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- Tax Law

Corporate Residence

A company is regarded as tax resident in the UK if it is incorporated in the UK or for non-UK
incorporated companies if its central control and management is exercised in the UK. A
company incorporated in the UK can also be treated as not resident in the UK under an
applicable double tax treaty. It is possible for a company to be dually resident.

Rates of Corporation Tax

Corporation tax is chargeable on a company’s worldwide income and chargeable gains. The
rates for the financial year ended 31 March 2013 are as follows:

BAND OF TAXABLE PROFIT %
£0-£300,000 20
£300,001-£1,500,000 25
over £1,500,000 24

Non-resident Companies

Companies that are not resident in the UK are only assessable to corporation tax if they carry
on a trade in the UK through a permanent establishment in the UK and on all profits wherever
arising which are attributable to that permanent establishment. The profits attributable to the
permanent establishment are trading income, income from property held by the establishment

— 521 —



-» United Kingdom COMPENDIUM 2013

and chargeable gains on UK assets used for the purposes of the permanent establishment.
The profits for corporation tax purposes are then determined as if the establishment were a
distinct and separate enterprise, dealing wholly independently with the non-resident company
and assuming that it has the same credit rating as the non-resident company, and that its equity
and loan capital are reasonable in the context of its independence.

Transfer Pricing

Transfer pricing rules apply to both international and domestic transactions. The basic rule
may apply for transactions if an actual provision has been made between any two affected
persons and one of them was directly or indirectly participating in the management, control or
capital of the other or a third person was participating in the management, control or capital of
both the affected persons. The basic rule requires the actual provision to be compared to an
arm’s length provision (which would have been made between independent enterprises) and,
if the actual provision confers a potential UK tax advantage on one or both the affected persons,
an adjustment (to bring the profits up to what they would have been if the arm’s length
provisions had applied) is to be made to the taxable profits of the advantaged persons.

Controlled Foreign Companies

A company will be a controlled foreign company [‘CFC') if it is all of the following:

M Resident outside the UK for tax purposes.

Either:

- controlled by persons resident in the UK; or

- at least 40% controlled by a UK person and at least 40% (but no more than 55%) controlled by
a non-UK person (the 40% test).

M Subject to a lower level of taxation (broadly, where local taxes on income profits are less than
three-quarters of the hypothetical UK tax on those profits in the territory in which it is tax
resident).

Where a company is a CFC and does not satisfy one of a number of exemptions, then the total
income profits of the CFC (computed broadly on the basis of UK corporation tax rules) and any
creditable tax are apportioned among persons (whether resident in the UK or not) with an
interest in the CFC. A self-assessment to tax must then be made by those persons that are UK
tax resident companies with a 25% or greater interest in the CFC.

Group Taxation

In groups of companies where subsidiaries are owned as to 75% of the ordinary share capital
beneficially together with 75% entitlement to income and assets it is possible to surrender
current year trading losses and other amounts eligible for group relief to a profit making
company within the same group. In many cases a payment for group relief is made by the
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claimant company to the surrendering company as consideration for the surrender. Consortium
group relief is also available where a company is owned by a consortium where 75% or more
of the ordinary share capital is beneficially owned between them by companies of which none
owns beneficially less than 5% of that capital. UK legislation requires that both companies
must be UK tax resident or non-resident companies carrying on a trade through a permanent
establishment.

Tax Depreciation (Capital Allowances)

Tax allowances, called capital allowances, on certain purchases or investments can be claimed.
This means a proportion of these costs can be deducted from taxable profits in order to reduce
the tax charge.

Capital allowances are available on plant and machinery, buildings (including converting space
above commercial premises to flats for renting) and research and development. The amount
of the allowance depends on what is being claimed for. In some cases, the rates are different in
the year you make the purchase from those in subsequent years.

Inter-company Domestic Dividends

Corporation tax is not normally chargeable on dividends and other distributions of a company
resident in the UK, nor are such dividends or distributions taken into account in computing
income for corporation tax. This rule also applies to dividends received by the UK permanent
establishment of a non-UK resident company.

