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[bookmark: _Toc191203225]Summary

This study gives an overview of corporate governance and agency theory, what they mean for public limited liability companies, and what they mean for Coffee Shop “Nick” as it gets ready to go public on the Alternative Investment Market (AIM) in the UK or maybe in Shanghai. The study talks about four main topics which are the ideas behind corporate governance and agency theory and how and why they are important to public limited companies, ways for the family to keep control of the business through 30% of ownership of the company and other methods, methods of  paying directors and the director board and differences in the way companies work in the UK and Shanghai due to different corporate governance rules. The report then suggests recommendations and things a company looking to go public should consider carefully when doing this transition to be successful.
[bookmark: _Toc191203226]Introduction
Coffee Shop “Nick” is a privately held company that is owned by a family and is currently in the process of preparing to list on the AIM in the United Kingdom or possibly in Shanghai. Currently serving as directors of the company are the four siblings who will hold 25% each of the company's shares together. Their collective shareholding will be reduced to thirty percent as a result of listing on AIM, and the remaining seventy percent will be acquired by shareholders from outside the company. It is necessary to have a more in-depth understanding of corporate governance, agency theory, and the institutional frameworks of both the United Kingdom and Shanghai markets in order to successfully navigate this transformation. The purpose of this report is to provide guidance to the board of directors regarding these issues, with the goal of ensuring that the company maintains strategic control, complies with regulatory requirements, and aligns itself with international best practices.


[bookmark: _Toc191203227]Concepts and significance of corporate governance and agency theory 

Corporate Governance is the set of rules, habits, and procedures that a business uses to be led and managed. To do this, the needs of all parties must be balanced. These include shareholders, management, customers, suppliers, and the community. Accountability, fairness, transparency, and responsibility are some of the most important concepts. Strong corporate governance is important for public limited companies to build investor trust and make sure they can stay in business for a long time, ‘firms with weaker corporate governance perform more poorly than firms with stronger corporate governance’ says Brown and Caylor (2004).

Agency Theory looks at how owners (like shareholders) and agents (like managers) work together. When managers put their own needs ahead of those of owners in a publicly traded company, agency problems happen. These conflicts can be lessened with good corporate governance tools like independent boards and pay based on success, as ‘with the correct incentives a CEO can greatly enhance a firm’s performance’, says Haubrich (1994).

When applying to put a company on the AIM, ‘the formal aspects of corporate governance are analysed in terms of disclosures’ according to Mallin and Ow-Yong (2002), so having a good corporate governance structure is important.

Adopting good corporate governance practices will help the company’s image, bring in investors, and make sure it follows AIM rules. In line with the UK Corporate Governance Code the board needs to make clear rules about who can be on the board, how audit groups work, and how to communicate with shareholders.

[bookmark: _Toc191203228]Maintaining Control While Holding Thirty Percent of the Shares 
To maintain control while owning a thirty percent stake in the company, it is necessary to take strategic actions in order to guarantee that the family will have a say in important decisions. 

A way to do this is with dual-class share structures which enable family-held shares to carry additional voting power. These structures involve the issuance of shares with separate voting rights, which can have its own issues as McGuire et al. (2014) says ‘dual class ownership presents a unique agency problem because insiders control a majority of the votes’, the shareholders may not be trusting of the holders of dual class shares, highlighting the importance to be transparent and fair.

Formal agreements with external shareholders on the purpose of limiting their influence on strategic decisions are referred to as shareholder agreements, Gutterman (2023) states ‘shareholder agreements are commonly used as devices to assure certain management
control’

Board composition involves ensuring that members of the family continue to hold critical positions on the board, such as Chairman or CEO, in order to preserve control over the strategic direction of the organisation. 

In the event that an external entity gains a significant position in the company, the implementation of steps to discourage hostile takeovers, also known as poison pills are encouraged, a poison pill ‘can be viewed as depriving new shareholders of the potential gains of a takeover’ says Mallette and Fowler (1992), such as enabling existing shareholders to purchase additional shares at a discount, this is an example of a poison pill. 

