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The Relational Company: 
Exploring a New Business Vehicle 

 
 
1. Summary 
 
Background 
This paper considers aspects of current company structure, its strengths and weaknesses, and 
looks at what companies are for and their responsibilities to those who rely on them for their 
well-being. It considers various approaches to meet particular concerns and explains why these 
do not address some of the underlying issues. It then outlines an alternative model, the 
Relational Company, its founding principles and characteristics. Finally, it describes a proposal 
for a charter which could be adopted by companies, as explained in the paper. 
 
The paper will be developed further and a number of outstanding legal issues addressed. A 
book is being written, in conjunction with the paper, to analyse in greater detail the relationship 
aspects of companies, within the context of society generally. 
 
This summary provides a brief outline of the contents of the paper.  
 
The Relational Company 
The operation of the limited liability company, which is the main legal vehicle for large business 
enterprises, has become increasingly subject to legal and regulatory requirements. The burden 
on directors to comply with these requirements has led to loss of efficiency, a counter- 
entrepreneurial culture and increasing cost, with doubt as to the benefits gained and whether 
directors are properly being held to account.  
 
Shareholders in listed companies have no responsibility for the operation of the company, save 
to encourage the directors to make a good return on their shares in the form of dividend 
payments and increased value on the share capital. They have no risk or liability if the company 
fails, beyond their capital. There is limited dialogue between major institutional investors and the 
directors, but individuals holding shares have little say and no real opportunity to understand the 
underlying business or the interests of other stakeholders, for instance the employees. Shares 
are traded as commodities, with no incentive for long term investment, and the shareholder 
base can be seen as shifting and largely anonymous.  
 
At the same time, there is growing awareness of the importance of “social sustainability” and the 
need for business organisations to contribute to building social cohesion not just by adopting 
corporate social responsibility principles, but by the very structure of their organisations. There 
is a growing focus on social capital as well as economic capital growth in business. The ethical 
basis for apportioning risk and remuneration between the different stakeholder groups who 
provide capital, labour, resources and other services to companies is the subject of public 
debate. There is a recognised tension between seeking profit and economic efficiency, yet 
protecting long-term relationships in society. The quality and pattern of the relationships 
between all stakeholders relying on the company for their well-being, whether shareholders, 
employees, suppliers, customers, financiers or the local community, is not being properly 
addressed by current operating trends. 
 
A proposed new legal form, the Relational Company, focuses on these relationships, whilst 
respecting the profit motive behind groups of individuals investing in successful businesses 
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through the company structure. The objectives of a Relational Company are to build 
relationships among all those who rely on it for their well-being, including local communities, to 
make a profit for those whose capital is invested, to provide generous treatment to those 
employed in the enterprise and to protect the interests of other stakeholders and the wider 
community. 
 
In order to encourage relational involvement, shareholders would be individuals or family 
groups, the majority resident in the region where the company operates. The number of 
shareholders would be limited, in order to encourage them to get to know each other, to build a 
sense of trust, commitment and confidence. They would be encouraged to attend meetings on a 
quarterly basis. Directors and employees of the company would also attend these meetings and 
other stakeholders would be invited to attend at least once a year. The directors would report on 
the operations and results of the company at these meetings. Shareholders and others 
attending would be able to discuss these issues with the directors and amongst themselves. 
Many business tensions may be resolved informally through these meetings. Shareholders as 
owners of the company would accept responsibility to hold directors accountable for their 
actions, and their knowledge of the business and other stakeholders should help with this.   
 
Dealings in shares would take place only once a year, based on an independent valuation of the 
company. In an insolvency, shareholders would be obliged to make a limited contribution to the 
creditors’ losses. This recognises the responsibility that shareholders accept in return for the 
benefit of a return on their investment. Relational Companies would be more stable and 
sustainable financially, as their debt would be limited to a low multiple of share capital. 
Expansion of the business would be by organic growth and equity investment. 
 
There would be greater respect for the commitment and contribution of employees than is the 
case now in many companies, for instance a recognition that the requirement to work unsocial 
hours can damage family relations and the ability to bring up children with parental involvement. 
Employees would be guaranteed at least one weekend day off each week and not be required 
to work more than 48 hours each week averaged over a 13-week period.  
 
Groups of Relational Companies could be established if a Relational Company wished to 
expand its operations to new geographic areas. New Relational Companies would be 
established in each new area. The companies could share operating functions, for instance 
central accounting, by contractual arrangements between them. Use of trade marks and other 
trade names could be used by all companies in the group by licence.  
 
In order to encourage investment in Relational Companies, there would be tax incentives. In 
addition, the regulatory burden imposed on listed and some private companies would be limited 
to one code. This would address issues such as when shareholder consent is required to a 
company transaction, the composition and appointment of the board of directors and the 
requirements of the quarterly meetings.  
 
Legislation will be required to establish the structure of the Relational Company, due to a 
number of changes to existing company law which will be required. It is envisaged that the 
structure might be attractive in other countries or regions where identity issues are important.    
 
Companies wishing to adopt at least some of the relational objectives, but without converting to 
full Relational Company status, can sign up to a Relational Business Charter. This would require 
shareholder approval, but no change in legislation. The terms of the Charter will be finalised 
after discussion with interested parties. The Charter will include the adoption of part or all of the 
relational company objectives set out above; the holding of quarterly meetings for shareholders 
and employees (with other stakeholders invited to attend at least one a year); encouragement 
for individuals to hold shares; borrowings by the company would be limited, as explained above; 
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and there would be a maximum differential between the amount paid to the highest and lowest 
paid employee in the company. 
 
Investors should find Relational Companies attractive in this and other countries due to the 
focus on regional or local loyalty. In addition, the structure would encourage shareholders to 
develop friendships and networks through the investor group, as well as giving them an 
opportunity to make a contribution to the business enterprise. They may also be attracted by the 
reduced regulation applicable to Relational Companies, and tax incentives. 
 
Governments are likely to support the creation of Relational Companies in order to encourage 
direct engagement by investors with business affairs and increased business literacy. The 
structure would also appeal to Governments as it would promote responsibility amongst 
shareholders and provide an opportunity of expression of regional identity. Further, through 
greater shareholder involvement, it would provide a forum to meet concern about employee 
welfare and help to strengthen family and community solidarity and loyalty. 
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2. The Purpose of this Paper 
 
This paper considers the limited liability company as a vehicle for business development, in 
terms of both the advantages of the use of the current company structure and aspects where 
less attractive features have developed. Measures introduced to try to address some of the 
concerns which have arisen over the current structure, explained below, have laid extra burdens 
on the way companies are operated, without necessarily addressing some of the real issues 
satisfactorily. Many would acknowledge that subjecting those running companies to ever-
increasing legal and regulatory requirements may not be the best way to make them 
responsible or accountable.  
 
At the same time, there is growing awareness of the importance of ‘social sustainability’ and the 
need for business organisations to contribute to building social cohesion not just by adopting 
corporate social responsibility principles, but by the very structure of their organisations. As part 
of the debate, analysis is required of the ethical basis for apportioning risk and remuneration 
between different groups providing capital and labour, the tension between seeking profit and 
economic efficiency whilst simultaneously protecting long-term relationships in society, and the 
effects of the size and structure on patterns of relationships between stakeholders inside and 
outside the company. 
 
The paper summarises the principles for an alternative company structure which address some 
of the current areas of concern and may be beneficial to certain businesses, in particular where 
local interests are important, and where shareholders and stakeholders want a greater 
understanding of the company, its business and its future development. The paper also sets out 
some details of the structure from a legal and regulatory viewpoint and describes how the 
company would operate in practice.  
 
It is not suggested that the proposed structure will be a model which would replace the existing 
company structure, but rather that it would offer a vehicle for modern business to adopt where 
appropriate. The model could be adapted to provide an appropriate structure for larger 
businesses with benefits of scale, whilst focusing on local interests in a number of geographic 
areas. However, it is not envisaged that the model could be adapted for the largest companies, 
for instance those with businesses operating in many parts of the country or in several 
countries. 
 
As a preliminary step, it is suggested that some listed companies and other companies which, 
although unlisted, have a large shareholder base or are of significant size, could adopt a charter 
to meet some of the relational requirements described later in this paper.  This would avoid the 
need to adopt an entirely new corporate form and may prove attractive for companies where 
shareholders consider that they would benefit from additional involvement and responsibility. 
 
It is envisaged that the proposals might well be attractive in countries in Africa, Asia and Latin 
America where relational proximity and national interest are high on the agenda. There is 
concern in some low-income countries, due to the size as well as the opaque ownership 
structure of Western-controlled public companies, as to the true motives of those who play a key 
role in international commercial transactions affecting national and regional life. 
 
The paper has developed following several years of informal discussion by the Relational 
Finance Group, a group of City-based professionals who met on a regular basis to explore 
alternatives to the current PLC structure. These discussions have been taken forward over the 
past year by Michael Schluter and Jonathan Rushworth, a recently retired partner in a City of 
London law practice who specialised in company law, and this led to the preparation of this 
paper. They have more recently been joined by Dr. Arad Reisberg, Lecturer in laws, Faculty of 
Laws, University College London and Director of UCL Centre for Commercial Law. 
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The paper will be developed over the forthcoming months to set out a more comprehensive 
description and analysis of the proposals, which may lead to the preparation of legislation in the 
UK and other countries if thought appropriate. A book is being written by Michael Schluter and 
David Lee in conjunction with this paper, which will consider the issues in terms of the broader 
social and corporate relationships involved. Further research and analysis is required on many 
of the issues raised in this paper, for instance the requirement for local residency of 
shareholders (paragraph 6.2) and the issue of a prospectus in connection with an offer of 
shares (paragraph 6.7).  
 



   

  6

 
3. The Current Debate 
 
From the smallest private company with just one shareholder to FTSE 100 listed companies 
with subsidiaries and operations around the globe, companies provide a structure for wealth 
creation and have played a fundamental role in the economic growth of this and many other 
countries. The simple concept of the company as a legal entity in its own right, able to own 
assets, take on liabilities, develop and sell its products, sue and be sued in its own name and 
expand by organic growth, acquisition and joint ventures with others, has led to incalculable 
benefits to the commercial world and society generally. 
 
The shareholders in the company delegate the management of the business of the company to 
its directors. In an unlimited liability company, the shareholders have to meet any liability to the 
creditors of the company on its insolvency, if there is a shortfall in the value of its assets to meet 
those liabilities. The unlimited liability structure is rarely used in a commercial context and the 
limited liability structure is usually adopted. This means that shareholders will generally have no 
liability for the debts and other liabilities of the company in its insolvency, beyond the amount of 
their capital investment in the company. 
 