Substantial Shareholding Exemption

Capital gains arising from disposals of trading companies in which a trading company has at
least a 10% shareholding held for at least one year are in certain circumstances free of
corporation tax on chargeable gains.

Tax Incentives

Tax incentives are available for investment in unquoted trading companies providing income
tax and capital gains tax relief.

Corporation Tax Administration

Corporation Tax is generally payable nine months after the end of the accounting period but
large companies are required to pay instalments.
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Double Tax Treaties

The UK has a large number of double tax treaties a list of which is provided. Relief from double
taxation can be by way of treaty, by unilateral relief or by deduction.

Stamp Taxes

There are currently three stamp tax regimes in the UK as follows. Stamp Duty Land Tax (SDLT)
is a transfer tax charged on transfers of all UK land transactions of whatever nature (subject to
exemptions) regardless of the residence of the parties. The tax is charged at different rates and
has different thresholds for different types of property and different values of transaction.

The tax rate and payment threshold can vary according to whether the property is in residential
or non-residential use, and whether it is a freehold or leasehold. SDLT relief is available for
certain kinds of property or transaction.

PURCHASE PRICE/LEASE PREMIUM OR TRANSFER VALUE SDLT RATE
Up to £125,000 Zero
Over £125,000 to £250,000 1%

Over £250,000 to £500,000 3%

Over £500,000 to £1 million 4%

Over £1 million to £2 million 5%

Over £2 million from 22 March 2012 7%

Over £2 million (purchased by certain persons

including corporate bodies) from 21 March 2012 15%

From 22 March 2012 SDLT on residential properties over £2 million is charged at 7 per cent. It
does not apply to non-residential or mixed-use properties.

From 21 March 2012 SDLT is charged at 15 per cent on interests in residential dwellings costing
more than £2 million purchased by certain non-natural persons. This broadly includes bodies
corporate.

Stamp duty reserve tax is a transfer tax charged on agreements to transfer UK shares and
securities and on foreign shares and securities which retain a register of shareholders in the
UK. The rate of charge is generally 2% of the consideration. Stamp duty is payable on the
transfer of UK shares and securities at the rate of 2% and cancels any stamp duty reserve tax
which may be payable. Stamp duty is not chargeable on transfers of other assets. There is no
capital duty in the UK.
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Value-Added Tax

VAT is a tax paid when goods or services are bought from a VAT-registered business in the EU,
including within the UK. VAT is not paid on some goods and services, and sometimes it is paid
at a reduced rate. In some circumstances a refund of VAT paid may be received, for example if
a person lives outside the EU and visits the UK.

Each EU country has its own rates of VAT. In the UK there are three rates.

W Standard rate. The standard rate of VAT on most goods and services in the UK increased to
20 per cent on 4 January 2011 but was 17.5 per cent for the period 1 January 2010 to 3 January
2011.

M Reduced rate. In some cases, for example children’s car seats and gas and electricity for the
home, VAT is paid at a reduced rate of 5 per cent.

W Zero rate. There are some goods on which VAT is not paid, like:

- most food items

- books, newspapers and magazines

- children’s clothes

- some goods provided in special circumstances - for example, equipment for disabled people
new residential property

National Insurance Contributions

Employer’s national insurance contributions are payable at the rate of 13.8% on earnings in
excess of £144 per week. Employees national insurance is payable at the rate of 12% for
earnings between £146 and £817 per week and at 2% thereafter. For higher paid employees
therefore the highest rate of tax is 42% being 40% income tax and 2% employee’s national
insurance.

