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Template
SIMPLE CONSTITUTION

	Use Notes

	Purpose
	This simple constitution template can be used by a company from day one, and is usually swapped out when the company raises its first investor-led priced equity round. It may also need to be replaced if the company adopts a shareholders’ agreement. 
It’s designed to keep things straightforward and flexible in the early stages, making use of some of the options available under the Companies Act 1993, such as:
· the ability to issue new shares (or convertible instruments like SAFEs) without needing to offer them to existing shareholders first or get formal shareholder sign-off;
· pre-emptive rights on transfers of existing shares (so existing shareholders get first right to buy if someone wants to sell their shares);
· tag-along rights, letting minority shareholders join in if there’s a significant sale; \
· drag-along rights, allowing a majority of shareholders to require everyone to sell if a 100% sale is happening; and
· the company being able to insure its directors.
This constitution is based on the idea of majority rule. Shareholders with most of the shares get to appoint the board, and the directors can generally act without needing shareholder approval.
This setup works well for many early-stage companies, but it won’t be the right fit for everyone- so have a think about what’s best for your situation.

	General
	Sections marked in [square brackets] and highlighted in green are optional and need your input. If there’s something to explain or consider, you’ll see a note next to it starting with [DRAFTING NOTE: …].
If you add or remove any clauses, make sure to check and update any cross-references that might be affected.
Before finalising the document, make sure you've worked through all the optional sections and removed this cover page and any drafting notes. A quick way to check for anything you’ve missed is to search for [ using Ctrl+F (or Command+F on a Mac).

	Disclaimer
	This template has been prepared by Avid.legal Limited in conjunction with What Founders Want. It is intended to serve as starting point only and should be tailored to meet your specific requirements. Avid.legal Limited and What Founders Want take no responsibility for the content of the document or the consequences of using it. You should take specific legal and tax advice for your situation before using this template. Nothing in this template should be construed as legal advice for any particular facts or circumstances.




CONSTITUTION OF [INSERT NAME] LIMITED
 
[bookmark: _Toc360532720]Definitions and interpretation
[bookmark: _Ref289762481]Definitions: In this Constitution, unless the context otherwise requires:
Act means Companies Act 1993. 
Board means Directors who number not less than the required quorum acting together as a board of Directors of the Company.
Business Day means a day that is not a Saturday, Sunday or public holiday in the region where the Company’s registered office is located.
Company means [insert name] Limited.
Constitution means this constitution, as amended from time to time.
Director means a person appointed as a director of the Company.
Interested, in relation to a Director, has the meaning set out in section 139 of the Act. 
[bookmark: _Hlk204107629]Proposing Transferor means any person who:
(a)	gives a Transfer Notice under clause 7.2, or is deemed to have given a Transfer Notice pursuant to this Constitution;
(b)	is obliged to procure a tag along offer under clause 9.1; or
(c) 	gives a Selling Notice under clause 10.1.
Share means a share issued, or to be issued, by the Company.
Shareholder means a person who holds any Shares in the Company. 
Transfer Notice means a notice in writing given under clause 7.2.
Interpretation: In this Constitution, unless the context otherwise requires:
section, clause and other headings are for convenience only and will not affect the interpretation of this Constitution; 
in the absence of an express indication to the contrary, reference to clauses or paragraphs are to clauses and paragraphs of this Constitution;
where any term defined in this Constitution takes a different form for reasons of grammar, the different form has a corresponding meaning;
references to persons will include references to any association of persons whether corporate or incorporate, and any state or government or department or agency thereof, whether or not having separate legal personality;
the term “including” means “including without limitation”;
the terms “written” and “in writing” include any means of reproducing words, figures or symbols in a tangible and visible form; and
words or expressions defined in the Act have the same meaning in this Constitution. 
[bookmark: _Toc360532721]General
Rights, powers and duties: The Company, the Board, each Director and each Shareholder have the rights, powers, duties and obligations set out in the Act except to the extent that they are negated, modified or extended by this Constitution.
[bookmark: _Toc360532722]Shares
The Board may issue Shares: [footnoteRef:1]  [1:  	[DRAFTING NOTE: Section 45 of the Companies Act gives existing shareholders pre-emptive rights (also called a “right of first refusal”) when new shares are being issued - meaning the company must offer new shares to all existing shareholders first. This clause opts out of that rule, giving the directors flexibility to issue new shares without needing prior shareholder consent. That makes it easier and faster for the company to raise capital.]] 

