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[bookmark: _Toc201251173]Executive Summary 
The purpose of this study is to assist a family-owned service firm that is about to list on the Alternative Investment Market (AIM) in the United Kingdom. The study introduces an overview of the main principles of corporate governance and agency theory. The study identifies the issues and responsibilities that arise when ownership and control conflict with each other. Also, the study describes the actual methods a family owner can apply to maintain strategic control even when they only have a thirty percent shareholding after the company is listed. It also outlines how to design a fair and competitive compensation scheme for the directors and to be in line with the best practice in the industry. A comparison of the governance structures and institutional environments in the United Kingdom, Shanghai, and the Netherlands is also undertaken to determine the main differences that can encourage the firm to list on the stock exchange. Diageo PLC, a highly ranked FTSE 100 business, is used as an example of effective governance and board processes throughout the entire study.
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[bookmark: _Toc201251174]Introduction
In this context, I think that going public from a family-owned company to a public traded company is a positive development. The company will be listed on the Alternative Investment Market (AIM) in the UK, and the company will have a new set of rules and expectations from the Board and other stakeholders that do not currently exist in a private company. The Board of Directors, which is made up of four siblings each owning 25% of the company, will need to deal with corporate governance, agency theory, board composition, and shareholder duties, as well as the corporate control of the direction of the company and how much to pay directors compared to what the shareholders and the market want (Diageo PLC, 2024).  Alternatives in Shanghai and the Netherlands are also being considered, and it will be necessary to know how the two markets differ. Recommendations will be based on best practices such as Diageo PLC.
[bookmark: _Toc201251175]Corporate Governance & Agency Theory
Corporate governance is the systems and methods that a company uses to operate. It is intended to ensure that the owners, the directors and other stakeholders have a vested interest in the company and that the right checks and balances are in place. The UK Corporate Governance Code (FRC, 2018), addresses issues, such as board accountability, openness, fairness and responsibility. All of these are critical for a company raising money from the public.
An agency theory (Jensen & Meckling, 1976) is a theoretical framework to understand the possible conflict that can arise when ownership (principals) and control (agents) are separated. In this case the family directors will soon only control 30% of the company although they own 100%. This creates a typical principal-agent situation where outside shareholders will wonder if the board is acting in their best interests. Without good governance agency costs, such as bad management decisions or self-interested behaviour can hurt shareholder value.
Companies use a variety of tools to manage these risks:
· A balanced board with a majority of independent non-executive directors (NEDs) who can be objective.
· Members of clearly defined committees, such as the audit, pay and nominating committees.
· Reporting on risks, strategy and results. 
· Executive incentives linked to long-term shareholder value. 
Diageo PLC is an example of these concepts in practice. 64% of the board members are independent NEDs and a number of committees oversee everything (Diageo Annual Report, 2024). Executive compensation is tied to long-term success and clear disclosures make shareholders feel confident. It is critical for the family-owned company that is going public to implement these types of processes to get the support of investors and reduce agency risks. This is particularly important because outside shareholders will soon control most of the company.
[bookmark: _Toc201251176]Retaining Control with 30% Shareholding
As they take the company to the AIM market, the family shareholders will only own 30% of the company and it is harder for them to exercise control. In practice minorities, including family shareholders, can have a range of legal and governance-based tools to exercise control, while abiding by good governance principles. Dual class shares or shares with weighted voting rights is one of the ways family shareholders may be able to retain more voting power than their shareholding would otherwise allow. AIM has no problem with this as long as it is declared upfront and clearly communicated to all investors to avoid disillusioning investors with this. The family may also have close relationships with other long-term investors, such as institutional investors or family trusts and so can form an alliance to ensure that they are able to exert influence over the key decisions of the company through forming voting blocs (Tricker, 2015).
Moreover, the family may also be able to exercise control over the company through the composition of the board. The family may be able to ensure the strategic direction of the company through ensuring that family members remain on the board, and as Chair and CEO. The family may also have good relationships with the independent non-executive directors (NEDs) to ensure that there are agreements and that the family’s views are taken into account when key decisions are made. The family’s use of the strength of governance arrangements can impact the composition of board committees (such as remuneration, nominations and audit), the issues that need to be voted on and the long-term business strategy in ways that are likely to reflect the family’s wishes (Shaba, 2024).
However, Diageo has a complex ownership structure but has strong leadership and a clear strategic direction due to the strength of the board and good relationships with institutional shareholders. A careful balance of voting rights, board presence, alliances and governance can ensure that the family can have influence even if they only own a small part of the company while being fair and transparent.
