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[bookmark: _Toc201417854]Executive Summary 
This report carries out an advisory analysis to help the board of a family business that has service company which is planning to list on Alternative Investment Market (AIM) of the UK. With much of the ownership becoming external (30%), the board is faced with an important decision relative to the strategic control, corporate governance responsibilities, and reasoning why the directors should be remunerated like every other director in a company as per the public perception. In this report, the essential tenets of the agency theory and corporate governance in view of the public companies, the strategies of maintaining the board power even in the case of minority ownerships, and some governance processes of fair transparent remuneration, can be provided. It also looks into institutional variations in listing structure and corporate governance regulations among the UK, Shanghai and Netherlands. The recommendations are stated in order to offer compliance, retention in control and sustainability of the shareholder relations as the listing of the AIM step ahead.
[bookmark: _Toc201417855]A. Corporate Governance & Agency Theory
[bookmark: _Toc201417856]1. Definition & Role of Corporate Governance
A corporate governance is a guideline, processes and procedures of directing and managing a corporation. The UK system is facilitated by the UK Corporate Governance Code that is published by the financial reporting council (FRC) and is followed by the listed companies on the ground of no less than comply or explain (FRC, 2024). Its main intentions are:
· Enhancing long-term performance,
· Establishing trust, transparency, and accountability, and
· Improving board leadership, accountability, risk management, remuneration, and shareholder engagement.
For SMEs planning an AIM listing, the QCA Code (applied by ~93% of AIM firms) provides a more proportionate governance framework while reflecting the central principles of the UK Code (Osborneclarke, 2024).
[bookmark: _Toc201417857]2. Agency Theory: Principal–Agent Problem
The concept of agency theory outlines the conflicting interest between:
• The principals (who are shareholders).
• Those personae agents appointed by them (directors/executives).
resulted by division of ownership and control, asymmetry of information and selfishness of managers (Legislation.gov, 2018). Such problems are able to destroy the shareholder value when the executives fail to serve the owners interest.
[bookmark: _Toc201417858]3. Governance Mechanisms to Mitigate Agency Problems
To align interests between shareholders and management, companies adopt:
1. Board Structures: Non‑executive directors provide independent oversight.
2. Remuneration Schemes: Performance‑linked pay to incentivize alignment with shareholder value.
3. Transparent Reporting & Control Systems: Annual evaluation of internal controls (now mandatory for premium‑listed firms) to improve accountability (Asset.piblishing, 2012) (Theguardian, 2024).
4. Shareholder Engagement: The UK Stewardship Code promotes active oversight by institutional investors  (Asset.piblishing, 2012).
These mechanisms are vital for AIM-bound companies to demonstrate credible governance, build investor confidence, and comply with regulatory frameworks.
[bookmark: _Toc201417859]4. Implications for the AIM Listing
Although AIM-listed companies are not legally bound by the UK Code, most adopt the QCA Code, which stresses board responsibility, transparency, and appropriate remuneration. Effective governance reassures external investors and enhances valuation, which is crucial when the family dilutes from 100% to 30% ownership.
[bookmark: _Toc201417860]B. Retaining Control with 30% Shareholding