PERSONAL TAXES
Residence and Domicile

An individual’s liability to tax in the UK is determined by his residence, ordinary residence and
domicile status. The terms “resident”, “ordinarily resident” and “domiciled” are not at the
present time defined in UK legislation and so it is necessary to rely on case law and the practice
of HMRC. The following is a very broad position and it must be stressed that recent court
decisions have placed emphasis on the pattern of lifestyle to determine the individual's
residence. An individual is treated as being resident in the UK for any fiscal year (6th April in
one year to 5th Aprilin the next year] if he is present in the UK for 183 or more days; or he visits
the UK regularly and after four years his visits average 91 days or more; or he comes to the UK
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with the intention of making regular visits; or his home has been abroad and he intends to come
to live in the UK permanently, or to remain in the UK for three years or more. Ordinary
Residence is roughly equivalent to habitual residence, and an individual is treated as being
ordinarily resident in the UK from the date of arrival, if it is clear that he intends to remain in
the UK for three years or more; or from the beginning of the tax year in which a decision is made
to remain in the UK for three years or more; or from the beginning of the fifth year, if he visits
the UK regularly, and after four years his visits average 91 days or more. Unlike residence, it is
not possible to have more than one domicile at any one time, and it is not the same as nationality.
Essentially, it is the place where an individual has his permanent home, and has the strongest
cultural, economic and family links, and where he ultimately intends to reside. Domicile can
have a significant effect on UK tax liabilities, as it enables resident, but non-UK domiciled
individuals, to legally avoid UK tax on income and capital gains arising overseas if they are not
remitted to the UK. However, these rules have been amended and restricted for those who have
been in the UK for seven out of the previous nine tax years. Subject to the special residence rules,
non-UK domiciled individuals are not chargeable to inheritance tax on non-UK situated assets.
UK domiciled individuals are however assessable on their worldwide income.

It should be noted that the Government has proposed a new statutory residence test (SRT) which
is proposed to be introduced in 2013. The Government proposes that the SRT should take into
account both the amount of time the individual spends in the UK and the other connections
they have with the UK. However, to avoid the complexity of current case law:

M the test should not take into account a wide range of connections;

M relevant connections should be simply and clearly defined; and

M the weight and relevance of each connection should be clear.

Individual Tax Rates (for the tax year 2012/2013)

DIVIDENDS* SAVINGS OTHER
£1-£34,370 10% 20%** 20%
£34,371 - £150,000 32.5% 40% 40%
Over £150,000 42.5% 50% 50%

*dividends are increased by a non-repayable tax credit of 1/9th. This includes non UK companies
of which taxpayers own less than 10%

**10% up to £2,710. If an individual’s taxable non-savings income is above this limit, the 10%
rate does not apply

Dividends are treated as the top slice of total income, savings as the next slice and other income
as the lowest slice.
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Inheritance Tax

Inheritance tax is due on death and on certain lifetime gifts. It is charged at the rate of 40%
on transfers in excess of £325,000 for the tax year 2012/2013. Inter spouse transfers are free
of tax provided either both are domiciled or non-domiciled in the UK for inheritance tax
purposes. Where the transferee spouse is non-domiciled but the transferor spouse is
domiciled there is an exemption limit of £55,000. Certain lifetime transfers are tax free if the
donor lives seven years.

Capital Gains Tax

Individuals are subject to capital gains tax on their chargeable gains. Capital gains tax also
applies to other entities that are not companies such as trustees and personal representatives.
Gains are taxed for a “year of assessment”. Each year of assessment starts on é April and
finishes on 5 Aprilin the following year. Under the capital gains tax regime, an individual is taxed
on gains arising in a year of assessment during any part of which the individual is resident, or
during which the individual is ordinarily resident in the UK. The rate of capital gains tax is 28%
(where the total income and taxable gains after all allowable deductions (including the personal
allowance) is above £34,370).

DOUBLE TAX TREATIES

Treaty and Non Treaty Withholding Taxes

The following chart contains the withholding tax rates that are applicable to interest and royalty
payments by UK companies to non-residents under the tax treaties currently in force. Where,
in a particular case, a treaty rate is higher than the domestic rate, the latter is applicable. There

is no withholding tax on dividends.

