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Family Office Networks, Clubs & Associations:

What would Groucho Marx Do?
By Seth Morton and Marc J. Sharpe

Introduction

New and established single family offices are beset on all sides with family office
networking opportunities. Most of the self-proclaimed family office networks are run for-
profit, with a few notable ‘non-commercial’ exceptions. Some of the networks look like
multi-family offices, or loosely affiliated groups of family offices; others are simply trying
to cobble together industry-specific conferences or deal platforms. When it comes to the
issue of how best to navigate these networking opportunities, we recommend a Marxist
approach. Not Karl, but Groucho: “Refuse to join any club that would have [you] as a
member.”

Groucho’s self-deprecating criticism of club culture
“I ,l'c_fuse reminds us to always proceed with skepticism and
(0 join any , . L :

; caution. His humorous refrain raises a question about the

“?(I)llllll)duﬂg:,e core intention of any club that is targeting you as their
me for a ideal member. This question should always be at the front
member.” of one’s mind when considering joining any family office

GROUCHO MARX network or community or attending any family office
conference.

The world of family offices is growing, but it is still relatively small. While multiple reports
have put the number of family offices around the world in 2019 at around 7,300 -- which
represents about a 38% increase over the last two years -- we believe the number of true
single family offices to be considerably smaller.(1) This small, asset rich, but growing
market has seen a precipitous rise over the past five years in the number of networks,
clubs, and associations that claim to connect and serve family offices.

Despite the rarity of true single-family offices — especially multi-generational, sustainable
family offices, with stewardship across the entire spectrum of a family’s assets and wealth
— the family office space has become increasingly filled with ‘everybody and their dog’
claiming to have a family office. Part of the problem is that the term ‘family office’ is used
broadly and loosely; and what constitutes a family office for some, may not rise to the
same level for others. As a corollary to this increase in the recent preponderance of family
offices, there is an associated rise in the number of family office networks, associations,

(1) Mordor Intelligence LLP, https://www.mordorintelligence.com/industry-reports/global-family-offices-industry (2020)Campden Research
Report, http://www.campdenwealth.com/article/global-family-office-report-2019 (2019).
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peer groups, and third party service organizations claiming a foothold in the space. The
result of all this growth is a feedback loop where more and more high net worth investors
claim the status of family office (than probably should) and more and more groups claim to
have access to networks of family offices (than probably exist).

When faced with the noisy complexity of this situation, Groucho’s famous quote rings like
a bell. Although most wealthy families are used to managing the social and business
responsibilities that come with their status, there is a qualitative and quantitative
difference with the kinds of groups and organizations that are increasingly clamoring for
attention within the single-family office community. Simply put, it is often difficult to
differentiate one group from another; and it is becoming increasingly harder to understand
the true value proposition for the family offices they claim to serve. At the same time,
family offices are increasingly seeking a network of their peers to help them with a host of
issues -- whether it be a ‘safe’ place to ask questions, to share due diligence, or to pool
capital for (no or low fee) co-investment opportunities.

In today’s competitive marketplace, many family offices are looking to deploy their private
capital in non-banked, proprietary opportunities; so, the promise of a network of other
family offices with whom to co-invest with is highly desirable and very tempting. As family
office professionals, it falls to us to understand and evaluate the networks and service
providers that are pitching their products, services, and relationship capital. That journey
begins with understanding the various business models and alignments (or conflicts) of
interest that they entail.

In an effort to provide some clarity, this whitepaper offers an analytical framework to
categorize the many groups one might encounter within the family office ecosystem. We
suggest that the various business and revenue models they embrace should frame how
you think about these groups; more than the service claims they make. With that in mind,
we believe three broad business models of family office networks currently exist:(2)

. Member-based Models;
. Commission-based Models;
. Advertising-based Models; and

Similar to any private investment opportunity, our overall methodology is to subject these
organizations to a certain amount of diligence. In fact, every family office network or
partner group should be evaluated like a private equity opportunity. Good diligence begins
with a clear vision of the desired outcomes. Like the development of an investment
mandate, the family office should create a strategy or mandate for their objectives with
these network opportunities. Having a clear idea of what you’'re looking for from the family
office community you would like to join will make working with these groups much easier
and more productive.

