ares Purchase Out of Capital (“Off
et Purchase”)

BN a company can buy its own shares:

Generally,
to prevent a

may decide to purchase its own shares in order
g into the company with no way to sell his shares.
Because of bnance of share capital, there are very strict rules
rchase or redemption of shares.

purchase; for redemption of redeemable shares
ofits/New Share Issue - Guidance Notes” and
e Notes”.

please see
“Redemptio

A purchase
existing sha

a company purchases shares in itself from an
purchased are not redeemable shares.

A company

- outd
- out ¢ /new issue;
- (inli g cash; or
- outd

This docum
shares out ¢
Share Purc

are purchase out of capital. For purchase of own
a new issue of shares or cash, please see “Own
hare Issue/Cash — Guidance Notes”.

It should be
are less stri

company must follow for the first three methods
must be followed for the last.

Please note
redeem red
order to do

blic companies can purchase their own shares or
y private companies can reduce their capital in

This docu
companies
does not de

bdures that must be followed by private limited
shares, the so called “off market purchase”, and
(market purchase).

In order for
number of g

ANy to purchase shares in itself out of capital a
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Please notg
director mus
decision dej

chased from a director of the company, that
| may not be permitted to vote on the board
’s Articles of Association.

STEP 2-C n shares
e The n shares must be made available to the
See the dod

a contract |
“Own Share

hase out of Capital — Contract to Purchase”. For
nnected with an employees’ share scheme, see
— Contract to Purchase (ESS)".

Subject to t
either (i) a
approval is
until the co

below, the contract to purchase shares must be
an ordinary resolution or (ii) entered into before
pntract provides that no shares can be purchased
d by ordinary resolution.

The except
approve m
buyback, b

2013 shareholders can, by ordinary resolution,
ance, rather than authorising each individual
ks are for the purposes of an employees’ share

scheme.
The shares purchase. However, shares purchased for the
purposes of eme may be paid for in instalments.
If the “Own § pital — Contract to Purchase” (or the ESS version)
iS being us§ be made available to members. If there is only a
verbal cont m of the main contract terms must be made
available to
If the ording )posed as a written resolution then a copy of the
contract to | dum must be sent at or before the time that the
written reso Ders.
If the ording 5sed at a meeting then a copy of the contract to
purchase o be available for inspection for at least 15 days
before the lution is to be passed and at the meeting itself.
STEP 3A — d Auditor’s Report
e Sub e directors must make a statement in the
preg by an auditor’s report.
e The shares are bought back for the purposes of
an e e. In this case, Step 3B should be taken
insty
The Directo bnt of the solvency of the company. The document
“Own Sharg hl — Directors’ Statement” contains the required
wording. A a statement made by each of the directors
containing t
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b capital payment; and

e full enquiry into the affairs and prospects of the
he opinion:

on immediately following the date on which the
broposed to be made, that there will be no
pany could then be found unable to pay its

pr the year immediately following that date, that

spect to the management of the Company’s
par; and

cter of the financial resources that will in their
e Company during that year,

to continue to carry on business as a going
gly be able to pay its debts as they fall due)

An auditor’s to the Directors’ Statement and addressed to the

directors st3

pany’s state of affairs,

btatement as the permissible capital payment for
is view properly determined in accordance with
mpanies Act 2006, and

to indicate that the opinion expressed by the
unreasonable in all the circumstances.

the directors without having reasonable grounds
en every director who is in default will have
d, may face imprisonment of up to two years or a
penalties, it is advisable to seek expert advice.

for the opi
committed 3
fine or both.

A copy of t
members.

d the auditor’s report must be made available to

If the speci osed as a written resolution then the copy of the
Directors’ § ’s report must be sent at or before the time that
the written embers. The notes should also emphasise that
the written d within seven days (see Step 4 below) or it will

not be valid

If the specid
Statement &

sed at a meeting then the copy of the Directors’
ust be available for inspection at the meeting.

STEP 3B — r employees’ share scheme purchases only)

© Simply-Docs - C| n Shares Purchase Out of Capital
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for the opi
committed

fine or both.

sent to the
be passed

If the specid

Statement

© Simply-Docs - C|

ack for the purposes of an employees’ share
hre less stringent. Instead of a Directors’
port, the directors need only make a Solvency

se out of Capital — Solvency Statement for ESS
ding. A Solvency Statement is a statement that

pgards the company's situation at the date of the
pund on which the company could then be found
ise discharge) its debts; and

at the company will be able to pay (or otherwise
all due during the year immediately following that

the directors without having reasonable grounds
en every director who is in default will have
d, may face imprisonment of up to two years or a
penalties it is advisable to seek expert advice.

st be made available to members.

osed as a written resolution then the copy of the
or before the time that the written resolution is
Id also emphasise that the written resolution must
/1 below) or it will not be valid).

sed at a meeting then the copy of the Solvency
ection at the meeting.

n shares must be approved by the
resolution.

must also be approved by the shareholders.
ired for this.

g a payment out of capital is slightly
e is for the purposes of an employees’ share

5 must be approved by the shareholders of the

ssed to approve the use of capital as follows:

ot connected with an employees’ share scheme,
e passed within seven days of the Directors’

poses of an employees’ share scheme, a special
hin 15 days of the Solvency Statement.
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The approvs
resolutions

En resolutions (private companies only) or by
' meeting.