Because AIM regulations generally discourage extensive anti-takeover efforts, these solutions can help the family maintain control while still complying with the regulations.
[bookmark: _Toc191203229]Structure and Fair compensation Director Remuneration
It is vital that directors get a compensation in line with their performance and achievements of the business as a whole because this will help align the vision of directors and stakeholders. Things like key performance indicators also known as KPIs, profitability, revenue growth, shareholder returns, all of these can be used to measure performance and help with performance-based pay. This type of pay could be as well shares or stock options so that directors are invested in the long term success of the company too. To avoid excessive pay, extra remunerations should be compared to the standards of the industry.

There should also be independent remuneration committees consisting of independent board of directors which has the duty of determining and evaluating executive compensation to ensure that the process is fair and transparent. 

These measures ensure that directors are encouraged to act in the best interest of the company and avoid any agency issues.

[bookmark: _Toc191203230]UK and Shanghai differences
Listing a company in Shanghai is harder as there is many more standards and regulations to follow, there is more government clearances whereas the United Kingdom is renowned by having an adaptable regulatory environment. 
In terms of corporate governance, the UK has a lot of shareholder rights and transparency, and China is more about state interests and community impact, usually family businesses in China are pressured to conform to the local policies and interests.
The legal system in China is less predictable, and the enforcement of shareholder rights can be inconsistent. A number of cultural and legal factors are at play here. The legal certainty that investors receive from the common law system in the United Kingdom is increased. 

Shanghai provides access to a market that is expanding at a rapid rate; yet it may be necessary to make considerable adaptations to the organisational structures and company operations in order to accommodate this market.  A key difference for example is that ‘sales growth is shown to be significantly linked to executive compensation, and Chinese executives are penalized for making negative profits’ says Kato and Long (2006). These cultural differences must be thought of as the investors will have different expectations than in the UK.
The Chinese corporate governance culture also emphasises strong internal policy for every situation, with delegated responsible people for every function of the company, helping keep everyone accountable and things running smoothly. ‘The more perfect the internal corporate governance structure of a firm, and hence the lower the agency costs, the fewer risks the audit firm and auditor will encounter’ says Wu (2012).

These are things the director board can give thought to when thinking of the long-term strategy of the company and its mission as different business environment conditions suit different purposes better. 

[bookmark: _Toc191203231]Conclusion
Listing a business in the alternative investment market is a big milestone, and it will require the adoption of strong corporate governance rules to help resolve any future agency conflicts and prevent them. As the family wants to keep control of the business despite only owning 30% of the shares, they will also have to put some structures in place to ensure they remain in control, and to be fair with shareholders that will invest the director compensation should be organized transparently and fairly, with performance based bonuses.

When deciding if they want to list the business in Shanghai or the UK, a lot of factors must be examined such as the local taxation laws and possibility to grow efficiently depending on shareholder rights and how this impact profitability. 


[bookmark: _Toc191203232]Recommendation
Adhere to UK or Shanghai corporate governance rules by making things transparent and ensuring the directors want the wellbeing of the business through performance-based pay. Stock-based pay structure is good because it ensures the directors are looking at the long-term health of the company and not chasing short term profits, Lazonick (2016) says ‘stock-based pay is structured to incentivize executives to make corporate allocation decisions that will boost the stock prices’.

Also use dual class shares to ensure the family keeps control of the business.

Be transparent through audits, and an external board of auditors and remuneration board, this will add a lot of transparency to the company enabling shareholders to trust the board of directors and strengthening key stakeholder relationships. Naurin (2006) says ‘transparency in principle-agent theory is a means by which the ‘principal’ controls that its ‘agent’ does not engage in ‘agency-shirking’. These will be systems to ensure the board of directors is doing what’s best for the business and this will be verified through constant audits and transparent financial information.
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