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TASK 1: The Relevance of Sections 171 to 177 of the Companies Act 2006
In company law, an incorporated company is acknowledged as a legal entity with a detached legal identity from its stakeholders. However, despite having a distinct legal identity, a company is a virtual unit and, therefore, it must be managed by its key stakeholders. The topmost stakeholders in a company are the directors who are elected by the company’s shareholders to direct all the company’s affairs and safeguard the investment interests of the stockholders (Hood 2013). Being the key decision makers in a company, the board of directors may be tempted to exploit their powers and position for selfish gains. To avert such a scenario, companies are obliged to have a corporate constitution that the board of directors and other stakeholders in different management positions must comply with. To back up and ensure that the corporate constitutions of incorporated companies in the United Kingdom are followed as required, the Companies Act was enacted in the year 2006. The Companies Act 2006, hereinafter referred as “the Act,” regulates how incorporated companies are managed and operated. In sections 171 to 177, the Act codifies various duties of company directors which, in one way or the other, restrains them from exploiting their position as the company managers.
Section 171 of the Companies Act, 2006 provides that: “A director of a company must—(a) act in accordance with the company's constitution, and (b) only exercise powers for the purposes for which they are conferred.” This is one of the duties stipulated in the Companies Act 2006 that prevent directors from exploiting their position for personal gains. Part (a) of section 171 of the Act requires directors to strictly follow the corporate constitution of their respective companies, meaning that they should only act in the best interests of the company and its stockholders and not for their own selfish interests. Part (b) of the same section provides that the directors should exercise their powers for the right purpose as stipulated their company’s corporate constitution. This implies that the directors must stick to the powers conferred to them by either their company constitution or statute, and should not divert from their purpose. These two stipulations limit the scope and extent to which company directors can exercise their constitutional powers, hence preventing them from exploiting their position as the company managers. A perfect example of a scenario where the board of directors were convicted for exercising their powers for the improper purpose is in the case of Eclairs Group Ltd v JKX Oil & Gas plc. The UK Supreme Court concluded that the board of directors had acted for an improper purpose as stipulated in their company’s Articles of Associations as well as the statute, hence they had violated s171(b) of the Companies Act 2006 (Hardman 2021).
In Section 172 (1), the Companies Act (2006) stipulates that directors must act in good faith to promote the success of the company, and for the best interests of all stockholders. Section 172 (1) (a – f) explains some of the dynamics that directors acting in good faith ought to consider in their decision making. The directors must consider the long-term consequences of their decisions; they should not make decisions or pass policies that would interfere with the best interest of the shareholders in the long-term (Cerioni 2008). Other stakeholders that the board of directors should consider in their decisions include the employees, suppliers, customers, creditors, and the community at large. This section prohibits directors from making unfavorable decisions or passing exacting policies that are not in the best interests of the diverse stakeholders and the success of the company. The section ensures that the board of directors do not exploit their position to make unfavorable decisions that are not in the best interests of the company and its stakeholders. With section 172 in effect, directors are controlled not to make selfish decisions that would be pernicious to the company’s success. 
Section 173 (1) of the Companies Act (2006) provides that “A director of a company must exercise independent judgment.” However, section 173 (2) (a, b) expounds that a director is only allowed to make a consulted or referred judgement if it is authorized by the company’s constitution or discretion of directors is prohibited by the company through an agreement. Precisely, the stipulations of section 173 of the Companies Act (2006) provides that the directors should not be influenced by other interested parties in their judgments. This implies that the directors cannot make poor or selfish judgements then claim that such judgements were borrowed and not their own. The section requires the directors to be fully accountable when exercising judgements and making decisions pertaining the welfare of the stockholders and the company as a whole (Wynn-Evans 2007). As such, the directors are prevented from exploiting their position and powers while making judgements on behalf of the company. 
