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[bookmark: _Toc191191193]Summary

This report provides an overview of corporate governance and agency theory amongst others, examining what the concepts mean for public limited liability businesses and what they mean for family-owned companies that want to prepare to list on the Alternative Investment Market, either in the United Kingdom or in the Netherlands. The report will cover four main points, the concepts and requirements of corporate governance, the methods available to maintain control with only a 30% ownership, how directors of this company should be remunerated, and the differences between the Dutch and the British corporate governance systems. Recommendations will then be made for the owners of this business.

[bookmark: _Toc191191194]Introduction

A business known as the Desserts Shop wants to make preparations to be listed on the Alternative Investment market and be publicly traded, the 4 siblings which own the company will have 30% control of the shares after the public offering, and this report will explain how they can keep control of the company despite this to keep it true to its mission.
Seventy percent of the company will be owned by public shareholders. In order for the Board of Directors to be able to keep control over the company, they need to have a full understanding of agency theory and adhere to the strictest norms of corporate governance. In addition, companies are expected to take into consideration any institutional differences and director compensation in the event that they list their company in the Netherlands.
This report will explain the recommendations necessary when considering an AIM and will define the significant factors to consider such as corporate governance, agency theory remuneration structures and ways in which the founding family can remain in control after the initial listing.

[bookmark: _Toc191191195]Definition and significance of corporate governance and agency theory
That which we refer to as "Corporate Governance" is, in reality, nothing more than a collection of principles for the management of a company, Davis (2005) defines it as ‘the structures, processes, and institutions within and around organizations that allocate power and resource control among participants’. In order to do this, it is necessary to strike a balance between the requirements of numerous groups that have vested interests, such as shareholders, managers, consumers, suppliers, and the neighbourhood. The fundamentals of a community are honesty, transparency, accountability, and responsibility. For public limited companies to be successful in attracting investors and remaining in business over the long term, it is vital for them to have strong corporate governance and appeal to the community, Clarke (2007) states that ‘transparency is key to the most critical success strategy, building trust’.

Within the framework of the Agency Theory, the subjects of study are principals (shareholders) and agents (managers), Ballwieser et al. (2012) defines it as ‘the economic analysis of cooperation between principal and agent’. When managers in publicly traded companies prioritise their personal interests over those of the shareholders, they create agency problems for the company, so corporate governance mechanisms, such as performance-based compensation and independent boards, help to limit the number of conflicts that arise or can arise. 

It is recommended that the business put in place strong corporate governance processes in order to enhance its reputation, attract investors, and remain in line with the rules governing AIM regulations, if not the business will have to explain itself as per the ‘comply or explain approach which is the trademark of corporate governance in the UK’ according to the Financial Reporting Council (2016). In order for the board to be in compliance with the UK Corporate Governance Code, it is necessary for the board to have comprehensive policies addressing the makeup of the board, audit committees, and communication with shareholders.

[bookmark: _Toc191191196]Control with 30 % Shareholding

To keep control while owning a thirty percent stake in the company, it is necessary to take strategic activities in order to ensure that the family has a say in important decisions.  

Dual-Class Share structures entail the issue of shares that have variable voting rights. This allows family-held shares to have increased voting power, and according to Hossain and Kryanowski (2019), this structure ‘includes flexibility so that the idiosyncratic vision of the entrepreneurs/founders can be pursued in a less encumbered fashion, greater innovation and long-term managerial orientation’.

Shareholder Agreements are formal contracts with external shareholders that are aimed to limit the influence that they have on the decision-making process about strategic matters. Miliauskas (2013) says ‘shareholders’ agreements can be used to mitigate some of the conflicts in the corporate governance field’. It is necessary for members of the family to occupy pivotal responsibilities on the board, including positions such as Chairman or CEO, in order to maintain influence over the decision-making process regarding the strategic direction of the organisation. 

The implementation of tactics to prevent hostile takeovers, including clauses that enable existing shareholders to purchase additional shares at a discounted rate in the event that an external entity obtains a substantial interest in the company by increasing its ownership stake. This works because as Shivdasani (1993) says, ‘ownership by blockholders unaffiliated with management raises and that by affiliated blockholders decreases the likelihood of a hostile takeover attempt’.

Within the context of AIM legislation, which normally discourage excessive anti-takeover efforts, these solutions provide assistance to the family in keeping control while following to the regulations.
[bookmark: _Toc191191197]Remuneration structures for Directors

Effective remuneration rules provide directors with an incentive to behave in a manner that is congruent with the interests of shareholders.

The remuneration committees are independent committees that are assigned with the responsibility of monitoring decisions that pertain to executive remuneration arrangements. The practice of remuneration, such as salary, bonuses, and stock options, is linked to the success of an organisation and the value it provides to its shareholders is known as performance-based pay. ‘In terms of executive remuneration, disclosure of remuneration is argued to reduce agency problems’ says Kanapathippillai (2016).

Long-Term Incentive Plans, often known as LTIPs, offer compensation that is based on equity and has vesting periods that are designed to meet the requirements of sustainable growth. These ‘are an effective and efficient way of motivating senior executives’ according to Pepper et al. (2013).
[bookmark: _Toc191191198]Institutional differences: UK / Netherlands

The following notable deviations should be known to the board should one be listing in the Netherlands.

In accordance with the United Kingdom's Corporate Governance Code, the nation places the utmost importance on its shareholders whereas in accordance with the Dutch Corporate Governance Code, the Netherlands places the utmost importance on all different types of stakeholders, including employees and creditors. 

In the United Kingdom, the board structure is a one-tier organisation, and its members include both executives and non-executives, whereas in order to ensure a higher level of control, the Netherlands frequently employ a two-tier system consisting of a management board and a supervisory board. 

Within the United Kingdom, there are powerful protections provided for minority shareholders whereas when it comes to preventing forcible takeovers, Dutch enterprises can benefit from family control through the use of stichting, which are trust foundations. 

Companies that operate on a global scale benefit from the Netherlands' provision of tax benefits whereas businesses that are listed on the AIM market in the United Kingdom are able to attract investors thanks to the country's tax regime.


[bookmark: _Toc191191199]Conclusion
Desserts Shop being listed on the Amsterdam Stock Exchange (AIM) or in the Netherlands is a very important event. In order to increase the chances of a successful transfer, the company needs to follow strict corporate governance rules, settle arguments between different agencies, and take steps to keep family control. Because the institutional frameworks in the UK and the Netherlands are different, director pay needs to be changed to align with shareholder interests and success. If the business can get past these problems, it will be able to improve its image, attract investors, and grow steadily.
[bookmark: _Toc191191200]Recommendations

It is recommended that a board of non-partisan experts is appointed to help with the business, thereby making the frameworks for risk management and compliance stronger. Also because this will lead to innovation since according to Gorissen et al. (2016) ‘involving a multitude of stakeholders from multiple sectors in a process of co-creation resulted in the enfolding of strategic agency that successfully dispersed the ideas to powerful networks and mobilized both people and money for the further development of new business models’.

The board should aim to achieve open and honest communication with shareholders to keep the trust and transparency in the business high. In this way they will also keep control even if minorities own a small percentage of the business.

A dual class share structure and shareholder agreements must be put in place to ensure the control of the business remains within the 4 siblings.
Also to avoid agency issues LTIPs should be implemented with performance-based compensation which will align the goals of key agents with the goals of the business.

The company should assess the benefits and differences of the Dutch listing market compared to the British one and compare the benefits of a two-tiered system as opposed to the single tier system in the UK. 
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