Relief at source may be granted on application.
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UK - Treaty Withholding Rates Table

DIVIDENDS

INDIVIDUALS, QUALIFYING

COMPANIES COMPANIES INTEREST [1] ROYALTIES
Domestic Rates
Companies: 0 0 0
Individuals: n/a 20 20
Treaty Rates
Treaty With:
Antigua and Barbuda | n/a n/a -[2] 0
Argentina n/a n/a 12 3/5/10/15[3]
Armenia [4] n/a n/a 5 5
Australia n/a n/a 0/101[515
Austria n/a n/a 0 0/10(6]
Azerbaijan n/a n/a 10 5/10(7]
Bangladesh n/a n/a 7.5/10[5] 10
Barbados n/a n/a 15 0/15(8]
Belarus [9] n/a n/a 0 0
Belgium n/a n/a 15 0
Belize n/a n/a -[2] 0
Bolivia n/a n/a 15 15
BosniaandHerzegovina[10] |  n/a n/a 10 10
Botswana n/a n/a 10 10
British Virgin Islands | n/a n/a -12] -12]
Brunei n/a n/a -[2] 0
Bulgaria n/a n/a 0 0
Canada n/a n/a 10 0/10[11]
Chile n/a n/a 5/15[12] 510013]
China (People's Rep.) | n/a n/a 10 7/10013]
Croatia[10] n/a n/a 10 10
Cyprus n/a n/a 10 0/15[8]
Czech Republic n/a n/a 0 0
Denmark n/a n/a 0 0
Egypt n/a n/a 15 15
Estonia n/a n/a 10 510013]
Falkland Islands n/a n/a 0 0
Faroe Islands 0 0 0 0
Fiji n/a n/a 10 015[14]
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Finland
France
Gambia
Georgia
Germany
Ghana
Greece
Grenada
Guernsey
Guyana
Hong Kong
Hungary [15]
Iceland
India
Indonesia
Ireland

Isle of Man
Israel

Italy

Ivory Coast
Jamaica
Japan
Jersey
Jordan
Kazakhstan
Kenya
Kiribati
Korea (Rep.)
Kuwait
Latvia
Lesotho
Libya
Lithuania
Luxembourg
Macedonia (FYR)
Malawi
Malaysia
Malta
Mauritius
Mexico
Moldova
Mongolia

n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a

n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
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0 0
0 0
15 12.5
0 0
0 0
12.5 12.5
0 0
-[2] 0
-2 -2]
15 10
0 3
0 0
0 0
10/15[5] 10/15[13]
10 10/15[13]
0 0
-[2] -[2]
15 0/15[8]
10 8
15 10
12.5 10
0/10[5] 0
-[2] -[2]
10 10
10 10
15 15
0 0
10 10
0 10
10 5/10[13]
10 10
0 0
5/10[16] 5/10013]
0 5
0/101[17] 0
0/- 18] 0/-[18]
10 8
10 10
0/- 191 15
0/5/10/15 [20] 10
0/5[21] 5
7/10[5] 5
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Montenegro[10]
Montserrat
Morocco
Myanmar
Namibia
Netherlands
New Zealand
Nigeria

Norway

Oman

Pakistan

Papua New Guinea
Philippines
Poland

Portugal

Qatar

Romania

Russia

Saudi Arabia

St. Kitts and Nevis
Serbia[10]
Sierra Leone
Singapore
Slovak Republic
Slovenia
Solomon Islands
South Africa
Spain

SriLanka
Sudan
Swaziland
Sweden
Switzerland
Taiwan
Tajikistan[9]
Thailand
Trinidad and Tobago
Tunisia

Turkey
Turkmenistan[9]
Tuvalu

Uganda

n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a

n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
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10
-[2]

10
-[2]
-[2]

0

10

12.5

0

0

15

10
10/15[22]
0/5[5]

10

0/~ [24]

10

0

0

-[2]

10

-[2]

10

0

0/5 [25]
-[2]

0

12
0/10[5]

15

-[2]

0

0

10

0
0/25[5]

10

10/12[5]

15

0

-[2]

15

10

0

10

0
0/5[14]
0

10

12.5

0

0

12.5

10
15/25 23]
5

5

5
10/15[7]
0
5/8[13]

10

0/10[7]
10

10

5/15[7]
0/10[14]
15

10

15
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Ukraine n/a n/a 0 0
United States n/a n/a 0 0
Uzbekistan n/a n/a 5 5
Venezuela n/a n/a 0/5(5] 5/7[26]
Vietnam n/a n/a 10 10
Zambia n/a n/a 10 10
Zimbabwe n/a n/a 10 10

1. Many treaties provide for an exemption for certain types of interest, e.g. interest paid to the state, local
authorities, the central bank, export credit institutions, or in relation to sales on credit. Such exemptions are
not considered in this column.