The original concept of the limited liability company as a legal entity separate from its member 
owners, with the members having essentially no liability for the debts of the company beyond 
their capital, has developed to meet the perceived needs of the business world. Whilst the 
original structure and concept remain stable, practices have developed, particularly over the 
past two decades, which have exposed weaknesses in some aspects of the structure. The 
attempted remedy has frequently been to introduce increasingly burdensome legislation and 
regulation. 
 
Much of the concern has arisen over the tension between the duties of the directors, with their 
delegated authority to run the company for the benefit of shareholders, and the manner in which 
they are answerable to those shareholders. This is perhaps an inevitable consequence of the 
relational distance between those running the company and the shareholder owners who can 
have little knowledge of (and frequently little interest in) the underlying operations, in particular 
in listed companies. When Berle and Means published their treatise ‘The Modern Corporation 
and Private Property’ in 1932, they proposed that those who own large public companies do not 
control them and, conversely, those who control such companies do not have significant 
ownership interests in them. This gulf, or divorce, between ownership and control is 
accentuated by the nature of stock exchange and dealing rules, with their concerns about 
confidentiality, equality of treatment of shareholders and insider trading. 
 
Directors are naturally concerned about criticism and possible legal liability for breach of duty if 
they step out of line, as a result of which there is a risk that their dealings with shareholders and 
others involved in the operations of the company can become formal, mechanical and formulaic. 
The approach they take may be simply to comply with the rules to the letter and no more, which 
limits or stifles dialogue and can lead to a feeling of mistrust. 
 
Although there may be some dialogue between the main institutional shareholders and a 
company, many shareholders, in particular individuals, can easily feel distant from the 
management of the company and without any influence. Furthermore, individuals who have 
entrusted their savings to fund managers will generally have no contact with or interest in the 
companies in which their funds are invested. They rely on the fund managers to generate an 
adequate financial return on their capital. The fund managers in a sense act as a barrier 
between the individual investor and the company in which his or her capital is invested. 
 
The feeling of distance and remoteness can be accentuated by other factors, for instance the 
suspicion generated by what can be seen as very generous remuneration packages approved 
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by directors for senior executives. Although details may be disclosed to shareholders, many 
believe that the differential between the highest and lowest paid in listed companies has 
become too wide. 
 
With no responsibility or liability for what happens to the company (or the impact of its 
operations on other stakeholders or society at large), the remedy of shareholders, if they are 
dissatisfied as to what is happening in the company or frustrated by their lack of power to 
influence events, is likely to be to sell their shares if there is a market for them. Frequently, there 
is no feeling of loyalty by shareholders to the company and its management, and no long term 
commitment. It can be said that the position of the shareholders is one of privilege and 
entitlement (in the form of voting and investment rights), without significant responsibilities or 
duties. 
 
All these issues are well documented and have led, in many respects, to a lack of trust between 
companies and shareholders and the loss of a feeling of partnership between all those who rely 
on the furtherance of the company’s interests for their own benefit and for society as a whole. It 
has been observed that there has been a departure from the Judaeo-Christian ethic of the 
pursuit of business for the common good. The distance in the relationships between the various 
parties has given rise to problems for the traditional company structure, can cause damage to 
business generally and needs to be addressed.   
 
The loss of relationship between shareholders themselves and between shareholders, the 
directors and other stakeholders is not adequately addressed by current approaches being 
taken to encourage corporate responsibility.  The adoption of corporate social responsibility and 
sustainability principles, for instance, certainly shows a recognition by directors of their 
company's obligation to those with whom the company carries on business, in the UK and 
overseas, its responsibilities concerning employee rights and interests, and how it addresses 
ethical, health and safety, environmental, human rights and social issues. These are entirely 
proper objectives. However, issues can arise about the priority of their application in the context 
of business decisions, cost and competing interests.  In addition, it is not always clear how 
policies adopted by the directors to meet these objectives fit into the context of their duty to 
create value for shareholders. There is no guidance as to the priorities in making a return on 
capital for investors, whilst trying to address corporate social responsibility issues.  This aspect 
is considered further in paragraph 5.2. 
 
An aspect which is important to some investors is that a company must be involved in ethical 
areas of business activity and operate to ethical standards.  Some investment funds are run 
specifically for investment in "ethical" companies. It is not always clear, however, what meets 
the necessary ethical standard for the purpose of investors' requirements nor how investors can 
ensure that the required standard is maintained.  Different standards may be sought and, in 
certain respects, achieved, to meet environment concerns or to avoid what may be regarded as 
the manufacture of unacceptable products, for instance weapons or tobacco products.  This 
approach helps investors to understand the products manufactured or distributed by the 
company in which they invest or the business approach taken by the company, but does not 
directly address issues mentioned above and, in particular, concerns over the loss of 
relationship between the company, its shareholders and its directors. 
 
Other business models may meet a number of these and other concerns, for instance an owner-
managed company.  The shareholders comprise all or the majority of the directors.  The 
directors effectively work for themselves as owners of the company.  Although there would be 
an identity of interest in this respect, such companies tend to be of limited size and are not 
appropriate for those who want to invest in but not manage companies.  In addition, many of the 
concerns addressed in this paper are not necessarily met by this model. 
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One approach which has been discussed in an attempt to satisfy the interests not only of 
shareholders, but also all those who rely on the company for their well-being, in particular the 
employees, banks which fund the company and suppliers and customers, would be to impose a 
direct duty and responsibility on the directors to each stakeholder group.  Thus, in making 
decisions on behalf of the company, the directors would have to address each stakeholder's 
concern and each group would be able to complain to the directors if their interests are not 
satisfactorily met.  They would also possibly have a right to bring a claim against the company 
and the directors if they were not satisfied.  It is clear that such an attempt to satisfy the 
requirements of all those interested in and relying on the company's operations would be 
unworkable, as the directors would not be able to juggle the competing interests (let alone the 
main purpose to generate profits and value for shareholders).  This concern would be 
exacerbated by the risk of a claim being brought against them for breach of duty. 
 
Other models and structures are currently under discussion to meet the concerns outlined 
above and described later in this paper, but they only address certain aspects of concerns over 
the operation of the current company structure. They do not, for instance, address the 
breakdown of a proper relationship between stakeholders and the lack of responsibility borne by 
shareholders. 
 
This paper now considers in more detail some of the strengths and weaknesses of the current 
company structure. Subsequently, it proposes the Relational Company as an alternative 
structure for the future. 
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4. Strengths and Weaknesses of the Current Structure 
 
4.1 The Company and its Shareholders 
 
The benefits of the company structure as it has developed are well known. The company 
provides a legal entity, as opposed to relying on an individual, to hold and develop the assets 
and expertise of the business. The company can take on liabilities, for instance debt, and its 
liabilities will not be taken on by anyone else unless agreed otherwise or (in exceptional 
circumstances) the law dictates. Capital is subscribed by investors for shares in the company 
and ownership of the company changes as shares are transferred by agreed matched deals in 
private companies, and by dealings through an exchange for listed companies. The ownership 
can thus change on a daily basis by a change in the make-up of the body of shareholders, or by 
a purchase of all the shares in a takeover. The ownership of the business assets remains 
unchanged, however, as the company itself owns the assets. These aspects of the continuity of 
the company holding its assets, whilst ownership of the company itself can regularly change, 
are hallmarks of the company structure. 
 
Shareholders have the right to appoint and remove the directors who are appointed to act as 
stewards of the company’s business on their behalf, although the directors are not agents of the 
shareholders. Shareholders can have a significant influence on how the company is managed, 
but with listed companies this influence is generally fragmented given the wide variety of 
interests represented by the frequently anonymous and geographically scattered shareholders 
and the reliance placed on the chief executive and other directors.  The subscription of capital, 
borrowings and internally generated funds give companies the resources to invest in and 
expand the business and invest in research and development. New products, for instance 
lifesaving drugs, can be developed for the benefit of society. 
 
Companies provide employment, which means not only jobs, but general career development, 
with promotion, the build up of experience, expertise and self esteem by individuals. 
Remuneration provides life sustaining income and contribution to a pension, thereby relieving 
the state, at least to a certain extent, of the cost of supporting a major part of the working 
population. Listed companies can offer shares on preferential terms to senior employees (or, in 
some cases, all employees) to incentivise performance through share option or other 
arrangements. 
 
By expanding internationally, companies invest in and develop businesses in countries which 
may not otherwise have the necessary capital or expertise. Companies may well be prepared to 
operate without making any return in new ventures for many years, taking a long term view, 
which can be beneficial to the local economy in the relevant country or area. In low and middle 
income countries, these companies often provide management and training opportunities, 
income generation, foreign exchange and employment. 
 
4.2 Investment Tensions 
 
Private, public and listed companies provide the opportunity for investment for shareholders, 
either through private subscription or purchase, or through subscription in public offers of 
shares, or dealings on a stock exchange. Apart from individual investments, many citizens have 
interests in listed company shares through funds managed by investment managers, in 
particular pension funds. All these investors expect a return on the shares in the managed 
portfolio, in the form of dividend payments and capital appreciation. 
 
Major shareholders in listed companies, investing on their own behalf or managing funds for 
others, may seek to influence the management of the listed company by its directors, in 
particular if they do not believe they are receiving a proper return on their investment. Influence 
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can be exerted by institutional representative bodies, for example by the Association of British 
Insurers or the National Association of Pension Funds, which make suggestions to their 
members as to how they should vote on particular company resolutions. In addition, hedge 
funds have increasingly sought to influence the actions of directors of listed companies. 
  
Although there can be limited dialogue between major shareholders and the directors of listed 
companies, there has generally been an increasing feeling of loss of contact and understanding 
between shareholders on the one hand and directors, employees and the underlying business 
on the other. There is frequently concern by shareholders, in particular individuals and other 
small investors, that they have no real knowledge or understanding of the company’s business 
or influence on its operations. 
 
Several factors combine to ensure that individual shareholders are rarely in a position to vote 
and take an interest in the running of the company. First, the costs of becoming informed so as 
to vote intelligently with proper knowledge of all relevant issues; secondly, the minimal impact of 
the vote if it is only part of a minority; thirdly, the possibility that other shareholders may take a 
‘free ride’ on their efforts; fourthly, the uncertainty of outcome in the UK’s ‘arms length’ system 
of ownership and control (as control will generally be left with the directors to implement an 
approved proposal); and, finally, the de minimis incremental gain that may flow to an individual 
shareholder even if the action he or she supports is successful.  
 
