
Directors



Aims of the lecture
·explain the role of directors in the operation of the 

company 

·discuss the ways in which the directors are appointed , 
can lose their office or be subject to a 
disqualification order 

·distinguish between the powers of the board of 
directors , the managing director and individual 
directors to bind the company 

·explain the duties that directors owe to their 
companies 

·demonstrate an understanding of the way in which 
statute law has attempted to control directors .
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Definition of director
ȬAny person occupying the position of director, by 

whatever name called ȭȡ s250 CA06.

·The decision as to whether someone is a director is 
therefore based on their function , not their title.

·There must be at least one director ×ÈÏ ÉÓ Á ȬÎÁÔÕÒÁÌ 
ÐÅÒÓÏÎȭȢ 

·Public companies ɀminimum two directors.

·A director must normally be aged at least 16.
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Types of directors
·Managing director (MD)

·The model articles allow the board to delegate to the MD any 
powers they see fit. 

·The MD has a dual role ɀmember of board and also executive 
officer . 

·Freeman & Lockyer (A Firm) v Buckhurst Park Properties 
(Mangal) Ltd (1964) ɀthe MD has the apparent authority to enter 
into all contracts of a commercial nature.

·Shadow director

·Ȭ! ÐÅÒÓÏÎ ÉÎ ÁÃÃÏÒÄÁÎÃÅ ×ÉÔÈ ×ÈÏÓÅ ÄÉÒÅÃÔÉÏÎÓ ÏÒ ÉÎÓÔÒÕÃÔÉÏÎÓ ÔÈÅ 
ÄÉÒÅÃÔÏÒÓ ÏÆ Á ÃÏÍÐÁÎÙ ÁÒÅ ÁÃÃÕÓÔÏÍÅÄ ÔÏ ÁÃÔȭȡ s251 CA06. 

·Not a shadow director if advice is given only in a professional 
capacity.
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Types of directors
·Executive director

·Likely to be a full-time employee involved in management.

·Non -executive director (NED)

·Part-time. 

·Brings outside expertise to board. 

·Not an employee. 

·Exercises control over executive directors.

·Chairman of board

·Chairs meetings of board. 

·Acts as spokesman for the company.
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Appointment
·Numbers

·Minimum: public companies - 2; private companies - 2.

·Maximum ɀno statutory maximum , but the articles may specify a 
maximum number.

·Appointment procedure

· Usually appointed by the existing directors or by ordinary resolution . 

· Directors of public companies should generally be voted on individually : 
s160 CA06. 

· A ÄÉÒÅÃÔÏÒȭÓ ÁÃÔÉÏÎÓ ÁÒÅ ÖÁÌÉÄ notwithstanding that his appointment was 
defective: s161 CA06.

·Service contracts

· Cannot exceed two years unless they have been approved by the 
shareholders by ordinary resolution: s188 CA06.
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Appointment
·Model articles for public companies

· At the first annual general meeting (AGM) all the directors retire and offer 
themselves for re-election by ordinary resolution . 

· At each AGM one-third of NEDs retire (those most senior). They can be 
re-elected. 

· Casual vacancies are filled by the board until the next AGM when the 
new directors must stand for election.

·Publicity

· The company must notify Companies House within 14 days of new 
appointments and any changes in particulars. 

· Enter details in the register of directors .

·Compensation for loss of office
· Gratuitous payments must be disclosed to all members and

· approved by ordinary resolution. If not approved, director holds payment on 
constructive trust for the company.
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Disqualification
·Model articles

·Directors must vacate their office if they become

· bankrupt , 

· insane , or 

· absent from board meetings for six months and the board 
so resolves.

·Company Directors (Disqualification) Act 1986
(CDDA 1986) - introduced to prevent the misuse of 
the limited liability status of companies by 
directors who would set up a new company to carry 
on essentially the same business as an old company 
which had ceased trading with unpaid debts.
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Disqualification
·Company Directors (Disqualification) Act 1986 

(CDDA 1986)

·Grounds for disqualification : 
· Persistent breaches of CA06, e.g. failure to file returns (0-5 years' 

disqualification). 

· Conviction of a serious offence in connection with the management of a 
company (0-15 years' disqualification). 

· Fraudulent or wrongful trading (0-15 years' disqualification). 

· An investigation by the Department for Business, Enterprise and 
Regulatory Reform (formerly the Department of Trade and Industry) 
finds the director unfit to be concerned in the management of a 
company (0-15 years' disqualification). 

· ,ÉÑÕÉÄÁÔÏÒȭÓ ÒÅÐÏÒÔ ÆÉÎÄÓ ÔÈÅ ÄÉÒÅÃÔÏÒ unfit to be concerned in the 
management of a company(2-15 years' disqualification).
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·Company Directors (Disqualification) Act 1986 
(CDDA 1986)

·Legal consequences : a disqualified director cannot be 

· concerned in the management of a company directly or indirectly or 

· act as a liquidator or

· receiver or 

· promoter.

·Breach of a disqualification order :
· This is a criminal offence, which could result in a fine and 

imprisonment. 

· The disqualified director (or any person who acts on his instructions) is 
personally liable for the debts of the company while so acting.
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Removal
·Under s168CA06, a companymay by ordinary resolution

remove a director before expiration of his period of office
notwithstanding anything in:
· its articles,or

· any agreementbetweenhim and it . Thus a director can be removed despite
any provision to the contrary in his servicecontract, although he cansuefor
damagesif the removal is in breachof his contract.

·The power of the members to remove a director may be
limited - Bushell v Faith (1970)

Facts: A provision in the articles tripled the number of votesof sharesheld by directors
on a resolution to remove them. Statute only required an ordinary resolution and
madeno provision asto how it could beobtained or defeated.

Held : The weighted voting rights provided in the articles werevalid.
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Removal - Procedure
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General duties
·Prior to the Companies Act 2006, common law rules 
ÁÎÄ ȬÅÑÕÉÔÁÂÌÅ ÐÒÉÎÃÉÐÌÅÓȭ made up the law on 
ÄÉÒÅÃÔÏÒÓȭ ÄÕÔÉÅÓȢ 

·These have now been replaced by the specific 
statutory duties provided in the Companies Act 
2006. 

·However, the old case law still has relevance in 
interpreting the new legislation and illustrating its 
application: s170 CA06.
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