When a family business transitions from private to public ownership, retaining strategic control with only 30% shareholding becomes a significant challenge. However, several legal, structural, and market strategies are available to help maintain influence over board decisions, strategy, and direction even without majority ownership.
[bookmark: _Toc201417861]1. Dual-Class Share Structures
Use of dual-class share structure constitutes one of the best ways of doing it so, with various categories of shares entailing different rights in terms of voting.
· E.g. the shares owned by the family can be of Class A with better voting right (e.g. 10 votes per share) whereas external investors can get Class B shares but with 1 vote per share only.
· Companies such as Alphabet (Google) and Meta (Facebook) had to utilize this approach to enable founders to remain in power.
UK AIM Status: While dual-class structures are restricted on the London Stock Exchange (LSE) premium segment, they are permitted on AIM under its flexible rules, provided the company clearly discloses this in its admission document (LSE, 2024).
[bookmark: _Toc201417862]2. Shareholder Agreements
The family can also retain control through private shareholder agreements, which may:
· Grant them the right to appoint a majority of directors,
· Require supermajority approval for key decisions,
· Include pre-emption rights or drag-along/tag-along rights to manage future dilution.
Such agreements are enforceable under UK company law and can be tailored prior to listing (Pnisent Masons, 2015).
[bookmark: _Toc201417863]3. Board Representation and Composition
The family can ensure influence by retaining board positions, ideally chair or CEO roles, supported by non-executive allies who share long-term vision.
· Although UK Corporate Governance Code suggests separation of Chair and CEO roles, AIM companies may adopt alternative structures, provided they explain the rationale under the "comply or explain" rule.
· A nomination committee with family influence can help shape future appointments (FRC, 2024)
[bookmark: _Toc201417864]4. Strategic Investor Selection
Rather than raising capital from dispersed retail shareholders, the firm may:
· Engage friendly institutional investors or private equity funds aligned with the company’s vision.
· Encourage employee ownership schemes to build internal loyalty.
This approach reduces the risk of hostile takeovers and ensures stability during post-IPO phases (EY, 2024).
[bookmark: _Toc201417865]C. Director Remuneration Structures
Since the firm is on the verge of joining the Alternative Investment Market (AIM), the system of remuneration of directors must be taken outside the informal family systems of making and transformed to a transparent and performance-based scheme which will suit or rather will be within the consideration of the shareholders and the best practices in the field of governance.
1. The Need for Structured and Transparent Remuneration
Public companies are expected to:
· Disclose remuneration policies clearly,
· Ensure pay is linked to company performance, and
· Avoid excessive or unjustified rewards that may signal poor governance.
Failure to do so can result in loss of investor trust, shareholder dissent, and reputational damage (FRC, 2024).
2. Remuneration Committee Requirement (AIM Context)
Although AIM companies are not legally obliged to form a remuneration committee, the QCA Corporate Governance Code strongly recommends one. The committee should:
· Be composed of at least two independent non-executive directors,
· Approve executive director pay, bonus schemes, and long-term incentives,
· Align rewards with company KPIs, shareholder interests, and industry benchmarks.
This structure ensures accountability and helps prevent conflicts of interest, especially in a family-dominated board (Theqca, 2024)
3. Components of Director Remuneration
A well-balanced director pay package in a public company typically includes:
	Component
	Purpose

