Positive Steps To Avoid Partner Conflict
-David Gage, Ph.D.
Nobody is taught how to be partners.  “Partners 101” is not a course taught in business schools or anywhere else.  People pull partnership agreements off the Web (a highly risky strategy when you consider what’s at stake), or they hire an attorney who serves up boilerplate documents that gloss over their unique circumstances.  People get a false sense of security thinking that if they take care of the legal necessities, they are good to go as partners.  Lawyers will admit those documents are meant to protect partners from angry employees and each other.  They aren’t designed to strengthen the partners as a team—precisely what partners need.  

Partnership Scenario

Scott and Peter jumped into a high-end-home remodeling business together, and they worked extremely well as partners for five years. They enjoyed both growth and financial success.  
Then, over the course of the ensuing couple of years, Peter grew increasingly less pleased with their arrangement.  He began seeing himself as the one doing all the work.  He arrived at jobs by 8, managed two or three crews on any given day, and never seemed to finish his work before 6 or 7 in the evening.  He was responsible for ensuring their company’s work was top quality, jobs were completed on time, the employees were getting along with one another and there were no job-related accidents.  
By Peter’s standards, his partner was living a charmed existence.  Scott got to work around 9 or 10am, often took clients or potential clients out to lunch or played golf with them, and was rarely in the office after 4pm.  Somewhere on their partner path, it stopped feeling fair to Peter.  

Not surprisingly, Scott had a dramatically different view of their partnership, but he, too, felt it was no longer working the way they had imagined.  He remembers how they met at a mutual friend’s home and, for about 3 years, Peter kept running into him and talking about how they should become partners.  When Scott finally agreed to sit down and talk seriously about it, according to him, it was Peter who had the division-of-labor idea.  Peter proposed he would do the remodeling work he loved, and Scott would sell the business and run the office.  Scott was an extrovert who had always been into sales in one way or another and had forever wanted his own business.  He understood this wouldn’t be his own business but having one partner seemed like the next best thing.  

They proceeded to meet three more times “to iron out the details” and then hired an attorney to advise them on the legal necessities.  With the lawyer’s help drafting buy-sell and operating agreements, they became 50-50 partners in an LLC.

By partner standards, Scott and Peter had a very good run, that is, until they needed mediation to help them out of their predicament.  Although good statistics don’t exist on partner longevity, most advisors estimate that half of all partner start-ups either implode or explode before the 3-year mark.  The challenges partners face are daunting.  Not only must they make their business survive, they have to make their partnership survive.  Which task is more difficult is anybody’s guess, but you can find a lot more good advice about running a business than working well with your partners.  
The Goals of Partnership Charters

The goal of a Partnership Charter is to strengthen partnerships by removing as much of the ambiguity as possible.  In a sense, it’s a “risk-reduction” tool that gives partners a better chance of succeeding in the long term.  The Partnership Charter, which was developed out of years of mediating conflicts among family and non-family business partners, is the subject of the book, The Partnership Charter: How to Start Out Right in Your New Business Partnership (or Fix the One You’re In).  
The Partnership Charter is a tool to help people become aware of all the complex interpersonal, financial, business and legal challenges partners eventually face and provide a safe, structured process for negotiating their interests.  
The charter is both a process and a product.  The process is one of discussing, negotiating and reaching agreements.  The product is the charter document which memorializes the discussions, intentions and agreements of the partners.  The topics covered in the charter include both the “soft” interpersonal side and the “hard” business side because all partnerships are a complex mix of interpersonal and business issues.  
On the interpersonal side are topics like communication, leadership, styles, personal values, expectations and the issue of fairness.  Delving into the interpersonal issues helps partners feel more confident about their relationship and what they need from one another to succeed as co-owners. On the business side are topics like roles, responsibilities, authority, compensation, equity interests and governance.  Most partners have explored these business topics but not with the thoroughness they need to in order to prevent conflict from arising.  One of the charter exercises involves scenario planning for the partnership.  Another is developing a step-wise plan for managing any conflict that arises.  
A side benefit of developing a charter, or parts of a charter, is that it makes it easy to update legal documents or replace boilerplate documents with ones that are much more individualized and valuable.  Most existing partners will admit when they really think about it, they have something that is not clear in their partner arrangements—some “sliver of ambiguity.”  A sliver of ambiguity might be what partners intend to do if one partner, like Peter, gradually starts feeling the deal wasn’t fair.  It might be how to handle a partner wanting a spouse, son or daughter to work in the business.  It might be how they would handle distributions if one partner wanted to only work half-time, or wanted to start a side business.  These are the kinds of issues that partners should be clear about long before they ever become problems.  It’s far better to negotiate sooner in a friendly environment than later in a tense, hostile environment.
The intentions and agreements that are captured in the charter units help attorneys quickly appreciate what the partners are trying to accomplish and draft appropriate legal language to achieve their goals.
Timing Your Work on a Charter

In the scenario, Scott and Peter could have saved themselves a lot of anguish and probably the cost of mediation if they had taken time to develop a charter when they started.

The perfect time to have a partner retreat and develop a charter is before signing on the dotted line when starting up or when facing a partner transition—a partner retiring, a partner shifting his or her workload, or taking on a new partner.  All partner transitions have the power to strengthen or weaken the partnership, depending on how they are handled.  
The other time to work on some or all of the topics covered in a charter is when a partnership is due for a tune-up.  Ideally tune-ups are done before anything breaks down.  
If you wonder if a partner retreat or developing a charter might be a worthwhile endeavor for your partner team, discuss it with you TAB facilitator, who can discuss your specific situation with you.
David Gage started BMC Associates in 1990 to resolve conflicts among co-owners of closely held companies.  What he and his multidisciplinary team of mediators learned in their first ten years of mediating conflicts throughout the U.S. laid the groundwork for them to expand into conflict prevention for partners.  
To help partners prepare for their partner retreat, BMC Associates has written a workbook that guides partners through the various topics, helps each partner clearly identify his/her thinking, and helps them get ready for discussions among all of the partners.

For more information on the Partnership Charter, or to download the first two chapters of the book, go to www.BMCassociates.com.  