2. The domestic rate applies; there is no reduction under the treaty.

3. The 3% rate applies to royalties paid for news; the 5% rate applies to copyright royalties (other than films,
etc.); the 10% rate applies to industrial royalties.

4. Effective from 1 January 2013 (for withholding taxes), 1 April 2012 (for corporation tax) and é April 2012
(for income and capital gains taxes).

5. The lower rate applies to interest paid to financial institutions (as defined).é.

The higher rate applies if the Austrian company controls more than 50% of the voting stock in the UK company.
7. The lower rate applies to copyright royalties.

8. The higher rate applies to films, etc.

9. The treaty concluded between the United Kingdom and the former USSR.

10. The treaty concluded between the United Kingdom and the former Yugoslavia.

11. The lower rate applies to copyright royalties (excluding films), computer software, patents and know-
how.

12. The lower rate applies to interest on (i loans granted by banks and insurance companies, (i) bonds or
securities that are regularly and substantially traded on a recognized securities market and (iii] a sale on
credit of machinery and equipment.

13. The lower rate applies to equipment rentals.

14. The lower rate applies to copyright royalties (excluding films, etc.).

15. Effective from 1 April 2012 (for corporation tax] and 6 April 2012 [for income and capital gains taxes).

16. The lower rate applies to interest paid by a public body.

17. The lower rate applies to interest paid on a loan by one enterprise to another.

18. The domestic rate applies if the Malawi company controls more than 50% of the voting power in the UK
company.

19. The zero rate applies to interest paid to banks; the domestic rate applies in other cases (no reduction
under the treaty).

20. The zero rate applies to interest paid by a public body; the 5% rate applies to interest paid to banks and
insurance companies and to interest on bonds and securities regularly and substantially traded on a
recognized securities market; the 10% rate applies to interest paid by a bank or by a purchaser of machinery
and equipment in connection with a sale on credit.

21. The lower rate applies to interest paid by a public body and to interest paid to a financial institution.

22. The lower rate applies to interest paid by a company in respect of the public issue of bonds, etc.

23. The lower rate applies to films, etc.

24. The zero rate applies, inter alia, to interest (i) paid to an individual, a pension scheme, a financial institution
and a company in whose principal class of shares there is substantial and regular trading on a stock exchange,
provided that such interest is not paid as part of an arrangement involving back-to-back loans; and [ii] interest
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paid by the state or a bank, or interest on a quoted Eurobond. The domestic rate applies in other cases (no
reduction under the treaty).

25. The lower rate applies to interest paid by public bodies. It also applies where the payer and the recipient
are both companies and either company owns directly at least 20% of the capital of the other company, or a
third company, being a resident of a contracting state, holds directly at least 20% of the capital of both the
paying company and the recipient company.

26. The lower rate applies to royalties for patents and know-how.

-> Corporate Law

UK corporate law is based on both common law and statute. The legislative framework of UK
company law has experienced a comprehensive overhaul in recent years with the
implementation of the Companies Act 2006 (the “2006 Act”) which is intended to simplify and
modernise company law in the UK. The 2006 Act received Royal Assent on 8 November 2006
and has come into force by way of phased implementation since 1 January 2007 with the final
provisions coming into force on 1 October 2009.

The 2006 Act exists alongside the Companies Act 1985 and Companies Act 1989 (together with
the 2006 Act, the “Companies Acts”). There are a number of other statutes to be considered
depending on the activity a company wishes to follow. Although the provisions are similar in
the constituent parts of the UK (England and Wales, Scotland and Northern Ireland), there are
some differences and what follows applies specifically to England and Wales.