Further, shareholders in listed companies have to rely on quarterly or half-yearly reports issued 
to meet statutory or regulatory requirements. Such reports may not be seen to be very helpful 
as they may not give a full and easily understood description of the business and its prospects. 
There is little in practice shareholders can do to establish a greater understanding of these 
reports. There can therefore be frustration by shareholders that they are not kept properly 
informed. There are fairly regular reports of shareholders feeling that they have been misled or 
generally let down by directors not keeping them adequately informed.  
 
Directors are frequently driven by a requirement from shareholders for ever increasing returns 
on their investment. The main institutional investors have to meet their own obligations as fund 
managers for pension funds and other funds, and other investors, for instance hedge funds, 
have similar requirements. This has all led inevitably to an investment in shares sometimes 
being regarded merely as a commodity, with the shareholder having no long-term interest in the 
underlying company’s business and its broader responsibilities to society.  
 
A frequently changing body of listed company shareholders gives the impression of a group of 
largely anonymous shareholders. Directors may be aware who are the major shareholders in 
the company; there are disclosure obligations in respect of certain holdings in public companies. 
There may be some dialogue with these shareholders, but the shareholders may sell their 
shares at any time and new owners take their place. In any event, many shareholders will not 
be known to the directors, for instance individual investors. The anonymity aspect is 
emphasised now that shares are normally held in nominee names and some traded through 
derivative structures or other dealing mechanisms, so that the beneficial owners are frequently 
not identifiable to the directors or employees. 
 
Shareholders in listed companies rarely invest funds directly in the company.  Although as 
shareholders they own the company, they will normally only subscribe funds to the company 
either for shares offered in an initial public offering (or flotation) or for subsequent rights issues 
when shareholders are offered shares at a discounted price relative to the current market price.  
Even in an initial public offering, some of the shares on offer would normally be transferred by 
existing shareholders.  Although shareholders are regarded as investors in the company, this is 
strictly speaking rarely the case with listed companies.  Rather, shares are traded between 
shareholders and not directly through the company. This aspect does not help to engender a 
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feeling of involvement by shareholders, as they will not normally think of their funds as being 
invested directly in the company's operations. 
 
Efforts by listed companies to exercise their right to know the name of the beneficial owner are 
often lengthy and cumbersome. Indeed, the ownership may not be established until it is known 
whether an investment is a success or failure. To some, share dealing may be little better than 
betting in a casino, as the focus is on an increase or decrease in the share price for short term 
gain, with scant regard to the business of the company and its future development.  
 
With regard to communication with shareholders in listed companies about the business and its 
development, there are opportunities for private briefings but these are generally held with major 
shareholders (such as institutional shareholders) and only a limited amount can be disclosed 
without making a full announcement to all shareholders to meet listing requirements. Inevitably, 
individual and other shareholders feel left out of this and the format of the Annual General 
Meeting provides an inadequate opportunity for individuals to obtain appropriate information 
about the company and its business.  
 
The overall drive for short-term return by institutional shareholders can lead to a lack of 
encouragement for directors to pursue long-term investment in the business, through research 
and development or promoting the interests of employees, the local community, the 
environment and other areas where the company’s operations have an impact. 
 
4.3 Concerns of Listed Company Directors 
 
From the directors’ point of view, there has been an ever increasing burden of responsibility and 
risk of claims for personal liability. A good deal of time at directors’ meetings, where listed 
companies are concerned, is spent defensively addressing regulatory aspects and frequently 
these can miss the real underlying concerns. For listed companies, the Listing Rules, the 
Combined Code, the Disclosure and Transparency Rules, and the Operating and Financial 
Review and Corporate Social Responsibility statements have led to departments having to be 
set up to address disclosure and other issues.  
 
There is a heavy financial and time cost to comply with all these requirements.  As long ago as 
2004, before many of the recent regulatory requirements were introduced, HSBC stated in its 
annual report issued in March 2004 that it had cost $400 million to comply with its regulatory 
and supervisory requirements, according to an article in Legal Week magazine published in 
April 2004. Listing requirements and the Market Abuse Directive have meant that directors 
constantly have to be on their guard about making up to date announcements, whilst trying to 
preserve confidential matters from disclosure. The focus on disclosure to meet increasingly 
technical and detailed requirements by carefully worded announcements frequently requires 
legal advice to avoid excessive disclosure in order to comply with the disclosure requirement in 
as limited a way as possible. This stifles open communication with shareholders. 
 
The provisions concerning directors’ duties in the Companies Act 2006 have tried to address 
some underlying issues (partially in the guise of codifying existing common law) by specifying 
certain matters to which directors must have regard, for instance the long term consequences of 
their decisions and the interests of the company’s employees. There is, however, considerable 
doubt as to how much these provisions will achieve in practice.  
 
Directors of listed companies can frequently feel threatened by the build-up of substantial 
holdings by shareholders and concerned as to whether this could lead to a takeover offer or 
pressure by one or more major shareholders that the company should be operated in a different 
way, when this may not be in the interests of the majority of shareholders. There is no proper 
forum for an open discussion with investors, although it is likely that, certainly in a local context, 
there is an interest in understanding the business and how it operates not only from the 
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shareholders’ point of view, but also from that of the local community and others affected by its 
operations. 
 
The burden of responsibility and risk, and concern as to what is involved in being a director, has 
led to a reluctance by some to take on the role of non-executive directorship. Non-executives 
can encourage management accountability to shareholders. It is generally thought that their 
presence contributes value to the company or, more specifically, to shareholder value, through 
their various roles. Amongst other things, they review the performance of the board and the 
executive, they provide a monitoring role by their independence from management and they 
take the lead where potential conflicts of interest arise. Through their power to express views 
and take decisions in line with shareholder interests they can make a considerable contribution 
by their input to strategy formulation. Any loss of availability of non-executive directors may 
cause considerable damage to the business world, as they can also bring broad industry or 
sector experience and other particular expertise.   
 
4.4 Employees 
 
In an attempt to compliment and encourage employees, and give comfort to shareholders, 
directors sometimes report that the company's "most valuable assets" are its employees.  
Further, in "goodwill" businesses, for instance those in which financial or other personal services 
are provided, it has been said that the company's main assets "go up and down in the lift each 
day".  This is no doubt not intended to brand employees as balance sheet items, but 
unfortunately it may give that impression and devalue the involvement of the employees in, and 
their contribution to, the company.  Further, employees can be regarded as a dispensable 
overhead in companies, to be discarded (admittedly with whatever compensation is legally 
required) if a division is not sufficiently profitable or the company has insolvency problems. 
 
Companies generally provide reasonable treatment and remuneration for their employees.  In 
addition, listed companies may provide employees with interests through shareholdings in the 
company, through share option or share purchase schemes.  Companies are often keen to 
promote job security and promotion and career advancement for employees.  This can be done 
through personal development plans involving training and the improvement of skills.  
Companies are frequently committed to regular discussions between management and unions, 
addressing such issues as to what measures would be taken if part of the business fails and 
redundancies may be necessary. 
 
Companies will frequently keep employees informed of the financial and economic factors 
affecting the company's performance through presentations, news magazines and an intranet 
site.  They can frequently share views with employees and provide feedback from them.  
However, there is an acknowledged growing threat of a requirement for increasing work during 
unsocial hours, beyond say 8am to 6pm, and to work at weekends.  Lack of respect for family 
life and time for friends is increasingly an issue; employees are reluctant to ask for time off to 
spend with their families for fear that this could put their job in jeopardy. 
 
Family relations are under strain and being damaged by these pressures, in particular as there 
may not be adequate time for parents to spend with their children.  It is generally accepted that 
a child's healthy development can be affected by lack of family time together, for instance 
eating, reading and playing with one or both parents.  Parents may feel the need, or are 
encouraged, to work unsocial hours, but companies have a responsibility to ensure that they 
spend only an appropriate time at the workplace and have time for their families and other 
activities.  There should be greater flexibility for employees to ask not to work at certain times 
and be able to adhere to a more reasonable working time schedule.  The benefits of employee 
satisfaction and engagement, by helping with their well-being and family life, are part of the 
social responsibility of companies. 
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4.5 Remuneration 
 
So far as levels of remuneration are concerned, the differential between the highest and lowest 
paid employee (including executive directors) grows ever wider, with multi-million pound awards 
to senior executives. The argument has always been that the market dictates remuneration 
levels of the best performing executives. In order to remain competitive in attracting appropriate 
people to run a company, a competitive remuneration package is required. 
 
It is thought that incentive packages which lead to high remuneration levels in the form of cash 
bonuses and awards of shares, subject to achieving what are considered to be appropriate 
success targets, are the most appropriate way to encourage executives to give the company the 
highest commitment and levels of skill. If the cost to the shareholders of receiving enhanced 
returns on their shares (in the form of dividend payments and increased capital value) is the 
payment of significant bonuses then, so the argument goes, this is a price worth paying. 
However, it is acknowledged that some of the incentives have little to do with the company’s 
performance itself but, for instance, depend on the level of its share price which will be affected  
at least partly by the state of the market generally, the sector in which the company operates or 
the overall condition of the economy. In addition, an incentive based on short-term share price 
gain can lead to the directors managing the company with a view to gaining immediate 
profitability rather than looking to the longer term. 
 
Concern has also been expressed about the method of agreeing the level of remuneration for 
executives.  For listed companies, this would be established by a committee of directors. 
Although this will comprise non-executive directors, they will have to work with the executives 
whose salaries and incentives they establish. Further, even if consultants are asked to advise, 
there are questions about their independence, given that they are appointed by the directors.  
 
Although terms of incentive packages are disclosed in a listed company’s report and accounts, 
there is concern about lack of transparency or understanding how the incentive levels are 
established. Shareholders can have little say in establishing the necessary target levels and 
publicity is frequently given to situations where executives seem to be rewarded for a 
company’s poor performance, especially when a severance payment is made to a director of a 
company whose performance is considered inadequate.  
 
Another concern about levels of remuneration is the growing differential between executives 
and other employees. If, for instance, senior executives are paid more than 100 times the 
amount paid to lower-paid employees, which is not unusual, this can be seen as suggesting that 
the lower-paid employees have a worth of less than 1% of the senior employees. Is it fair that 
the contribution of the lower-paid employees is regarded as so insignificant as to be valued in 
this way? Questions then arise about human worth and dignity when it is suggested that one 
person has a value in the workplace of less than 1% of another. These pay differentials have 
wider relational consequences in undermining social cohesion within and between communities. 
Higher rates of remuneration and incentives are necessary to reward senior management, but 
must have regard to the size of pay differentials. A maximum differential of 10:1 between the 
highest and lowest paid employees in a company is proposed in this paper. 
 