Section 174 (1) of the Companies Act (2006) stipulates that “A director of a company must exercise reasonable care, skill and diligence.” This section implies that the directors must conduct their functions with reasonable care and diligence expected of a person with similar knowledge and skills and executing similar functions the director is assigned. This section prevents the directors from acting below their standards and claiming that they did not have the required skill and diligence. The directors must always exercise reasonable care in all their undertakings. This implies that they cannot misuse their position to engage in reckless actions or perform carelessly; they must be diligent in everything they do.
As stipulated in section 175 (1) of the Companies Act (2006), “A director of a company must avoid a situation in which he has, or can have, a direct or indirect interest that conflicts, or possibly may conflict, with the interests of the company.” This implies that directors should always avoid conflicts of interest with the company in the exploitation of any property, information or opportunity. It is the responsibility of the directors to ensure that their personal dealings, advice and decisions do not take precedence over the interests of the company to avoid conflict of interest. With section 175 in effect, the directors are prevented from exploiting their position and powers to engage in selfish dealings that do not reflect the best interests of the company. In the case of Aberdeen Railway Co v Blaikie Brothers (1854) UKHL, a corporate transaction becomes null and void at the will of the company if the directors involved in the transaction are proved to have personal interests in it.
Section 176 (1) stipulates that “A director of a company must not accept a benefit from a third party conferred by reason of—(a) his being a director, or (b) his doing (or not doing) anything as director.” This section restricts directors from accepting benefits from any person apart who is not acting on behalf of the company in any capacity. However, for this section to be in effect, the benefits received from the third party must reasonably be regarded as likely to give rise to a conflict of interest. This section, therefore prevent directors from exploiting their position to accept bribes and other favors from third parties to made decisions or pass policies that may favor the interests of the third parties and not the company. 
In section 177, the Companies Act, 2006 provides that “If a director of a company is in any way, directly or indirectly, interested in a proposed transaction or arrangement with the company, he must declare the nature and extent of that interest to the other directors.” This section requires any director who may be interested in a potential corporate transaction with the company to notify the board of directors before the transaction is initiated. The interested directors must declare their interest in the proposed transaction accurately, explaining the nature and scope of their interest. This section bars the directors from exploiting their position and powers to initiate or propose corporate transactions for their own self interests.
TASK 2: Advantages and Disadvantages of a PLC over a Partnership
With no doubt, a private limited company is associated with several perks over a partnership form of business. The biggest advantage that comes with incorporating a partnership business in to a private limited liability company is that the shareholders will have limited liabilities because the company will be treated as a separate legal entity. Wilma is willing to invest up to £50,000 in John and Kim’s partnership business but she is afraid that she might end up losing the money when the liabilities of the business are extended to her as a person. To avert this risk, the three partners need to incorporate their partnership business into a private limited company which will be a distinct entity from them as the owners. For example, in Standard Chartered Bank v Pakistan National Shipping Corporation [2002] UKHL 43, the court ruled that the shareholders cannot bare personal liabilities arising from fraudulent activities arising from the company because the company was a distinct legal entity that ought to be sued separately. Therefore, when John, Kim incorporates the partnership business into a private limited company, they will enjoy the safety of having limited liabilities that Wilma is seeking for. Their personal properties or assets cannot be liquidated to recover debts owed by the company because their personal liabilities will be separate from the liabilities of their company.
Another perk that comes with incorporating the partnership business into a private limited company is that the company will have a higher bargaining power for credit facilities. Unlike partnerships, limited companies have a higher borrowing capacity because they can issue either secured or no secured debentures as a collateral for loans (Hossain 2019). Lenders are more willing to lend loans to limited companies than to partnerships because they can sue the company as a separate entity in case it fails to pay back the loan. This is the same case with Wilma; she feels more secure to invest in a limited company than in a partnership.
Another advantage of converting the partnership business to a private limited company is the fact that limited companies have a longer uninterrupted existence compared to partnerships. Notably, limited companies enjoy a continued perpetual succession that only ends after dissolution. Being a separate legal entity, a limited company continues to exist irrespective of changes in membership. Unlike in partnerships, the death of a shareholder does not affect the operations or existence of a limited company because it is treated as a separate legal entity. This is advantageous because it gives the shareholders assurance that the death of a shareholder would not cause the company to collapse. In partnership businesses, the death of a partner may result in breaking of the partnership business. 