Types of Business Structure

The first question to be considered by anyone wishing to establish a business operation in the
UK is the type of structure to be used. Although the corporate structure is the one which is most
widely used in the UK, there are a variety of other structures available to overseas entities
seeking to establish a presence in the UK including setting up a branch or place of business of
an overseas company, a partnership or joint venture or a limited liability partnership.

Overseas companies can register as a branch or as a place of business in the UK. A branch is
part of an overseas limited company organised to conduct business through local representatives
in the UK. A place of business is for companies who cannot register as a branch because they
are from within the UK, they are not limited companies or their activities in the UK are not
sufficient to define it as a branch (for example if the activity is simply a representative office).

Types of Companies

There are different types of corporate structure, which can be used under UK law. The most
common structure used is a private company limited by shares. Companies can be either
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public, which means that they can offer their shares or other securities for public subscription,
or private, which means that they are not allowed to offer their shares or other securities to the
public. A private company bears the suffix “Limited” or “Ltd"” and a public company bears the
suffix "PLC”. Other types of corporate structure can be established such as companies limited
by guarantee or unlimited companies, but these are not common for trading entities.

Public companies are generally subject to stricter regulations under the Companies Acts and,
if they are quoted, they will also be subject to the regulations and codes of practice applicable
to the relevant trading market.

The formation of a company in the UK is easy and a corporate vehicle structured to the relevant
needs can be obtained very quickly with a “same day” service being generally available. There
are no requirements for local shareholders or directors and no minimum capital rules apply
(only applicable to a private company). Certain documents, for example the company’s
constitutional documents, must be filed with the Registrar of Companies to form a company.

A company is required to file its memorandum of association with the Registrar of Companies
on applying for registration. The memorandum of association need only state that the initial
subscribers wish to form a company under the 2006 Act and they agree to become members
of the company and to take at least one share each.

The articles of association contain the regulations relating to the internal management of the
company covering matters such as the holding of meetings of directors and shareholders,
transfer of shares and changes to share capital, appointment and removal of directors and the
powers of directors. There is a standard or model form of articles of association, known as the
Model Articles, which many UK private companies follow to some extent. The Model Articles
will automatically apply to any company limited by shares that does not adopt its own articles
of association on incorporation.

No government or other permission is required to establish a company, although there is some
regulation of the use of business and trading names. Once registered, the name of a company
can be changed by special resolution (75% majority) of the shareholders but care must be taken
to check that the desired name is available for use by the company.

Under the 2006 Act, any person can object to a company’s registered name on the grounds that
it is the same as, or similar to, a name in which the objector has goodwill. Objections to the
registration of company names must be lodged with the Companies Names Adjudicator.

Liability of Shareholders

Every company having a share capital, whether public or private, must have at least one
shareholder. There are no rules relating to the residency of shareholders. In the case of both
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private and public companies, the liability of the shareholders or members is limited to the
amount unpaid on the shares held by them. The company and its shareholders are regarded
for company law purposes as separate legal persons.

Share Capital. Authorised Share Capital

A company'’s authorised share capital is the total number of issued and unissued shares in the
capital of the company. An increase in a company’s authorised share capital requires
shareholder approval by ordinary resolution (a simple majority).

There is no longer a requirement for a company to have an authorised share capital. If a
company wishes to restrict the number of shares it can allot or remove its existing authorised
share capital, it will need to amend its articles of association by special resolution (75% majority)
to include or remove suitable provisions restricting the share capital of the company.

Issued Share Capital

The shares which are allotted and issued to shareholders will determine the company’s issued
share capital. In order to allot and issue shares, the company’s directors must be authorised,
by the articles of association or by shareholder resolution, to issue the relevant shares and also
specifically authorised to issue shares where the directors wish to issue shares for cash
otherwise than in proportion to existing shareholdings. Directors of private companies
incorporated under the 2006 Act with only one class of share will automatically be free to allot
shares without the prior authorisation from the members, subject to any express restriction
on this power contained in the company’s articles. A company incorporated under the
Companies Act 1985 will first need to pass an ordinary resolution in order to give the directors
the power to allot shares as set out above. These allotments are still subject to any rights of
pre-emption in favour of existing shareholders although as before these may be disapplied by
the company’s articles or by special resolution (75% majority).