4.6 Contractual obligations 
 
Companies buy and sell goods or services on terms which normally include a requirement for 
the company to pay and be paid within a certain specified time period. These time periods are 
not always clear, as terms and conditions can be provided by both parties to a contract, and 
conflicting terms are not resolved. However, even when the terms are clear, some companies 
frequently do not pay within the specified period. This has the effect of the other party becoming 
a provider of credit, in the same way as a bank, but without that other party receiving any 
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interest. This can, of course, help to reduce the cost of the debtor company’s borrowing, 
especially when it may be up the limit of its overdraft or other facilities.  
 
So far as the supplier is concerned, delayed payment can have disastrous consequences on its 
business. It will be relying on the cash being paid for the supply of its goods or services to 
finance its business. In particular in recessionary times, smaller suppliers can go out of business 
if they are not being paid in a timely fashion by their large company customers. They are not 
generally in a position to try to enforce payment or seek interest due on outstanding monies, 
given the cost of litigation and also the risk that future orders will be jeopardised. 
 
There have been moves to try to ensure that companies meet their contractual commitments by 
making payments for supplies of goods and services on time, but it is widely recognised that this 
is an area where many companies fail to meet their contractual obligations. A positive 
relationship between a supplier and customer can easily be prejudiced by lack of trust resulting 
from improper payment practices. 
 
4.7 Group Issues 
 
Companies may choose to operate within a group structure, involving subsidiaries, for a number 
of reasons. A company may establish divisions or branches as it expands, or it may choose to 
operate its business in one or more subsidiaries wholly or partly owned by a parent company. A 
subsidiary may own and operate its own business, but frequently such a clear legal structure is 
not followed. Divisions within groups may operate across the subsidiary structure, so one 
company may operate one part of the group’s business with part of its assets held by another. 
This mechanism can lead to confusion and possible difficulty when trying to identify how assets 
are owned and where the value of those assets is held. 
 
Groups can expand by the acquisition of companies which then become subsidiaries. In 
addition, a group of companies can be established in such a way as to attract tax benefits, or 
subsidiaries may be so-called special purpose vehicles, without assets, for particular purposes, 
in particular issues of debt instruments. 
 
Borrowings and other obligations by the parent may be guaranteed by group companies which 
may grant security over their assets in respect of such obligations. The limited liability of each 
company for its own debts will thus be tempered when a guarantee or other obligation is taken 
on in respect of another company’s liabilities. 
 
Each subsidiary will have its own board of directors who have a duty to act in the interests of the 
company, having due regard to the issues required by the Companies Act 2006, for instance, 
the long term consequences of any decision and the interests of the employees. Difficulties can 
easily arise in respect of conflicts for these directors, as the parent company may in certain 
respects direct how the operations of the subsidiaries are carried out and control their finances. 
It may be difficult for directors to take decisions in the interests of the subsidiary when the 
parent will wish matters to be decided for the group’s benefit.  
 
This conflict can be accentuated if directors of the parent are also directors of the subsidiary, as 
they will have different duties to comply with as a director of each company. Particular concern 
can arise when a group is in financial difficulty, as the directors would have a duty to look after 
the interests of creditors of each company in the group of which they are a director, but they 
may feel pressure to act in the interests of the parent company or the group as a whole.  
 
Given the interests of a parent company, it may well be that the operations of subsidiaries in 
other countries can, to a certain extent, be controlled to the detriment of the local community 
and possibly to the detriment of the national interests of the countries where the subsidiaries 
operate.  
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4.8 Debt Burden 
 
Another aspect of the growth of companies in this and other countries is the concern about the 
debt burden taken on by companies. This arises not only out of a desire by the directors to 
develop the business to drive further returns for shareholders, but frequently to expand by 
acquiring other companies or businesses when large amounts of debt may be required to fund 
the purchase. Moreover, research has shown that mergers and acquisitions do not generally 
enhance shareholder value. 
 
Debt, in the form of bank loan, bonds or other borrowing, has until recently been readily 
available for companies of all sizes on beneficial terms, with perhaps too much confidence in 
the ability of the company to generate sufficient profits to service the debt, in the form of 
payment of interest and principal on maturity. Expansion which is funded by new debt may well 
be in the interests of the shareholders and the directors, especially if they hold shares, as a 
short term increase in profits may ensue. However, recessionary pressures can easily lead to a 
drop in income for the company and a shortfall in cash available to pay the debt. In these 
circumstances, cashflow may become difficult at a time when further loans may not be 
available. This situation can lead to uncomfortable refinancings and possible insolvency, with 
disastrous consequences for employees and other stakeholders. The build up of substantial 
debt by a company will generally lead to it becoming less stable, and vulnerable to recessionary 
pressures or other events outside the control of the directors. 
 
The amount of debt which companies may take on should perhaps be limited to more 
sustainable levels. Some borrowing will always be required, for instance in a new business and 
to ensure continuity of cashflow. However, to encourage sustainability, arguably expansion by 
acquisition and investment in the business should generally be funded from profits generated by 
the operations of the company, rather than from borrowings.   
 
Recent events have highlighted concerns over traded debt, where the original lending bank 
sells packages of debt to other institutions. The purchaser may have little or no understanding of 
the original debtors (who in the "sub-prime" cases are individual homeowners in the US). The 
relational aspect of bank lending meant that the lending bank continued to have a monitoring 
and responsibility role with the company borrower, but this frequently no longer applies where 
the bank has sold the debt. It may be thought impractical now to restrict the sale of debt by the 
original lending bank. However, the continued relationship of lender and borrower engendered a 
more consistent monitoring and nurturing role by the lender and the likelihood of a more 
constructive approach if the borrower had financial difficulties. 
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5. A Different Approach in the New Millennium: Setting the Scene 
 
5.1 The Concerns 
 
There has been much discussion about the issues of concern set out above. The inevitable 
consequence seems to be a reliance on ever more detailed legal and regulatory requirements, 
as groups of companies continue to grow. Yet many of the underlying issues are not being 
addressed, in particular the question of shareholder responsibility, in the context of what 
companies are for and who they should serve.  It may be worth looking at this question, before 
considering an alternative approach. 
 
5.2 What are companies for? 
 
Companies are generally formed when a group of individuals get together to start or develop a 
business.  The word company comes from the Latin words "cum panis", which can be translated 
as "breaking bread together".  In the earliest companies, shareholders bore the risk of personal 
liability if the company failed, but then by Royal Charter and subsequent legislation the 
introduction of the limited liability concept meant that shareholders would normally lose only the 
value of their investment if the company failed.  They would carry no responsibility for the 
liabilities of the company to third parties, for instance losses suffered by employees, bank 
funders and suppliers of goods. 
 
The principal reason for setting up a company was for investors to make a return on their capital 
investment, whilst developing and expanding the company's business through the stewardship 
of its business by directors appointed by the shareholders.  The company structure was 
attractive as it provided a stable medium for holding assets and taking on liabilities, as explained 
above, and it provided a base for raising funds for investment in the business. 
 
Concern over the welfare of employees and others relying on the company for their well-being 
was frequently not given priority, but there were notable exceptions.  Prominent Quaker names 
such as Cadbury, Rowntree and Lever come to mind.  Through their beliefs of promoting the 
welfare of their employees and society in general they set high standards for the operation of 
their companies.  They provided generously for their employees and the local community, whilst 
managing and developing profitable businesses.  The subsequent move from family or closely 
controlled companies to listed status inevitably changed the ethos of involvement and concern 
by shareholders. 
 
The introduction of the concept of limited liability for shareholders led to a substantial additional 
capital raising capacity for companies, in particular through public offerings of shares.  It has 
been said that this led to an incentive for management to play for high stakes and to allow the 
general public to pick up the losses when a company failed, if cautious policies were not 
adopted.  In addition, concern has been expressed, as considered above, at the gulf the 
structure created between the owners of the business and those with responsibility for its 
stewardship. Those on either side of the divide have very different interests. 
 
This leads to the question as to how the directors, as stewards of the company's business, 
balance the competing interests of shareholders, as owners, and all other stakeholders who 
contribute in various ways to the development and success of the business. Some would argue 
that the betterment of society as a whole should be the driving force behind the development of 
a company's business, in that the interests of shareholders, employees, suppliers, customers, 
the community and the environment should be treated in equal measure. 
 
English company law has wrestled with this issue for many years, in particular during the debate 
leading to the enactment of the Companies Act 2006.  The debate is instructive in this regard.  
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There was initial discussion as to whether directors' duties should continue to be to the 
company (so that, generally, it is the company which has to claim against the directors for 
breach of duty) or whether a "pluralist" view should be permitted.  This would mean that the 
directors would owe a duty directly to all those stakeholders in whose interests they had to 
operate the company's business.  It was quickly realised that this latter approach was 
unworkable.  The threat of claims by parties with alleged interests would paralyse the directors' 
decision-making process. 
 
The Act provides that directors' duties are owed to the company rather than to third parties.  The 
approach favoured by the Government was to create "enlightened shareholder value".  Under 
the Act, a director must act in a way which he "considers in good faith would be most likely to 
promote the success of the company for the benefit of its members as a whole".  The interests 
of shareholders continue to have precedence over the interests of other stakeholders.  In 
fulfilling this duty, the directors must have regard (amongst other matters) to a range of issues, 
which are the long-term consequences of any decision, the interests of the company's 
employees, the need to foster business relationships with suppliers, customers and others, the 
impact of the company's operations on the community and the environment, the desirability of 
the company to maintain a reputation of high standards of business conduct and the need to act 
fairly as between members of the company. 
 
Directors are not required actively to promote the interests of the environment, community or 
other stakeholders.  They could take a business decision which could have a direct adverse 
environmental impact, for instance, subject to any breach of other statute law.  They would only 
be in breach of their duties as directors under these provisions if they did not "have regard to" 
the adverse environmental impact before taking their decision. 
 
One of the consequences of listing six matters to which the directors must have regard, 
amongst other matters which are relevant, has been to lessen the significance of the 
employees. Under previous company legislation, matters to which the directors were to have 
regard in performing their functions included the interests of the company’s employees in 
general, as well as the interests of its members. This duty has been replaced by an obligation to 
have regard to the six matters (amongst others), only one of which is the interests of the 
employees. There is no guidance as to how the various matters should be treated by way of 
preference. The interests of the employees are therefore now only one of several matters to be 
considered by the directors under the Act, which could lead to their being downgraded in order 
of priority. 
 