In either cas
represent n(
being so en
or would be

5 must be passed by shareholders who

tal voting rights of those shareholders who,
resolutions at the meeting on a show of hands
ite when the written resolutions are circulated.

If written res
is not an elig
resolutions.

ber holding shares which are to be purchased
pre will not receive a copy of the written

If a meeting
which are tg
resolutions

ill not be effective if any member holding shares
the voting rights of those shares and the
0€es so.

See the dodg
can be useq
of Capital —
shareholde

ase out of Capital — Written Resolutions” which
the shareholders or “Own Share Purchase out
sed to record minutes of a meeting of

In relation tq
documents

5es of an employees’ share scheme, see the
t of Capital — Written Resolutions (ESS version

of Special R e Purchase out of Capital — Minutes (ESS
version of § be documents contain resolutions approving the
use of capit

The documg
special resg
resolution ¢
terms of the
expense of
ordinary res

D that both the ordinary resolution and the
areholders for approval simultaneously. Each
ely but the ordinary resolution to approve the
puld be made first to save the company the
atement or Solvency Statement only for the

e contract to be rejected.

For an ordi
an employe
Capital - W

multiple buybacks of shares for the purposes of
e documents “Own Share Purchase out of
ultiple Buybacks)” or “Own Share Purchase
ple Buybacks)”.

STEP 5 - shareholder approval

e The s of passing an ordinary resolution
app s for the purposes of an employees’ share
sche Registrar for registration a copy of the
resg is required in the case of an ordinary
resd le buyback contract.)

e The s of passing a special resolution, must send
tot tion a copy of the resolution and certain
oth

e The blish notices in the Gazette and a national
new hase is for the purposes of an employee’s
sha
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ration of documents for purchase of own shares
bmployees’ share scheme).

e The e 2 statutory forms:

- The subject to stamp duty. HMRC has introduced
elec 5ses to replace their previous physical stamping
Systs bnd an electronic version of Form SHO3 to HMRC

and p duty. HMRC will then issue a letter confirming
the company should send to Companies House
toge letter will not appear on the public register. See

Is and the guidance issued by Companies House

the Registrar of Companies within 28 days of the

lure to do so is an offence and any officer of the
com  a fine if found guilty.

- The ancelled and Form SHO6 (Notice of Cancellation

of S he Registrar of Companies within 28 days of the
Notice of Cancellation of Shares”). Failure to do
S0 iS pany and any officer of the company in default is

A covering | ompanies House together with the Forms can be
found at “O f Capital — 2" Letter to Companies House”.
Note that G equire certain documents to be uploaded
digitally. It ith Companies House before sending any
paper doc

STEP 7 — chase of own shares out of capital

Once all of t
in order to p

b been satisfied then the company can use capital

If the purch
of capital m
approval of

an employees’ share scheme, the payment out
n five weeks and no later than seven weeks after
arding the use of capital.

If the purch f an employees’ share scheme, The Companies
Act 2006 ( Regulations 2015 has amended the relevant
yment out of capital. The April 2013 Regulations
ween when shares were surrendered and when
D an employees’ share scheme. This meant that
er their shares at least five weeks in advance of
5 Regulations amend and clarify the position so
that the sha no earlier than five weeks and no later than seven
weeks after DN approving the payment out of capital is passed.

omitted to
they were t
employees
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https://www.gov.uk/government/publications/notify-a-purchase-of-own-shares

n shares must be kept available for inspection at

the compan n years from the date of purchase of own shares.
Copies of th d auditor’s report must be available for inspection
for 5 weeks ial resolution regarding the use of capital. (There

is no such i
connection

relation to the Solvency Statement produced in
rposes of an employees’ share scheme.)

s less than the nominal amount of the shares
ce must be transferred to the company’s capital

If the perm
purchased,
redemption

If the permi
purchased,

greater than the nominal amount of the shares
ANy capital redemption reserve, share premium

account or the company, and (ii) any amount representing
unrealised or the time being standing to the credit of any
revaluation b company, may be reduced by the balance of the

amount by pital payment exceeds the nominal amount of the

shares.

In either ca of a fresh issue are applied by the company in
making a p es in addition to a payment out of capital the
permissible e aggregate of that payment and those proceeds.
Please nots olved in a purchase of own shares are complex
and must be re to follow the statutory procedures could result
in the purpo The company and any shareholders considering

participating juld seek specialist legal and tax advice.
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