(2) Some groups blend these different organizational and revenue-based strategies, but for the sake of simplicity we will limit our discussion to

a hypothetically pure version of each network. Of course, when undertaking your own diligence, you should consider the ways in which the
family office organization(s) under consideration blend these different approaches and tailor your diligence accordingly.
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Member-Based Model (MBM)

Member-based models provide, for a fee, an exclusive network for family office principals
(and sometimes also professionals) seeking to learn from one another and stay current on
the best-practices in the family office space. When evaluating an organization with a
member-based model, one must weigh the exclusivity of the group against the size of the
organization. Exclusivity considerations include the quality of the membership, the number
of members and how they are organized, and the culture and principles that members
abide by. Exclusive membership is fairly easy to evaluate: do they limit membership to
single family offices (and perhaps ‘closed’ multi-family offices) only? How do they verify
their members? An extremely exclusive group may function more like a small social
organization, while a large group with a national presence may function more like a
pseudo-industry association. Can they offer the best of both worlds, with local trust and
national (or international) reach? Organizations that manage scale and growth through
autonomous regional chapters may be able to strike a happy balance between these two
ends of the spectrum, so be sure to ask the question!

The issue of group norms, organizational culture, and operating principles speaks to the
kind of member participation the group nurtures and encourages. It is important to align
your own desired outcomes with the kind of participation the group fosters. The key issue
here will turn on matters of privacy, confidentiality, and whether active solicitation is
allowed or frowned upon. Organizations can quickly devolve into trading platforms if the
main activity becomes simply pitching deals. While this is not necessarily a bad thing —
especially if you’re in the market for deals — one consequence of a “deals-focused”
association is that the spirit of collaboration and peer-learning usually takes a backseat
(and at the extreme the group breaks apart as family office members compete for ‘the
best’ deals). In addition, if privacy and confidentiality is not strictly enforced as a core
principle of the group, then don’t be surprised if your name and contact details are sold on
a list and your family office becomes inundated with calls from a long line of service
providers.

Member-based models typically finance their operations through membership fees.
Besides keeping the lights on, a reasonable level for dues shows commitment and some
skin in the game to the network from members.

However, some member-based family office groups charge fees in the tens of thousands
of dollars. They aim to be exclusive, but often experience significant turnover as their
value quickly diminishes, and family offices are unable to justify the expense. If possible,
examine how other peer groups interface with the network. Is there a sizable contingent of
family offices that regularly participate in events, or do family offices come and go with
limited engagement?
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Peer-networks are a special class of member-based groups and deserve particular
attention. A true peer network allows family office principals and professionals to interface
directly with each other in order to learn from one another and build bonds of friendship
and trust. The true test of a peer-network is the peer-group itself. The best peer-groups
provide opportunities for principals (and professionals) of family offices to meet in a
commercial-free environment. In the best cases, the digital platform, annual or semi-
annual meetings, and overall engagement with the network all point to a community with
diverse interests and a shared purpose. While there are many peer networks forming,
there are only a special few who have survived the test of time and continually add value
to their members in a safe and trusted environment.

Commission-Based Model

Commission-based networks are ‘for-profit’ enterprises that generate income through
commissions associated with executing commercial transactions. Like any for-profit
business, profit motive determines action, and these groups are incented to sell
investments or deals, preferably in volume. In the strictest sense, these groups aren’t
really family-office networks, but rather they are sell-side focused businesses or deal
platforms. However, it's important to consider these groups because they often claim to
associate with family offices and represent large networks of family office investors.
Occasionally, these groups emerge from a profitable family office investment practice. If a
family office investment team is growing and building a profitable base, they may seek to
register themselves as a broker-dealer and become their own business. While these
businesses may offer ancillary services, because of their close connection with family
offices, the fundamental relationship they offer is deal-focused and commercial. As their
primary interest is in generating transaction or commission-based revenue, it's best to let
your dedicated family office investment team evaluate the viability of the commercial
offering before fully committing to any network opportunities.(3)

One variety of a fee-based model to consider is the multi-family office (MFO), operating as
a Registered Investment Advisor (RIA), which typically charges a fee based on assets
under management (AUM) and occasionally assets under supervision (AUS).
Member-based models typically finance their operations through membership fees.
Besides keeping the lights on, a reasonable level for dues shows commitment and some
skin in the game to the network from members.