There was much discussion as to what the success of the company meant in the context of the 
duty of directors. During the debate on the Bill in the House of Lords, the Attorney General said:  
 

"What is success?  The starting point is that it is essentially for the members of the 
company to define the objectives that they wish to achieve.  Success means what the 
members collectively want the company to achieve.  For a commercial company, 
success will usually mean long-term increase in value.  For certain companies, such as 
charities and community interest companies, it will mean the attainment of the 
objectives for which the company has been established.  But one can be more refined 
than that.  A company's constitution and the decisions that a company makes can also 
go on to be more specific about what is the appropriate success model for the 
company.  I have indicated that usually for a company it will be a long-term increase in 
value, but I can imagine commercial companies that would have a different objective as 
to their success." 

 
For most companies, "success" is likely to be the long-term increase in shareholder value, as 
stated by the Attorney General. This is not the approach suggested by this paper as it ignores 
the interests of the various stakeholders relying on the company. However, on the narrower 
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point as to how a company may establish what is success, the Attorney General’s words are 
helpful in that he made clear that a company may adopt a different definition of "success" in its 
constitution.  This aspect should be borne in mind when the purposes of the proposed new 
company structure are considered later in this paper.  A company's constitution could build in 
the greater recognition of employee and other interests, for instance, in the context of wealth 
creation for shareholders. 
 
There are a number of ways in which some of the concerns described above could be tackled 
and one approach, in the form of an alternative company structure, is proposed in this paper. 
The purpose for which such a company would be established needs to be addressed, as part of 
an analysis of how such a company should serve society. Consideration can then be given as to 
how this purpose can be achieved in practice for the benefit of those with interests in the 
company. 
 
This approach is based on the relational theory set out in the books and papers of the 
Relationships Foundation. Human well-being is not to be assessed by levels of wealth or 
subjective happiness, however that is measured; it is in a large part about the quality of 
personal relationships. We are used to thinking about relationships primarily in terms of home 
and family, but of course the relationships that influence well-being must include those at work 
and in business where so many people spend so much of their time. 
 
All sorts of factors influence the nature and quality of personal relationships in a business 
context, including legislation, voluntary codes, and the company’s working practices. In 
particular, the legal structure of the business organisation makes a difference to how people 
relate, for example whether the organisation is a partnership, a cooperative, a company limited 
by guarantee or a company limited by share capital. How the structure affects quality of 
relationships will vary according to the circumstances of the business (for example, is it highly 
profitable or at the point of insolvency?), and also according to the personalities of those 
managing the enterprise (for example, whether they are relatively altruistic or focused on their 
own interests). 
 
Thus it is important for any society seeking the well-being of its citizens to consider from a 
relational perspective the design and practice of the institutions which govern its working and 
business life. The legal structure of companies needs to be examined in terms of its effects on 
relationships between and among the various stakeholder groups, including shareholders, 
directors, employees, suppliers, customers, the local community and regulators, as well as 
between the stakeholders and wider society. The principles which should apply to a company 
based on relational values are considered below. 
 
5.3 Seven Founding Principles of Relational Companies 
 
These principles set out the purpose of a Relational Company and the concepts underlying the 
relational aspects of the structure. The characteristics and some detail of the structure and how 
it would operate are set out later in the paper. 
 
5.3.1 The purpose of a Relational Company is to build relationships among all those who rely 

on it for their well-being, including local communities, to make a profit for those whose 
capital is being used to provide generous treatment to those employed in the enterprise, 
and to protect the long-term interests of other stakeholders and the wider community.  

 
5.3.2 A Relational Company is formed by a group of people with capital who come together to 

carry out an economic activity, and employ other people to manage the company so 
formed on their behalf.  
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5.3.3 The owners of capital are to accept responsibility as well as risk in regard to the use of 
that capital in a business. They bear responsibility to other members of the community, 
and especially to employees and other stakeholders, for how their capital is applied in 
the business. 

 
5.3.4 To exercise responsibility effectively owners must be actively involved in the affairs of 

the company. This means that generally they will live close to where the company is 
based and become knowledgeable about the company’s activities. 

 
5.3.5 It is the responsibility of the owners (shareholders) to hold directors accountable for 

their actions. To do this effectively, shareholders need to know each other personally as 
well as knowing the directors, and it is an additional advantage if they know the 
employees and other stakeholders such as suppliers and major customers. This again 
points to shareholders needing to live close to where the enterprise is based. 

 
5.3.6 Capital for a Relational Company will come as far as possible from equity rather than 

debt finance. This is because providers of debt finance generally accept little 
responsibility for the operation of a company and take relatively smaller risks, especially 
where they have security over the assets of the company. High levels of debt can also 
lead to the company becoming unstable, and therefore potentially unsustainable. 

 
5.3.7 The principle that debts should be paid so as not to undermine trust in financial 

relationships needs to be balanced by the need to protect investors from the full 
consequences of business failure which may lie outside their control. Therefore, in a 
case of insolvency investors should expect to have to make a limited contribution to 
meeting the outstanding liabilities of the company but not to pay the entire debt. 

 
5.4  Characteristics of the Relational Company 
 
The main characteristics of the proposed new structure are set out in this section. A more 
detailed description of the structure and the operation of the Relational Company follows in the 
next section. 
 
5.4.1 The Relational Company offers a direct equity investment for individuals or family 

groups, with a view to receiving an income and capital return, but requires the 
acceptance of certain responsibilities and risk. 

 
5.4.2 The investment is locally or regionally focussed, with the majority of shareholders and 

directors living in the geographic locality where the company operates. 
 
5.4.3 The number of shareholders is limited, in order to enable them to know each other 

personally and build a sense of trust, commitment and confidence between themselves 
and with the directors and other stakeholders who have an interest in the company. 

 
5.4.4 Shareholders are encouraged to attend quarterly company meetings, when the results 

for the relevant period and projections are presented by the directors. Discussion  
between shareholders and with the directors is encouraged to give the shareholders an 
understanding of the business and how the directors are fulfilling their responsibilities. 
  

5.4.5 Employees of the company are also invited to attend quarterly meetings.  Other 
stakeholders, in particular creditors and customers and others relying on the company 
for their welfare, are also to be invited to attend one of the quarterly meetings each 
year. Discussion between those attending is to be encouraged.  
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5.4.6 Investment in a Relational Company is to be encouraged by a significantly reduced 
legal and regulatory burden than applies to listed companies because accountability is 
relational, being exercised by shareholders and other stakeholders rather than being 
dependent on law and its enforcement. A Relational Company Code would be 
introduced to set out the principles for the structure and management of, and approach 
to be taken by, the board. 

 
5.4.7 Long term commitment by shareholders is to be encouraged by the award of additional 

shares if certain criteria are met, and dealings in shares being permitted only once each 
year. 

 
5.4.8 The obligation to contribute a capped amount to the company if it becomes insolvent, 

for the benefit of unpaid creditors, is to be an additional incentive to shareholders to 
hold directors accountable, on top of the benefits accruing from higher returns on the 
capital invested. 

 
5.4.9 The directors are to manage and develop the business of the company with a view to 

making a return on the capital employed in the company but, given the localised 
structure, this could be expected to be in a way which does not damage the interests of 
employees, the long term strength of the local community or the quality of the 
environment.  

 
5.4.10 In an insolvency, the more vulnerable creditors (for instance, employees and trade 

creditors) are to be paid before banks and the tax authorities. 
 
5.4.11 In order to limit the risks associated with high levels of debt, and to promote organic 

rather than leveraged growth, the permitted borrowings of a Relational Company are to 
be limited to a low multiple of share capital. In addition, to promote relational 
requirements, debt in any form may not be traded. 

 
5.4.12 Linked local investment in different geographic areas is to be encouraged by 

arrangements to share names, trade marks and operate central accounting, purchasing 
and other functions. 

 
5.5 The Structure in Practice and other Possible Structures 
 
At the heart of the concept is a new company structure based on current UK private and public 
company law. There would, however, be a requirement for the majority of shareholders to be 
resident in the area of operation of the company. This would encourage them to take an interest 
in the operations of the company and to have regular dialogue with other shareholders and the 
directors, in order to have a greater knowledge of the operation of the company and to 
encourage long-term investment. 
 
Shareholders would be encouraged to communicate with each other, in person at meetings or 
by email. Regular meetings of shareholders would be attended by employees. Other 
stakeholders, in particular customers and creditors (for instance, suppliers and funders of the 
business) would be invited to attend one such meeting each year. In this way, directors would 
be more answerable to shareholders but the greater involvement of the shareholders in 
understanding the business of the company would lead to greater responsibility on them, with 
some element of liability on insolvency. 
 
The idea would be that shareholders would be known to each other and they would therefore 
have a common interest or partnership in encouraging the success of the company, whilst 
ensuring that local interests and the environment are properly taken into account. This does not 
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mean that the company should not be profitable and that there would not be proper returns for 
shareholders. 
 
The main provisions of this structure are summarised below. It is thought that it could be 
established as an alternative form to the recognised limited liability company under existing law, 
with the possibility that some existing companies might convert into this status. The structure 
could be established under statute law in the UK for companies to set up under it or convert into 
it, possibly by transferring their assets to such a company. 
 
In addition, there may be particular interest internationally in such a structure, particularly in 
countries where there is antipathy to a form of capitalism which fails to take account of people’s 
traditional roots in the land, ethnic group and region. Therefore, there is a strong local desire to 
promote national or community concerns as well as the local environment, whilst encouraging 
the company to be profitable and generate returns for shareholders. 
 
Consideration is being given as to how to encourage the adoption of the Relational Company as 
part of a business operation. It is thought that some legal requirements which apply to 
Companies Act companies should not apply to Relational Companies (for instance, there could 
be a relaxation of the requirement for capital maintenance) and many regulatory and listing rules 
will not need to apply. The paper sets out the principles of a Relational Company Code, which 
reflects a limited but relevant amount of existing regulation which applies to listed and other 
companies. Further, the introduction of primary legislation to put the Relational Company 
structure on a statutory footing will provide the opportunity to include provisions which will be 
seen as having significant benefits. 
 
The paper describes a charter which could be adopted by listed and other companies, with 
shareholder approval, in order to meet some of the relational requirements set out in the 
principles and characteristics outlined above. 
 
