investors in the
succession process. Strict financial oversight
prevents asset transfer and falsification,
maintaining the enterprise's reputation and
economic interests.

5.2 The Impact of Succession Mechanisms
on Financial Governance

Different  succession  models  prompt
corresponding changes in financial governance.
In a father-to-son succession model, if the
successor possesses innovative thinking and
modern financial management concepts, this
may drive the family business to transition
from traditional centralized governance to a
more decentralized and scientific model,
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introducing advanced financial management
software and professional finance personnel to
enhance financial management. In models
involving professional managers, it is essential
to establish matching financial incentive and
constraint  mechanisms. To  encourage
professional managers to maximize enterprise
value, family businesses may design
performance-based compensation  systems
while implementing comprehensive financial
oversight to restrict their financial decision-
making behaviors, preventing short-term profit
pursuits from harming long-term development.
In family trust succession models, trust
institutions may optimize budget management
and fund operations within family enterprises
based on their professional financial
management capabilities to ensure
preservation and growth of family wealth
alongside healthy financial development.

5.3 The Cooperative Effect on Enterprise
Performance

Family businesses
financial =~ governance

with  well-coordinated
and succession

mechanisms demonstrate superior performance.

By optimizing both structures, firms can

improve decision-making efficiency and
scientific ~ accuracy, allocate  resources
rationally, and mitigate financial risks. For
instance, combining scientific  financial

decision-making with appropriate successor
selection during succession can enhance
investment decision-making, allowing firms to
seize market opportunities and improve
investment returns. The synergy between
financial  governance  and  succession
mechanisms is conducive to attracting external
investments and top talent. Strong financial
governance and rational succession planning
signal market stability, boosting investor
confidence and attracting quality funding while
drawing in highly qualified personnel, thus
revitalizing  enterprise  development and
enhancing market competitiveness and
operational performance. Studies indicate that
family businesses with high coordination
between financial governance and succession
mechanisms experience asset returns 15%-
20% higher than those with low coordination.

6. Recommendations and Strategies

6.1 Suggestions for Enhancing the Financial
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Governance System

Develop a diversified equity structure to
mitigate risks associated with excessive family
ownership concentration. Family businesses
may consider incorporating strategic investors
to dilute family equity while ensuring control
through equity agreements. Some may adopt a
layered equity design, where family members
hold high-voting shares and strategic investors
hold low-voting shares. Optimize the board
structure by increasing the proportion of
independent directors to enhance decision-
making science and independence.
Independent directors should possess expertise
in finance, law, and industry management to
effectively supervise significant financial
decisions. Strengthen financial management

systems by establishing comprehensive
budgeting, cost control, and financial risk
warning mechanisms. Leverage digital

technologies to achieve real-time sharing and
precise analysis of financial information,
enhancing management efficiency and quality.

6.2 Strategies for Improving Succession
Mechanisms

Formulate a comprehensive succession plan
that clearly defines goals, timing, selection
criteria, and training programs. Succession
planning should be developed 5-10 years in
advance and adjusted according to changing
internal and external environments. Focus on
successor training that emphasizes not only
professional knowledge and management skills
but also family responsibility and corporate
mission. Various methods, including internal
training, external study, and practical projects,
can be employed to enhance successors'
overall competencies. Establish a
communication and coordination mechanism
within the family to ensure that family
members' opinions are heard during succession
decision-making, resolving potential conflicts.
Regular family meetings should be held to
discuss and decide on succession-related
matters, ensuring fairness and transparency
throughout the process.

6.3 Measures to Promote Synergy Between

Financial Governance and Succession
Mechanisms
Create a collaborative decision-making

platform involving family business owners,
successors, financial managers, and relevant
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experts to collectively address significant
financial governance and succession issues.
For example, during the formulation of
financial budgets and investment plans during
the succession period, this platform can
facilitate  thorough  communication and
validation. Strengthen information sharing
related to financial governance and succession
mechanisms by timely disseminating updates

on the enterprise's financial status and
succession planning progress to family
members and  employees, enhancing
confidence and alignment in enterprise

development. Design incentive and constraint
mechanisms aligned with financial governance
and succession mechanisms to reward family
members and employees who actively promote
financial governance optimization and create
value during succession, while restricting and
penalizing behaviors that hinder coordination.

7. Conclusion

This study analyzes the current status,
interrelationship, and impacts of financial
governance and succession mechanisms in
family businesses and proposes optimization
strategies.  Issues such as  structural
inefficiencies, concentrated financial power,
and weak oversight exist within family
financial governance, while succession
mechanisms face challenges in model selection,
critical decision-making, and various obstacles.
The interplay between financial governance

and succession mechanisms significantly
influences  enterprise  performance. By
enhancing financial governance systems,
improving succession mechanisms, and

fostering their collaboration, the sustainable
development capacity of family businesses can
be effectively strengthened.
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