[bookmark: _Toc201251177]Director Remuneration & Governance Structure
One of the aspects of the going public of the company that should be changed is the remuneration policy. There are several reasons for such a change. One of the reasons for such a change is to attract the best candidates for the positions of directors and to keep them in the company in the future (Natalya, 2014). To make the remuneration policy in such a way that it would satisfy the interests of the company’s shareholders, the best thing to do is to make a system, in which the amount of remuneration of the best managers increases. One of the reasons for the existence of agency costs in this case is their being motivated.
The Corporate Governance Code (FRC, 2018) states that in the UK the pay policy should be built in such a way that it:
· Serves the long-term interest of the company.
· Is determined by the degree to which KPIs are measurable.
· Is easy to understand for shareholders.
· Does not stimulate risk-taking .
According to the Code, the remuneration policy package should include: 
· The amount of remuneration is based on the level of remuneration in other AIM-listed companies to be fair and reasonable.
· Bonuses are paid for performance in the given year and are based on clear KPIs (ROCE, revenue growth, operational efficiency). 
·  Long-term incentives (LTIPs) – Equity-based incentives over a number of years with performance targets to motivate employees to act in the interests of long-term shareholders. 
· Clawback – a provision to be able to recover bonuses or LTIPs in case of any misconduct or not true reporting of results.

In addition, a Remuneration Committee of independent non-executive directors (NEDs) should be established to ensure that pay policies are objective and fair. Its pay arrangements are clear, CEO pay is linked to long-term company performance, and the Remuneration Committee provides detailed reports to the shareholders about the choices (Diageo Annual Report, 2024). The family board will encourage the potential investors in its readiness to follow the norms and make the company more competitive in the public market by copying the process.
[bookmark: _Toc201251178]Differences in rules, rights of shareholders, and expectations of governance
When deciding where to list, it is important to know the rules, rights of shareholders, and expectations of governance in the market and how these vary. These aspects will determine how the board functions when the company lists (Redenius and Demirtaş, 2023).  For example, the UK market is investor-driven and has many shareholder protections. AIM follows a less rigorous version of the UK Corporate Governance Code but requires companies to be open about their governance processes and have independent NEDs. Shareholders in the UK want to know what is going on, be involved, and make sure that CEO remuneration is tied to long-term value. The UK also favours a board with diverse members and active stewardship of institutional investors (FRC, 2018). Chinese financial markets are still under the government’s control. If the company is associated with state-owned enterprises (SOEs), the board will include people connected to the government (Jovičević-Klug and Rohwerder, 2023). Governance in China is not as concerned with protecting the interests of minority shareholders but rather ensuring that social and national policies align. Investor activism is not as prominent, and the openness and board independence may not meet UK standards.
Moreover, the governance structure of the Netherlands consists of a management board (executive) and a supervisory board (non-executive). This gives the system a lot of independent oversight (Netherlands Corporate Governance Code, 2022). Netherlands legislation is good at protecting the rights of shareholders, but putting workers and the community first is a greater influence than in the UK or Shanghai. In summary, both the UK and the Netherlands have governance systems that encourage openness and trust between shareholders. Shanghai’s approach may make it difficult for boards to have strong independent oversight and to meet global best practices.
[bookmark: _Toc201251179]Recommendations
The proposed recommendations include voting rights, appoint independent non-executive directors, form independent audit, remuneration and nomination committees, a transparent remuneration policy where base pay is market aligned and incentives are KPI based. Recommendation is to list on the UK AIM or the Netherlands, where shareholders have more protection and corporate governance. Communication with new external investors must be proactive to build trust (Armitage, et. al., 2017). 
[bookmark: _Toc201251180]Conclusion
It would be a mistake to assume that there are no changes required when shifting from a family-owned business to a publicly traded business. A variety of modifications in running the business, dealing with the board and dealing with shareholders would be necessary. Corporate governance and agency theory exposes the potential risks that can arise when control is not aligned with ownership. Since the family’s ownership will be diluted to 30% it is necessary for the corporation to find ways to mitigate the risks and to make potential investors feel safe. Strong corporate governance, an independent board, monitoring and transparent pay would go a long way in assuring investors that the company is not only compliant with market standards of fairness but also does not sacrifice the interests of its family owners. Assuming that the family wants to maintain its ownership, they will have to balance it with market norms of fairness through the management of voting rights, board composition and shareholding of key positions. Implementing a professional pay system based on performance will align the board’s decisions with the market value of the company to its shareholders. 
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