Some analysis has been made as to whether any existing form of legal structure could be 
adapted to meet the relational requirements, for instance partnership, limited liability 
partnership, friendly society, community interest company or co-operative. However, none of 
these effectively structurally incentivise people with capital to invest to put their capital at risk in 
an enterprise in return for profit distributions and capital enhancement. In addition, they do not 
fully address the greater involvement of other stakeholders, in particular by inviting them to 
company meetings, nor any requirement to have appropriate regard to employees, the 
environment and the community generally.  
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6. The Relational Company: a Summary of the Structure 
 
6.1 The Legal Structure 
 
A Relational Company would be a legal entity, capable of owning assets, taking on liabilities 
and operating a business, in the same way as a limited liability company. It could bring claims or 
have claims made against it by third parties. It would be subject to tax and subject to reliefs 
which might be available. The day to day management would be operated by its directors, with 
delegated authority from its shareholders, as is the situation currently. 
 
If a company operates as a Relational Company, with the attendant benefits, arrangements 
would need to be put in place to ensure the structure could not easily be unwound. Perhaps a 
resolution of shareholders with a very high majority should be required. In addition, there could 
be a high quorum requirement so that a significant proportion of the shareholders would have to 
attend the relevant meeting before a resolution could be proposed.  
 
6.2 Shareholders 
 
The concept envisaged is that there would be two classes of shareholder, ‘local’ and ‘distant’. 
All shareholders would be direct investors in the company, rather than the shares being held 
indirectly through an intermediary. The shareholders would have direct contact with the 
company, its directors and other stakeholders, either by personal presence at a meeting or by 
virtual presence through a website.  
 
In order to encourage interest and commitment by shareholders in the company and its 
business, the majority of shareholders would live in the geographic area of operation of the 
company. The intention is that they would live close enough to the place where the company’s 
business is situated to be able to attend company meetings, know the directors personally and 
be able to communicate easily and regularly with other shareholders. Ideally they should be part 
of the ‘regional community’ and be able to assess how the company’s operations affect 
employees and their families, others who have an interest in or dependence on the company, 
the wider community generally and the environment. They should be in a position to build up a 
sense of trust between themselves as owners of the company and all others who have an 
interest in it.  
 
The size of the catchment region will depend on the nature of the business, the population 
density of the region and where the company operates. The region should be large enough to 
attract a sufficient number of investors to subscribe an adequate amount of capital and small 
enough to ensure that shareholders in the area or region will have the opportunity to meet each 
other in a non-business context and thus develop mutual interest and trust. Shareholders must 
be individuals who are beneficial owners of their shares, or groups of relations linked by blood, 
marriage or adoption represented by a single person. They would not be entitled to create 
security over their shares or otherwise deal in them, save through the dealing mechanism 
explained below. 
 
Before becoming a local shareholder, the individual would have to make a declaration of 
residency. If this turns out to be false then the shares he or she holds would automatically be 
disenfranchised and therefore have no right to vote or to any dividend payment. The declaration 
would also state that the individual has no conflict of interest in holding the shares, so for 
instance the shareholder must not be a shareholder of or involved in the management of a 
directly competing company. 
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Individuals not resident in the locality established by the directors for local shareholders would 
be able to hold a minority interest in the company, say, in aggregate, not more than 45% of the 
issued share capital (and they could be no more than 45% in number of the total shareholders). 
 
In order to encourage long term holdings, shareholders would receive additional shares if they 
attend and vote at 10 shareholder meetings (with an additional share entitlement for each 
subsequent 10 meetings attended). The number of these incentive shares would be based on a 
small percentage of each qualifying holding. An individual would not be able to hold more than 
24 % in the issued share capital of the company. An individual for this purpose would include 
spouses and immediate family. The incentive arrangements and maximum shareholding limit 
will be considered further. 
 
The company would have a website with the names and email addresses of all its shareholders. 
The website would state if any shareholder held 10 % or more of the share capital of the 
company, but it would not state the amount of the holding of individual shareholders.  The 
website could be accessed by the public. 
 
The rights, responsibilities and liabilities of local and distant shareholders would in most 
respects be the same, but local investment would be encouraged by the greater likelihood of 
local shareholders being able to attend meetings in order to attract the incentive shares. The 
greater involvement of shareholders will lead to greater responsibility and some potential 
liability. Shareholders would be liable to contribute to the assets of the company to meet its 
liabilities in an insolvency, beyond their capital investment. This is summarised in paragraph 
6.11 below. 
 
The number of shareholders in a Relational Company would be limited to what is considered an 
appropriate number, depending on its location and the nature of its business, so that 
shareholders would be able to contact each other and get to know each other, in order to meet 
the relational requirements of the structure and to promote a collective interest in and loyalty to 
the company. The recommendation for an appropriate maximum would be 1000 shareholders, 
with no more than 450 of them being distant shareholders (holding in aggregate no more than 
45% of the issued share capital). 
 
In order to discourage very small investments, the suggested minimum shareholding would be 
£500 nominal of share capital. Shares could be held in joint names, but the holders must be 
related by blood, marriage, adoption or civil partnership. One of the joint holders would be 
nominated to receive information from the company and to attend company meetings. 
 
Further research and discussion is required into these aspects, in particular with regard to 
possible concerns under EU law in respect of the local involvement. 
 
6.3 Directors 
 
The directors of a Relational Company would be appointed by the shareholders, who would 
have a right to dismiss them by shareholder resolution passed by simple majority. 80% of the 
executive directors would have to be resident in the geographic area of operation of the 
company. Relational Companies would be encouraged to have non-executive directors. The 
number for a company would be what the shareholders consider appropriate, depending on the 
nature of the business and the amount of outside expertise and experience required. 
 
The duties of the directors would be to manage and develop the business of the company with a 
view to making a profit on the capital employed in the interests of the shareholders. It is 
important to stress that it is the structure of the company and the scale of the regional interests 
rather than a legal requirement which provides the public with an assurance that the company 
will act in a way which does not damage the interests of the employees (including the welfare of 
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their family life), the long-term strength of the local community and the quality of the 
environment.  
 
Shareholders would not take over the management of the company from the directors, but the 
directors would take their views and guidance into account in making business decisions. The 
question of the balance between the power of the directors to manage the company and the 
greater involvement of shareholders in the company’s affairs than is currently the case will need 
to be addressed. 
 
6.4 Remuneration 
 
Given the concerns about the disparity between the remuneration paid to the highest and lowest 
employees in certain companies, as discussed above, there would be a limit whereby the 
highest paid employee (including directors) could not be paid remuneration  greater than 10 
times that paid to the lowest paid employee in the company.  Remuneration for these purposes 
would include not only normal payment but other parts of a remuneration package, for instance 
pension contributions, life policy premiums and the use of a vehicle. Any rights to shares or the 
grant of share options would be given to all employees on the same differential basis which 
applies to remuneration within the company. Dividends paid to directors and employees in their 
capacity as shareholders would not be regarded as remuneration for the purposes of this 
restriction. 
 
6.5 Employees 
 
Respecting the concerns described above concerning working during unsocial hours and the 
effect on family life, there would be a limit on hours worked and the granting of appropriate time 
off at weekends. Employees would not be required to work for more than 48 hours each week, 
averaged over a 13-weekperiod. This would reflect the requirements of the EU Working Time 
Directive, but without the right of derogation as permitted under UK legislation adopting the 
Directive. Employees could therefore not be asked to opt out of the Directive’s requirement for 
no more than 48 hours working each week. In addition, companies would have to guarantee 
that employees would have at least one weekend day off each week. 
 
6.6 Meetings 
 
Meetings of shareholders would be held on a quarterly basis, with one of these incorporating 
the Annual General Meeting. Employees would be invited to attend these meetings. Other 
stakeholders would also be invited to attend one of these meetings each year, but would be 
asked to leave before any formal business is undertaken. Such stakeholders would include 
customers and creditors (in particular suppliers and funders) and others who might be interested 
in the operation of the company, including civic leaders representing the interests of the local 
community and the environment. Creditors would have to be owed a minimum amount, 
depending on the size of the company, to qualify for attendance at a meeting. Given commercial 
sensitivities, the directors would have discretion to arrange the meetings so that certain parties 
(in particular, suppliers and customers) would not attend the same part of the meeting, if the 
directors considered this necessary in the interests of the company. Suppliers may be invited to 
attend a different quarterly meeting to customers in any one year. 
 
Notice of such meetings would be sent to all shareholders, employees and other known 
stakeholders (where appropriate) and would also be published on the company’s website. It is 
suggested that this notice would be published at least 21 days before the date on which the 
meeting is to be held. 
 
The purpose of the meetings would be for the directors and other employees to summarise the 
results of the company for the relevant period and to give a description of the underlying 
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business and its future prospects. The directors would also have to report on how they are 
fulfilling their responsibilities. A discussion on these issues would be encouraged between 
shareholders, and with other stakeholders present, and between the directors and the 
employees. The discussions which such meetings would encourage and the sense of openness 
and trust which should be engendered should help to resolve matters informally in a 
constructive way which might otherwise lead to confrontation. Shareholders not able to attend a 
meeting would be able to hear (and possibly see) the proceedings via a protected website link 
and they would receive a report of the meeting by email. Consideration would be given to the 
setting up of a “chat room” for shareholders to contact each other to discuss issues concerning 
the company. 
 
In order to ensure shareholders engage with the company’s affairs, and are able to fulfil their 
duty to hold directors accountable, shareholders would be expected to attend these meetings 
and there would be a minimum attendance requirement. Local shareholders would be required 
to attend at least two meetings a year, whilst distant shareholders would only be required to 
attend one meeting every three years. 
 
The attendance requirements would be included in a Model Relational Company constitution, 
but companies would be able to adopt different requirements if they thought appropriate. A high 
quorum and majority voting requirement would have to be achieved if the provisions in the 
company’s constitution were to be amended in respect of these matters if stricter requirements 
were to be introduced.  
 
Shareholders could attend meetings in person or vote by proxy, but the only proxies who could 
be appointed would be close relations of the shareholder (to be defined), or another 
shareholder, but not a director. If a shareholder fails to meet the attendance requirement in 
person or by proxy without proper reason, the relevant shares could cease to be eligible for 
dividend payments and voting rights would be withdrawn. This would apply until the shareholder 
complied with the attendance requirements satisfactorily. This sanction is similar to that which 
applies under current law if certain obligations concerning disclosure of share ownership are not 
complied with. 
 
The shareholders would have a duty to ensure that directors comply with their obligations. Part 
of the evidence of a breach of duty by a shareholder would be that he or she had not regularly 
attended shareholder meetings as required so as to ensure director accountability. Voting on 
resolutions would be by shareholders in a manner similar to that under existing company law. A 
record would be kept as to how each shareholder voted at meetings. 
 