Within the spectrum of open/closed MFOs, there is a variety of different kinds of service
and/or collaboration models. At one end of the spectrum, an open MFO looks very much
like an RIA, perhaps with a few large family office clients that anchor the business. On the
other end of the spectrum, a closed MFO may look like a single-family office with a
complex structure of sub-organizations, estates, and trusts. From the perspective of
evaluating potential partnerships with groups like these, the naming conventions are not

(3) If their model involves selling securities, a thorough review of the relevant SEC and FINRA documents is in order, especially as it relates
to their model and their role as (or relationship to) a licensed broker dealer.
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as important as the working relationships. One important question to ask yourself when
evaluating these groups for your own objectives is whether or not you will be treated as a
client or a peer. If the answer is the former, then you’'re likely speaking with an open MFO
that faces the same incentives and challenges as a typical RIA. If it’s the latter, then you
may be dealing with a closed MFO, which has a different set of challenges (which will
require a future whitepaper from us at a later time to explore in depth!).

Advertising-Based Model

Viewed in the context of fee-based models, the advertising-based model appears at first to
solve for the issue of mis-aligned profit-motives by generating profits for the family office
network, club, or organization through the sale of advertising relevant to the family office
ecosystem. As a result, these networks often organize events and engagements that
require little financial commitment from a family office. Typically, these family office
networking organizations rely on a diverse array of advertisers and sponsors to cover the
costs. In the case of large institutions looking to promote a specific area of their business,
the organization itself will be its own sponsor — like a private bank or insurance company,
for example, hosting an industry-specific conference.

However, to borrow a concept from digital marketing and the tech industry, it’s important
to keep in mind that “when the product is free, you are the product”. In other words, these
organizations invert the commercial-based model by creating a context where your family
office will be “sold” to any commercial interest willing to pay for the lead. We don’t present
these relationships in stark terms in order to offer critique, but simply to lay out the
fundamental business dynamics that are at work here. Indeed, this model is one of the
most common and can produce “win-win” scenarios: single family office professionals gain
valuable insights into best practices and new industries, new relationships are forged, and
advertisers / service providers may gain important new clients. As in the discussion above,
it is always important to understand the motives of the involved parties: what is the
objective of the organizers, advertisers, and your fellow participants? And, how do these
objectives line up with the objectives of your family office? Special attention should be
paid to any data that your family office provides. As we have seen in digital marketing
trends, the data generated by users is often more valuable than the product itself.
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Final Thoughts

While the number of family offices and family office networks appears complex, our advice
for building a peer-network of like-minded single family offices is simple: begin with local
and regional groups, consider the underlying business models that drive either profitability
(in the case of your commercial enterprise) or mission (in the case of a peer network), and
align your organization with groups that share your objectives. When evaluating the merits
of any individual organization, seek a diverse array of researched and practiced experts.
Ultimately the network that you build is a reflection of your own organization and the
mission that is driving your family office. The relationships and goodwill that are forged
through these groups can last a lifetime. The task may be daunting, but the rewards can
be plentiful. Caveat emptor!
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About TFOA

The Family Office Association is a global peer network that serves as the world’s leading
single family office community. Our group is for education, networking, selective co-
investment, and a resource for single family offices to share ideas, deal flow and best
practices. Members are not actively marketing products or services to other members and
no contact information or email lists will ever be shared. Since our founding in 2007,
TFOA has led the global single family office community by delivering world-class
educational content, unique networking opportunities, and exceptional thought leadership
to our highly curated network of the world’s largest and wealthiest families. If you’'d like to
access our free library of whitepapers or receive event updates and more timely
information please visit: www.tfoa.info

Mar S(wm,

Marc J. Sharpe

Chairman & Founder
The Family Office Association
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Disclaimer

All the information provided by The Family Office Association ("TFOA") are for
informational and educational purposes only and neither purports nor intends to be,
specific trading or investment advice or a recommendation to buy or sell any security,
fund, or financial instrument. Information should not be considered as an offer or
enticement to buy, sell or trade. You should seek appropriate advice from your broker, or
licensed investment advisor, before taking any action. Past performance does not
guarantee future results. By subscribing as a member to TFOA, you acknowledge and
accept that all trading decisions are your own sole responsibility, and TFOA or anybody
associated with TFOA cannot be held responsible for any losses that are incurred as a
result. The information contained in this electronic mail message, including attachments,
if any, is confidential information. It is intended only for the use of the person(s) named
above. Internet emails are not necessarily secure. Each recipient is responsible for
carrying out such virus and other checks as it considers appropriate to ensure that the
receipt, opening, use or onward transmission of this message and any attachments will
not adversely affect its systems or data.
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