	Base Salary
	Fixed pay reflecting role, responsibilities, and market rate.

	Annual Bonus
	Performance-linked; based on revenue, EBITDA, or ROI targets.

	Long-Term Incentive Plan (LTIP)
	Aligns directors with long-term value creation, e.g. share options.

	Pensions and Benefits
	Retirement and additional benefits; clearly disclosed to investors.

	Shareholding Requirements
	Encourages directors to hold a meaningful stake in the company (PWC, 2024).



4. Best Practices and Market Comparators
· The Investment Association’s Principles of Remuneration (2023) urge UK-listed companies to ensure that pay outcomes reflect performance and avoid rewards for failure.
· The disclosure of remuneration is laid down as the law in the Companies (Directors Remuneration Policy and Directors Remuneration Report) Regulations 2019 on UK PLCs (EY, 2024).
[bookmark: _Toc201417866]D. Institutional Differences in Corporate Governance: UK vs Shanghai vs Netherlands
As the company explores potential listings in Shanghai or the Netherlands as alternatives to the UK’s AIM, it is essential for the board to understand key institutional differences in corporate governance practices, shareholder rights, and board oversight in these jurisdictions. These differences have direct implications for control retention, director accountability, and investor expectations.
1. United Kingdom (AIM)
· Governance Framework: Regulated by the UK Corporate Governance Code  (FRC, 2018) for premium listings; AIM firms generally follow the QCA Code.
· Legal Tradition: Common law system emphasizing shareholder protection and flexible business structures.
· Ownership Structure: Typically, dispersed ownership among institutional investors.
· Governance Highlights:
· “Comply or explain” model offers flexibility (especially for small firms).
· High transparency and annual director remuneration disclosures required.
· No mandatory separation of CEO/Chair roles for AIM, but encouraged.
2. Shanghai Stock Exchange (SSE) – STAR Market
· Governance Framework: Governed by China Securities Regulatory Commission (CSRC) and Company Law of China (Law.Asia, 2025).
· Legal Tradition: Civil law system with centralized regulatory control and stricter oversight from government.
· Ownership Structure: Characterized by state-owned enterprise (SOE) dominance, concentrated ownership.
· Governance Highlights:
· Mandatory two-tier board (Board of Directors + Supervisory Board).
· Strong regulatory enforcement; strict disclosure and audit requirements.
· High political and regulatory influence may reduce board autonomy.
· Executive pay is often capped or politically influenced in SOEs (SSE, 2024).

3. The Netherlands (Euronext Amsterdam)
· Governance Framework: Regulated by the Dutch Corporate Governance Code (2022) and EU directives (Mccg, 2022).
· Legal Tradition: Civil law system with emphasis on stakeholder orientation, not just shareholders.
· Ownership Structure: Common use of foundations (stichtingen) to maintain control by original founders.
· Governance Highlights:
· High use of protective structures (e.g., loyalty shares, priority shares).
· Two-tier board structure is common: supervisory board monitors management board.
· Strong employee representation on supervisory boards.
· Greater latitude to protect against hostile takeovers.
Comparative Table: Institutional Governance Differences
	Feature
	UK (AIM)
	Shanghai (STAR)
	Netherlands (Euronext)

	Legal System
	Common Law
	Civil Law
	Civil Law

	Board Structure
	One-tier (flexible)
	Two-tier mandatory
	Two-tier common

	Control Mechanisms
	Shareholder agreements, dual shares (AIM)
	Regulatory-heavy, government-linked
	Priority shares, protective foundations

	Disclosure Standards
	High, market-led
	Very high, state-supervised
	High, EU-driven

	Takeover Protection
	Limited
	Low (state interests dominate)
	Strong anti-takeover defenses

	Remuneration Flexibility
	High, market-based
	Limited, politically influenced
	Moderate, stakeholder-influenced

	Investor Type
	Institutional + retail
	State & institutional
	Mixed, many long-term investors



Strategic Insight for the Board

	Location
	Why It Matters for the Family Board

	UK (AIM)
	Best fit for control with 30% shares. Flexible, transparent, allows private deals and dual shares.

	Shanghai
	Risk of losing control due to state oversight and stricter political influence.

	Netherlands
	Appealing for control via legal protections (e.g. loyalty shares), but complex board structures.


[bookmark: _Toc201417867]Conclusion
This report has critically examined the strategic and governance considerations for a family-owned business preparing to list on the Alternative Investment Market (AIM) in the UK. The transition from private to public ownership introduces a need for stronger corporate governance mechanisms and transparency, particularly under the scrutiny of external shareholders.
By exploring the significance of corporate governance and agency theory, it is clear that safeguarding shareholder value while managing internal conflicts requires a formal governance structure, effective disclosure, and active board oversight. Despite reducing ownership to 30%, the family can retain control through dual-class shares, shareholder agreements, and strategic board composition.
[bookmark: _Toc201417868]Recommendations
Based on the findings, the board should adopt QCA governance standards, secure control through dual-class shares and shareholder agreements, and establish a performance-based remuneration committee. AIM is preferred for its flexibility, while Shanghai and the Netherlands present more rigid frameworks. Engaging independent legal and financial advisors is essential for IPO readiness and governance training. These steps will help balance public accountability with retained strategic control post-listing.
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