Shares must be issued for not less than their nominal value, although shares can be issued as
partly paid and the directors can call up the unpaid amount at any time.

Minimum Shareholdings. Private Companies
There are no minimum requirements for the authorised and issued share capital for private
limited companies and the most typical formation is for a company to have an authorised share

capital of at least £100 divided into shares of £1. However, it is possible to establish companies
with shares of different denominations and in currencies other than sterling.
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Public Companies

Before a public company can carry on business, it must have a minimum share capital of
£50,000 of which 25% of the shares must be paid up.

Share Capital Rights

The rights and restrictions attaching to the shares are set out in the company’s articles of
association. Most companies issue only one class of shares, known as ordinary shares. The
rights and restrictions can be changed only by shareholder resolution (75% majority) and, where
appropriate, a resolution of the holders of any affected class of shares. Preferred or preference
shares would be expected to carry rights (eg to receive dividends, return on capital, etc) ahead
of the ordinary shareholders and deferred shares would be expected to carry rights behind
those of the ordinary shareholders. In the case of a quoted public company, it would be usual
for the shares to be freely transferable and this would be expected to be a requirement of the
UK markets. However, this is without prejudice to agreements restricting transfer, eg by way
of a lock-up or to comply with the requirements of overseas securities laws.

Shares in UK companies are generally held in certificated form, although there is an electronic
system known as CREST through which shares in quoted companies can generally be traded
in uncertificated (non-paper) form. When shares are issued or transferred, details of the
shareholder are registered in the company’s statutory books and a share certificate issued or
a CREST account is credited, as applicable.

Shareholder Meetings

Most powers needed to run the company are vested in the directors by the articles of association,
although it is possible to include specific provisions in the articles of association or in a
shareholders” agreement requiring shareholder approval in relation to certain specified matters.

The Companies Acts set out those matters which require shareholder approval. In the case
of a private company with few shareholders or which is a wholly-owned subsidiary,
shareholder approval can be obtained by written resolution of the shareholders, or otherwise
by the shareholders in a general meeting. The written resolution procedure is not available
to public companies.

Shareholder meetings require a prior period of notice to shareholders of not less than 14 days
save in respect of a private company’s annual general meeting where 21 days notice is required.
Where not less than 90% of the shareholders of a private company agree, however, these notice
requirements can be dispensed with and the meeting (including the annual general meeting)
may be held on short notice.
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A public company can only dispense with the requirement for a notice period in respect of a
general meeting if 95% of the shareholders agree and for an annual general meeting, if all the
shareholders agree. A general meeting on short notice is not permitted for a public limited
company that is trading on a regulated market.

Matters reserved to the shareholders by the Companies Acts include authorisations in relation
to share capital issues, certain categories of related party transactions, amendments to the
company’s constitutional documents and the decision to liquidate the company.

A private company seeking to reduce its share capital will generally be able to do so using one
of two procedures available to it designed to protect the creditors of the company. The first,
and perhaps the simplest, procedure is a reduction of capital by means of a special resolution
(75% majority) of the shareholders supported by a solvency statement. The second and more
onerous procedure in terms of time and cost requires shareholder approval as well as the
sanction of the court. Public companies seeking to reduce their share capital are restricted to
using the court approved procedure.

A public company must hold a general meeting of its shareholders, known as the annual
general meeting, each year at which it is usual to present the accounts, appoint auditors, deal
with dividends and elect any directors who have been appointed since the last annual general
meeting. Private companies are not required to hold an annual general meeting subject to any
express provision to the contrary set out in the articles.