Limited companies also have a free and easy transferability of shares. Notably, a shareholder can transfer or sell his or her shares to a third party at any given time with less complicated procedures and requirements (Hardman 2022). This implies that when John, Kim and Wilma incorporates the partnership business into a private limited company, then one among the three shareholders decide to sell his or her shares to a third party, he or she would be allowed to do so with ease and freely. This is advantageous because if a shareholder finds the need to leave the company, he or she will not be restricted to do so.
Also, unlike partners in a partnership form of business, shareholders in a limited liability company enjoy a dual relationship with the company. In the case of a private limited company, shareholders are allowed to make valid contracts with the company. Shareholders can be in direct control of the company as be employees of the company at the same time. This implies that when John, Kim and Wilma incorporates the partnership business into a limited liability company, they will enjoy the dual relationship with the company. Despite being a shareholder, one can also be an employee, director, creditor etc.
Despite having numerous perks over the partnership form of business, limited companies also have their own share of drawbacks. To begin with, incorporating the partnership business is a complex and lengthy process that is time consuming and may be faced with conflicts of interests among the company founders. The first challenging part of the process of is the business name selection and registration phase. For example, John, Kim and Wilma may find that the name ‘World Wonder Remedies’ is already registered under another business and so they will be forced to change their business name which also involve adherence to several rules. Also, John, Kim and Wilma may find themselves in a conflict when deciding who will be the director and who will be the shareholder because a private limited company must have at least one director and at least one shareholder (Knapp 2015). John and Kim will have to decide if Wilma will join them as a co-founder, shareholder or as an investor. Moreover, conflict may also arise when deciding the shares distribution ratio among the directors. 
There are also several compliance requirements that John, Kim and Wilma will have to meet before the partnership can be incorporated in to a limited company and start operating. During registration, as the founders, John, Kim and Wilma will be involved in choosing a SIC code for the company, preparing the Memorandum of Association and Articles of Association, applying for a license, registering with the Companies House, and registering for corporation tax, PAYE and VAT. After the partnership is incorporated into a limited company, the company will also be required to comply to several legal requirements; the company will have to file annual returns, maintain statutory register, get accounts audited, hold annual general meetings and board meetings as well as comply with tax and labor laws (Collis et al., 2014). The directors may also be subjected to double taxation when they convert their partnership business to a private limited company; in case of a partnership business they would only file individual income tax.
Procedure for Incorporating a Company Limited by Shares
A private company is limited by shares when the liability of its members is limited by the original capital (shares) invested (Kershaw 2012). If John, Kim and Wilma would want their private company to be limited by shares, they will have to follow some procedures to make sure that the company is incorporated effectively. The first step is to choose a unique and appropriate business name for the company that ends with ‘Limited’ or ‘Ltd.’ The second step is choosing a registered office address for the company and the service address for the directors. The third step is identifying shareholders and directors; a private limited company must have a minimum of one shareholder and one director (though it can be the same person) (Kershaw 2012). Step four involves choosing a Standard Industrial Classification (SIC) code that specifically identifies the main activities of the company. Step five involves the preparation of the Memorandum of association and Articles of Association. As stipulated in the Companies Act 2006, every limited company is required to have a corporate constitution which is sprinted into the Memorandum of association and Articles of Association (Kershaw 2012). The sixth step is to find out whether the company being registered requires a license; this can be done using tools like License finder – GOV.UK. Step seven requires the founders to find out whether the potential limited company needs an insurance and identify which insurance covers are relevant to the potential limited company. Some of the important insurance policies to consider include employers’ liability insurance, professional indemnity insurance, public liability insurance and commercial motor insurance. The Eighth step is to find out the laws and regulations that are applicable to the limited company being registered. Step nine is registering with the Companies House. Postal application using form IN01 costs £40 and takes 8-10 days (but there is the “same day” application option that costs £100).
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