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Implication for Cooperative Extension.  When working with families involved in a business operation, it is important to understand the intermingling of resources that occurs.  Evaluating and determining family well-being becomes more than an examination of one's personal finances.  The educator must also examine the business situation and look for the interchange of resources between the family and the business.  This research supports the long-held assumption of intermingling in family businesses.  

Overview

Business owners are cautioned against intermingling business finances with the family's personal finances.  If intermingling does occur, it is suggested that careful and complete written documentation note each and ever transaction.  While not suggested however, intermingling does occur and often little written documentation is kept to keep track of such exchanges.  Previous research has shown that for many business owners a significant portion of the start-up funds for the business are personal.  

This intermingling of funds, from business to family and family to business, not only makes it difficult to study the financial situation of a family business but it also creates questions about the financial situation of either the family or the business.  Was the existing debt obtained for the business or the family?  Given that such intermingling might easily occur, is it even possible to determine the original purpose of the debt or what precipitated the need for additional debt.  

Previous studies of households have found that small business owners are more likely to borrow money and owe substantially more money.  This finding suggests that personal credit is being used for business operations.  Burdening the family with business debt might be considered hidden financing.  Such transactions would be missed however if analyzing only a business's financial records.  

This study examines the interconnectedness of family and business finances, something missed in many other small business studies.  It challenges the idea that the business and the family operate independently of each other.  

Methods

The study used the data generated from the 1997 Family Business Study.  Over 670 family 
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businesses were asked family and business information.  The survey included financial information.  

Three dependent variables were used - whether any intermingling occurred; if family-to-business intermingling occurred; and if business-to-family intermingling occurred.  Examples of the questions that suggested intermingling are: "As of December 31, 1996, were other business financial assets being used to secure loans to finance family needs?", "As of December 31, 1996, was your home being used to secure loans to finance the business?" and "Does any family member work for the business without pay?"  If a respondent answered yes to any of these or five similar questions, then intermingling occurred.  The authors used business owner characteristics as well as firm size, legal organization, geographic location, firm borrowing, and business age as predictors of intermingling.  

Results

As hypothesized, the authors found a substantial amount of intermingling occurred.  Looking first at the business variables, while the number of employees, legal structure of the business, and age of the business were not found to be factors predicting intermingling, other factors were important.  Location was one such factor with businesses in rural areas and small towns more likely to intermingle funds with most of the intermingling to be business-to-family.  Sole proprietors were more likely to intermingle from the family to the business.  Older businesses were more likely to intermingle from the business to the family.  

Examining owner characteristics, older owners were more likely to intermingle.  Also households with higher net worth predicted greater intermingling and that intermingling was probably family-to-business.  Married owners and owners with more managerial experience also were more likely to use business funds for the family.  

Conclusions

For households with family businesses, the study suggests that the finances of the business and family are intertwined.  Certain factors may increase the probability of intertwining and the direction of intertwining.  Clearly the understanding of the financial well-being of the business or of the family requires identification of the financial resources of both.  From a financial management resource perspective, one could argue that such intermingling means full and efficient use of resources.  It might be hypothesized that resources will flow towards the situation, either family or business, which has the highest value for the household unit.  The authors suggest the family-business unit may actually be more efficient than other businesses because of the ability to intermingle resources as opposed to the existing thought that such small businesses are inefficient.  
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