Directors and Officers. Appointment and Removal

A company may, if its articles of association permit, have only one director who must be a
natural person, and be at least 16 years old. The rights to appoint directors will be contained in
the company’s articles of association. Any person proposing to act must indicate his or her
consent to act and provide specified information to the Registrar of Companies. It is usual for
the shareholders to have the right to appoint directors and for the directors to be able to fill any
vacancy on the board subject to the right of the shareholders to confirm the appointment at the
next annual general meeting.

Similarly, the articles of association would set out the circumstances in which a director can be
removed from office and there is also a statutory right, subject to compliance with certain
procedures, for shareholders, by simple majority, to remove any director from office regardless
of any agreement to the contrary in place with the director.

It should be noted that the office of director is quite separate as a matter of English law from
the director’s position, (in the case of executive directors), as an employee and accordingly, the
removal from office of a director is without prejudice to the director’s rights under his or her
contract of employment.
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Directors’ Duties

Part 10 of the 2006 Act sets out the general duties of directors which are owed to the company.
There are seven statutory duties which are based on and replace the previous common law and
equitable principles relating to directors’ duties. The various statutory requirements and
restrictions placed on the powers of directors must be considered in the light of any proposed
activity of the company. The effect of these duties is that the directors can be held personally
liable if they are deemed to have failed in promoting the success of the company.

It should also be noted that in certain circumstances, directors may become liable to creditors
in an insolvent liquidation and that directors will be personally liable for the information about
the company contained in any prospectus issued for the purposes of a fund-raising.

Subject to the rules relating to conflicts of interest, as further described below, there is no
general legal requirement for a company to have a proportion of independent directors on its
board nor is there a requirement for companies to have a supervisory board. However, quoted
companies will be expected to comply with best practice in relation to corporate governance,
which includes the requirement for independent directors.

Similarly, there are no specific rules on the level of directors’ remuneration in private companies
and this will usually be a matter for negotiation. In some circumstances, such as payments
proposed to be made to a director for loss of office, shareholder approval will be required. In
the case of fully listed (quoted) companies, shareholders must approve on an advisory basis, a
remuneration report, which sets out, amongst other things, all payments and other benefits
made to directors.

Conflicts of Interest

Directors have a statutory duty to avoid situations in which their interests can or do conflict, or
may possibly conflict, with those of the company. Matters that give rise to an actual or potential
conflict may be authorised by the board subject to the board having all necessary powers to
authorise such conflicts. For private companies incorporated on or after 1 October 2008, the
power to authorise is subject to anything in the company’s articles of association invalidating
such authorisation. Private companies incorporated prior to 1 October 2008, must pass an
ordinary resolution (simple majority) expressly providing the board with the power to authorise
conflicts. For a public company, the directors may only authorise a conflict of interest if
permitted to do so by the company’s articles of association.

Secretary

A public company must appoint a company secretary. The company secretary does not need
to be a natural person. The company secretary is principally an administrative function and the
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appointed secretary should be familiar with the filing and other requirements of the Registrar
of Companies. Accordingly, it would be usual for the secretary to be based in the UK.

There is no requirement for a private company to have a company secretary. If a private company
chooses not to have a secretary, anything which is required or authorised to be done by the
secretary can be validly done by a director or any person authorised by a director.

Annual Return

Companies must complete an annual return each year, which gives details of its share capital,
shareholders, location of the statutory books, registered office, directors and secretary.

Registered Office

A company needs to file details of its registered office in England and Wales with the Registrar
of Companies and any official notifications will be sent to that address. Subject to certain
exceptions, the full name of the company must appear at its registered office and business
premises. Any change to the registered office can be made by simple board resolution and
must be notified to the Registrar of Companies.

Company’s Notepaper

All business stationery must show the company’s full name and number and registered office.
The names of the directors need not be included, but if the name of any director appears then
so must the names of all the other directors.

Accounts and Auditors

Subject to exemptions for small companies, every company must appoint a firm of auditors to
audit and report on its accounts for each financial period. Companies are also required to file
accounts and a directors’ report with the Registrar of Companies, and these documents must
comply with the requirements of the 2006 Act and show a true and fair view of 