6.7 Offers of Shares 
 
A Relational Company would issue a prospectus when offering its shares which would set out a 
description of the company’s business, accounts for appropriate periods and a summary of the 
constitution of the company and the rights attaching to its shares. The application of the EU 
Prospectus Directive requirements and possible extensions to the limited exceptions to the 
obligation to publish a full prospectus on an offer for shares require further research. 
 
The shares would be offered within the local community in which the company would operate 
and advertised, as appropriate, in local newspapers and on a website. Limited advertising would 
be carried out elsewhere in order to attract distant shareholder investors. 
 
6.8 Share Dealing 
 
Shares would be tradeable on a matched basis, so that a transfer could take place only if there 
is a willing seller and a purchaser who wishes to purchase some or all of his or her shares.  
Dealings could only take place within a period of a month from when the company’s annual 
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accounts are available after the end of each financial year. A valuation of the company, 
prepared by a qualified independent party, would be published on its website at the beginning of 
each dealing period. 
 
A shareholder wishing to sell a holding of shares would notify the company of the intention to 
sell. The company would report this on its website, notify all the other shareholders by email and 
advertise the sale in the regional media. The offer would be open for 14 days. If no existing 
shareholder offered to buy the shares, the company would have the right to buy in the shares 
and it would then hold them in ‘treasury’. Thus these shares would be available for issue by the 
company in later years to meet purchase requests.  
 
If this process does not lead to a purchaser emerging, the existing shareholder would have to 
retain his or her shares until the next dealing period arose.  
 
In order that new shareholders invest in the company by paying the price of their shares to the 
company rather than to the selling shareholder, a mechanism would be set up whereby the 
purchase price would be subscribed to the company in exchange for a share certificate or an 
entry in a register for uncertificated shares.  These monies would be held by the company on 
trust and then transferred to the selling shareholder whose shares would be cancelled.  The 
overall amount of issued share capital would not be changed as the cancelled shares would be 
matched by the new shares issued to the purchasing shareholder. 
 
The trading mechanism and valuation would normally be expected to be funded by the 
company. 
 
6.9 Groups of Relational Companies 
 
Concern over the conventional ‘top down’ approach to the structure of groups has been outlined 
above. In essence, under current arrangements the parent generally will own all or most of the 
shares in each subsidiary in the group, directly or indirectly, and will effectively control the 
operations of the subsidiaries in order to give value to the parent and its shareholders. A 
different approach would be taken by Relational Companies operating within a group in order to 
preserve the opportunities and responsibilities of the shareholders of each Relational Company 
involved.  
 
If a Relational Company wished to expand into a new geographic area, this could not be 
effected through the existing company. A new Relational Company would be established with 
local shareholders and directors as with any Relational Company. However, arrangements 
could be put in place for sharing trade names, trade marks and expertise.  
 
The ownership of the trade names and trade marks could be licensed by the original Relational 
Company to the new company. If there were further expansion of the business (as with a chain 
of stores or restaurants), the ownership of the name and marks could be transferred to a trust or 
a new Relational Company to be held for the benefit of all Relational Companies operating 
under the name. The use of the name and mark would be licensed to each Relational Company 
using it for a fee, subject to quality control requirements.  
 
If the ownership of the trade name and trade marks were held by a Relational Company, its 
shareholders would be those Relational Companies wishing to use the name and marks 
(holding an equal number of shares). The Joint Relational Company could provide other 
services on the input and output sides of the business, for instance an accounting function or 
joint purchasing. The directors of a Joint Relational Company would either be drawn from the 
directors of the operating Relational Companies or would be residents in the area where the 
Joint Relational Company was situated, with its employees being 80 % resident in the local 
area.  
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The Relational Group concept could be expanded so that there was a closer contractual 
relationship between the Joint Relational Company and the operating Relational Companies. 
Each Relational Company would operate as a separate entity with a view to generating a return 
for its shareholders, but would have to meet certain standards in the manner of operation of its 
business, as a measure of quality control and excellence which would apply to all Relational 
Companies operating in the Relational Group. 
 
The intention would be to try to replicate some of the benefits of a traditional group of 
companies, whilst maintaining the Relational Company requirements for each company 
involved. The concept suggested involves a ‘bottom up’ approach, so that each Relational 
Company would be run for the benefit of its shareholders, with the directors having responsibility 
for local interests, but with some of the benefits of operating within a group of companies with 
contractual obligations to each other.  
 
6.10 Debt 
 
Given the concern over expanding debt taken on by companies as discussed above, the overall 
borrowing by a company would be limited to a multiple of its nominal issued share capital. It is 
thought that twice the nominal figure would be appropriate, but borrowing for the purposes of 
this ratio would not include amounts owing to normal trade creditors. If the limit were to be 
breached and the company became insolvent, all the outstanding bank debt would be treated 
as if it were equity.  
 
In addition, lending banks would be prohibited from selling or otherwise trading debt 
representing borrowings they make to companies. This would encourage a relational and more 
responsible approach by banks to their customers. 
 
6.11 Insolvency 
 
If a Relational Company were to become insolvent, each shareholder would be liable up to an 
amount equal to 10% of the original amount subscribed by him or her or 10 % of the price for 
which the shares were purchased, to meet any unpaid debts of the company. This liability would 
not be on a joint and several basis, so that each shareholder would only be liable for a 
proportion of the unpaid debts of the company determined by the amount of his or her 
shareholding. Therefore, if one shareholder failed to meet the call for a contribution, the other 
shareholders would not be liable for that amount.  
 
Liability on shareholders would continue after a shareholder has sold his or her shares until the 
end of the dealing period after the end of the year following the sale of the shares. If, therefore, 
the company were to go into liquidation within that period the former shareholder could be liable 
for part of the debts of the company. 
 
The rescue of Relational Companies in financial difficulties could be encouraged, possibly 
through debt to equity conversion, although issues about local residency would have to be 
addressed. If a rescue outside formal proceedings were not possible, an administrator or 
supervisor of the company’s business would be appointed. The primary objective of the process 
would be to transfer the underlying business to an existing or new Relational Company. As part 
of this process, existing shareholders or other local investors (individual or institutional) would 
be able to buy the existing debt of the company, with a view to preserving the debt in the hands 
of those interested in supporting the company. 
 
In liquidation, the order of priority of payment of debts would be different from that under existing 
insolvency law. The full amount of arrears due to employees, including in respect of their period 
of notice, would rank before secured creditors. Trade creditors would also rank ahead of 
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secured creditors. HMRC would rank behind secured and unsecured creditors. Although this 
could make financing with bank debt more difficult, the approach in any event is for the amount 
of a company’s bank debt to be restricted to twice the nominal value of its issued share capital. 
If this limit is breached, all the company’s bank debt would be treated as equity in the 
insolvency. 
 
An administrator or supervisor would have to be resident in the area of operation of the 
company. He would, for instance, work at a local firm of accountants or at the local office of one 
of the big firms. The management would be encouraged to put a rescue plan together to try to 
ensure that creditors, in particular unsecured trade creditors and employees, are paid in full. 
 
The intention would be to achieve a proper balance between the interests of all the 
stakeholders, so that the responsibility for and risk of the failure of a company is shared by 
those with the appropriate interest. 
 
6.12  Tax 
 
A number of issues as to possible tax relief are under consideration, in particular whether there 
should be relief from taxation at the company level or whether dividend payments, subject to 
certain limits, could be free of income tax in shareholders’ hands. Shareholders could also be 
relieved from Inheritance Tax on the transfer or sale of their holdings on death. 
 
Further research into tax issues is being carried out.  
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7. Regulation of the Relational Company 
 
7.1 The Relational Company Code 
 

As explained above, listed companies and their directors are subject to extensive regulatory 
requirements, in particular in respect of the organisation of the boards of companies, issues 
concerning the powers of the directors, disclosures in annual reports and accounts and to the 
market generally, and as to directors’ dealings with shareholders. These requirements are set 
out in statute (in primary and secondary legislation), codes, rules, accounting statements and 
guidance notes. They are detailed and complex and change fairly frequently.  
 
These requirements are well meaning and can be helpful to ensure proper and transparent 
management of the board, and timely and appropriate disclosure to the market.  However, the 
overwhelming burden of complying with so many and varied requirements contained in 
numerous separate documents can lead to a box ticking reaction. There is concern that the 
benefit can be obscured by the weight and detail of the requirements, not to mention the time 
and cost involved in complying with them. Information disclosed to meet the requirements does 
not necessarily give shareholders confidence that they understand the underlying business and 
there are questions as to whether this approach helps to ensure that directors are held properly 
accountable.  
 

The proposal for Relational Companies is that the most relevant part of these regulations will be 
included in a Relational Company Code, which will give guidance for the structure and 
management of the board, contain some restrictions on the powers of the directors and outline 
matters where disclosure will be expected to be made at quarterly meetings. The Code will distil 
the most appropriate and helpful aspects of all the legislation and regulations which are 
considered relevant to the operation of the Relational Company. It will also include some 
requirements which are considered good practice to reflect relational obligations.  
 
The Code will set out a series of principles with detailed notes. The notes will give guidance as to 
how the principles will operate in practice. Each note will address an aspect of the relevant 
principle. The notes will be added to over time and may be amended after consultation. A 
Relational Company and its directors will be expected to comply with the principles, but if they 
consider they are inappropriate, or should not apply, in particular situations, the directors will 
have to explain to shareholders and the regulator (described below) why this is the case. 
Stakeholders who are affected by the directors not adhering to matters set out in the Code, for 
instance employees and creditors, will be able to raise issues of concern at a quarterly 
stakeholder meeting which they have a right to attend, or otherwise inform shareholders. The 
shareholders could then raise these matters with the directors. A summary of the matters raised 
and discussed at quarterly meetings will be published on the company’s website (restricted to 
viewing by shareholders) after each meeting. 
 
Aspects of the current regulations, which are considered unnecessary or impractical for 
Relational Companies and are therefore not included in the Relational Company Code, include 
the day to day disclosure of information to the market to ensure the share price reflects current 
market value (as shares can only be dealt with once a year on an annual valuation), many of the 
formal provisions of the Combined Code concerning appointments to the board and the 
operation of committees of non-executive directors in respect of appointment, remuneration and 
audit matters (these aspects will be discussed at quarterly meetings with shareholders) and 
other detailed formal disclosures required by the Operating and Financial Review (again these 
will be subject to disclosure at quarterly shareholder meetings). 
 
Compliance with the requirements of the Code will be overseen by the Relational Company 
regulator, as explained below. The Code may be revised from time to time by the regulator after 
full and proper consultation.  
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A summary of the main principles to be included in the Code are as follows: 
 
7.1.1  The directors of the company should be appointed through a proper process and each 

director is subject to re-appointment by shareholder resolution every 3 years. Their 
contracts should be terminable by the company on not more than 3 months notice. 

 
7.1.2  The board has a responsibility to operate the business of the company effectively and 

efficiently, taking account of the views of shareholders, in order to carry out the 
purposes of the Relational Company (see paragraph 5.3.1 above). 

 
7.1.3  The board will include one or more non-executive directors, if such appointment is 

requested by a majority of shareholders on the grounds that particular individuals can 
bring benefit to the company, due to their expertise, experience or other reason. 

 
7.1.4  The board must ensure that each director, on appointment and on a regular basis 

thereafter, receives proper training about the company and its operations, his or her 
duties as a director of the Relational Company and the ethos of Relational Companies 
in general. 

 
7.1.5  Within the ratio of 10:1 between the highest and lowest paid employees of the 

company, as described above, the board may establish incentive schemes for 
remuneration in addition to normal remuneration. Such schemes must have 
appropriately stringent performance criteria and the rewards may be in the form of cash 
or shares. Remuneration for each employee in the company (including the directors) 
must respect the level of contribution made to the company and the welfare generally of 
employees. Directors’ remuneration (including any incentive schemes) is subject to 
approval by shareholders on an annual basis. 

 
7.1.6  The board must act with integrity towards the company's shareholders (and potential 

shareholders) and all other stakeholders and keep them informed of matters concerning 
the management, business and operations of the company, subject to matters which 
are confidential or commercially sensitive.  

 
7.1.7  At quarterly meetings with shareholders, the board will present to shareholders 

attending (as well as all employees, creditors, customers, civic leaders and other 
stakeholders who are entitled to attend) a fair and proper description of the operation of 
the company for the previous quarter and for the year to date. This should include the 
financial results for the relevant period and a description of the development and 
performance of the underlying business and the prospects for its future development 
and performance.  

 
In addition, there would be an explanation as to how the company has protected the 
interests of and an analysis of the relationship with the employees, creditors, suppliers, 
customers and other stakeholders, how the company has promoted the long-term 
strength of the local community, has protected the quality of the environment and the 
impact of the company on society generally. Further, the board will explain its strategy 
for achieving the purposes of the company and any significant risks and uncertainties 
facing the company and what is the board’s approach to them. The directors will 
encourage a discussion on all these issues with those present at the meeting and have 
a continuing dialogue with stakeholders on these matters, as appropriate. 

 
7.1.8  Although the directors have responsibility to manage the business of the company, in 

consultation with shareholders where appropriate, they must obtain consent of 
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shareholders by a simple majority at a meeting for any significant transaction involving 
the company and its shares. Significant transactions are: 

(a) A disposal of assets of the company or an acquisition where the value of the 
disposed or acquired assets is 25% or more of the value of the company (at the 
latest annual valuation); 

(b) A transaction (including the acquisition or disposal of assets) between the 
company and a director or a relation of a director of a company; 

(c) The issue of new shares or the buy-back of shares by the company: 
(d) The adoption of a share option or other share incentive scheme; 
(e) The purchase of shares by a proposed new shareholder in the company.   

 
7.1.9. The board must ensure that the company complies with its obligations to pay third 

parties, in particular suppliers of goods and services to the company, on the terms 
provided in the contract of supply or within 30 days if this period is not specified.  

 
7.2 Regulatory Authority 
 
Existing companies are subject to a number of regulatory bodies. Relational Companies would 
have a special regulator, with powers in particular to enforce the duties of shareholders and 
directors to conduct the affairs of the company to meet relational standards. The regulator would 
operate through regional offices, each of which would have responsibility for Relational 
Companies operating in its area. 
 
There will be an issue as to who would fund the regulator. This would either be central or 
regional Government, or the Relational Companies themselves. 
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8. A Relational Business Charter 
 
8.1 The process towards the development and content of legislation in this and other 

countries in respect of the Relational Company is likely to take some time.  Consultation 
will be required and many details will need to be settled.  There may be support, 
meanwhile, for the development of a charter, in the form of a number of standards 
which listed and other companies could adopt in order to be recognised as meeting at 
least some of the relational objectives set out above.  Shareholders and directors of 
such a company would respect and adopt aspects of relational thinking for the benefit of 
the company and all stakeholders. 

 
8.2 The charter would be adopted within the current legislative framework, but would 

require a change to a company's constitution in certain respects.  A company adopting 
the charter would be likely to seek to achieve the status over a period of a few years.  
Once attained, it would record this status on its notepaper and other published material.  
Companies adopting this status would be recognised by an association of companies 
meeting the requirements.  There would be a requirement to confirm continuing 
compliance with the necessary standards each year. 

 
8.3 Although the charter would set out the requirements as a set of rules, compliance would 

be expected to be met by the "spirit" as well as the "letter" of the rules.  Directors would 
be expected to discuss the company's compliance with the charter at quarterly meetings 
with shareholders and other stakeholders.  In addition, the company would report on 
how it complies on its website and in its annual report and accounts.  It would be 
important that those dealing with the company and society in general would see that the 
company, its shareholders and directors, have embraced the standards incorporated in 
the charter.  This should give confidence and encouragement for future investors and 
those dealing with the company, the communities in which it operates and society 
generally that relational responsibilities are recognised, alongside the requirement for 
the success of the company's operations and the creation of value for shareholders. 

 
8.4 The requirements of the Relational Business Charter would be, in summary: 
 
8.4.1 The company would adopt part or all of the purpose of a Relational Company (as 

described in paragraph 5.3.1 above) in its constitution. 
 
8.4.2 Shareholders would be invited to quarterly meetings with directors and employees (one 

of which would include the AGM) and other stakeholders would be invited to attend at 
least one such meeting each year. 

 
8.4.3 Incentives would be introduced to encourage shareholders to retain their holdings.  

These incentives would be available to all shareholders and would be in the form of the 
award of additional shares, based on a percentage of their existing holding, if shares 
are held for three years (and a multiple thereafter). 

 
8.4.4 The company would seek to encourage at least 25% of the shareholders in the 

company to be individuals or family groups, holding on their own behalf.  This 
percentage target would include employees holding shares, either through market 
purchase or through share incentive schemes. 

 
8.4.5 The company would establish a password secure website for shareholders, directors 

and employees to communicate with each other on a regular basis.  Employees would 
naturally be bound by confidentiality requirements contained in their employment 
contracts and by law. 
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8.4.6 The company's borrowings would be limited to a multiple of its nominal share capital.  
Borrowings for these purposes would not include normal trade creditors.  The multiple 
would be established after consultation before the terms of the charter are finalised.  It 
would reflect a limit on borrowings which is reasonably achievable (and can be 
maintained) by companies which may wish to adopt the charter.  Some companies may 
require refinancing over a period of years to achieve the more restrictive borrowing level 
which would be required for charter status. 

 
8.4.7 There would be a requirement that each employee would be guaranteed at least one 

weekend day off each week, and would not be required to work more than 48 hours 
each week averaged over a 13-week period. 

 
8.4.8 The company's constitution would be amended to include a limit whereby the highest 

paid employee of the company (including directors) could not be paid remuneration 
greater than 10 times that paid to the lowest paid employee in the company.  
Remuneration would include not only normal payments, but the value of other parts of a 
remuneration package, for instance pension contributions, life policy premiums and the 
use of a vehicle. Any rights to shares or grants of share options would be given to all 
employees on the same differential basis which applies to remuneration within the 
company. Dividends paid to directors and employees in their capacity as shareholders 
would not be regarded as remuneration for these purposes. 

 
8.4.9 The company must meet its contractual obligations to pay third parties within the time 

stipulated or, if it is not stipulated, within 30 days. 
 
8.5 The content of the charter would be discussed with those bodies whose members 

represent listed and other companies, for instance the Confederation of British Industry 
and the Institute of Directors, to gauge the interest there may be for some companies to 
adopt the charter.  The relational aspects and merits of the adoption of the charter 
would be discussed and the terms of the charter established in order to reflect what is 
considered achievable for companies and their shareholders who are convinced of the 
merits of the adoption of certain relational principles in the way their companies operate. 
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9. Concluding Remarks 
 
9.1 Current Issues 
 
It will be seen from the above that there are recognised deficiencies in the way company 
structures currently operate. Issues of concern have grown considerably over the past two 
decades and have increasingly led to a division between shareholders on the one hand and the 
company and its directors on the other. The increasing burden of law and regulation on the 
operation of companies has not resolved many of these issues and in some respects have 
exacerbated them. A different approach is called for. 
 
9.2 Potential Benefits 
 
The proposed structure for the Relational Company, to put into effect the underlying relational 
principles set out above, should help to address many of these concerns and draw shareholders 
and other stakeholders into a closer involvement with the company. A relational operational 
framework should lead to a greater understanding about the operation of the company for the 
benefit of all involved. This should help to build up and support local communities and protect 
the environment, whilst encouraging dividends and capital return for shareholders. 
 
Companies which see the benefit of the adoption of certain of the principles set out above 
should be able to adopt the Relational Business Charter with approval of shareholders, but 
without adopting a completely new structure which would be set out in the proposed legislation. 
 
9.3 The Way Forward 
 
As described above, further research and analysis is to be carried out on the Relational 
Company proposal. This paper will be developed to set out more clearly the detailed framework 
for the relational structure. There are many legal and operational aspects which will need to be 
considered, not least enforcement and compliance issues. Consultation will take place to ensure 
that all the issues are fully and properly addressed. After the paper and the proposed book are 
published, further promotion of the proposals will be carried out, with the intention that 
legislation will follow. 
 
 
Jonathan Rushworth 
Michael Schluter 
 
June 2008 
 
 
 
Relationships Foundation is a Cambridge-based think tank whose starting point is the conviction 
that quality of relationships and social connectedness, sometimes termed social capital, has 
deep and lasting consequences for individual and social well-being. At a personal level 
relationships are key to identity, security and self-esteem; at a societal level, they are the 
foundation of political stability and participation, freedom from violence and crime and economic 
growth and development. Our practical initiatives act as a test bed for our ideas and also 
demonstrate the difference that a relational approach can make. Our values and thinking about 
relationships are derived from a Judaeo-Christian worldview, but the Relationships Foundation 
is an inclusive organisation and works with all those who share our relational values.  