Section 45 of the Act does not apply to the Company.
The Board may issue additional shares (and rights or options to acquire shares) of any class (including redeemable shares) at any time, to any person and in such numbers and on such terms as the Board thinks fit.
The Company may issue shares that rank or would rank as to voting or distribution rights, or both, equally with or prior to existing shares without any requirement that the shares be first offered to existing Shareholders and for the purposes of section 117 of the Act such an issue is not an action affecting the rights attached to the existing shares
Rights attaching to Shares: Subject to the rights of Shares which confer special rights, each Share confers on the holder the right to:
[bookmark: _Toc237439112]one vote on a poll at a meeting of the Shareholders on each resolution;
[bookmark: _Toc237439113]an equal share in dividends authorised by the Board; and
[bookmark: _Toc237439114]an equal share in the distribution of the surplus assets of the Company.
Purchase of Shares by Company: The Company may purchase or otherwise acquire Shares issued by it from one or more of the Shareholders and hold any Shares so purchased or acquired (including for the purposes of clause 67A(1)(a) of the Act).
Matters relating to the board
[bookmark: _Ref254001104]Appointment and removal: Directors may be appointed by ordinary resolution and may be removed or replaced in the same manner as they were appointed.
Vacation of office: A Director ceases to be a Director:
if they die, or become mentally disordered or subject to a property order or personal order made under the Protection of Personal and Property Rights Act 1988; 
if they become bankrupt or make an arrangement or composition with their creditors generally; 
if they otherwise become disqualified from being a Director pursuant to the Act; 
if they are removed from office pursuant to this Constitution or the Act; or
if they resign by notice in writing delivered to the Company (such resignation to be effective on receipt by the Company).
Renumeration: The Board may exercise the power conferred by section 161 of the Act to authorise any payment or other benefit of the kind referred to in that section.
Proceedings: The provisions set out in Schedule 3 of the Act shall govern the proceedings of the Board.
Management of Company: Except as provided in this Constitution, the business and affairs of the Company will be managed by, or under the direction or supervision of, the Board.
[bookmark: _Ref302987837][bookmark: _Toc360532727]Indemnity and insurance
[bookmark: _Ref336003210]Indemnity and insurance: The Company is authorised to indemnify, and effect insurance for, a Director or employee of the Company or a related company of the Company pursuant to, and in accordance with, section 162 of the Act.
Certificate: The Directors who vote in favour of authorising the effecting of insurance under clause 6.1 must sign a certificate stating that, in their opinion, the cost of effecting the insurance is fair to the Company.
Insurance: The Company may effect insurance for a director or employee of the Company or a related company in respect of any liability or costs referred to in section 162(5) of the Act.
Definitions: In this clause 5, “Director” includes a former Director and “employee” includes a former employee. 
[bookmark: _Toc360532728]Interests of Directors
Interested Directors may: A Director who is Interested in a transaction entered into, or to be entered into, by the Company may:
vote on any matter relating to the transaction;
attend a meeting of the Board at which any matter relating to the transaction arises and be included among the Directors present at the meeting for the purposes of a quorum;
sign a document relating to the transaction on behalf of the Company; and
do any other thing in their capacity as a Director in relation to the transaction,
as if the Director was not Interested in the transaction.
[bookmark: _Toc254003323][bookmark: _Toc150187612][bookmark: _Toc150183938][bookmark: _Toc135122696][bookmark: _Toc134846586][bookmark: _Toc122767826][bookmark: _Toc122764876][bookmark: _Toc122764567][bookmark: _Toc122764066][bookmark: _Ref54407379][bookmark: _Ref234306128][bookmark: _Ref342398382][bookmark: _Ref342398809][bookmark: _Ref342399049][bookmark: _Toc385209][bookmark: _Toc360532732][bookmark: _Toc150187607][bookmark: _Toc150183933][bookmark: _Toc135122691][bookmark: _Toc134846581][bookmark: _Toc122767821][bookmark: _Toc122764871][bookmark: _Toc122764562][bookmark: _Toc122764061][bookmark: _Ref359042395][bookmark: _Ref234306173][bookmark: _Ref234306196][bookmark: _Ref234306380][bookmark: _Ref234306773][bookmark: _Ref342398655][bookmark: _Ref342398681][bookmark: _Ref342398796][bookmark: _Ref342398823][bookmark: _Ref342398996][bookmark: _Ref531099015][bookmark: _Toc385205][bookmark: _Ref36158064]TRANSFER OF SHARES[footnoteRef:2] [2:  	[DRAFTING NOTE: This clause gives existing shareholders a “right of first refusal” when someone wants to sell their shares - meaning shares must be offered to existing shareholders first (unless an exception in clause 7.7 applies). If no one takes up the offer after following the required process, the seller can then sell their shares to an outside party, but only if the price and terms are no less favourable than what was offered to the existing shareholders. This clause helps existing shareholders maintain some control over who joins the share register, by giving them the option to buy the shares themselves if they don’t want a new shareholder coming in.]] 

[bookmark: _Ref359042416]Pre-emptive Provision:  Save for transfers exempted pursuant to clause 7.7 no Share in the Company will be sold or transferred by any Shareholder unless and until the rights of pre‑emption conferred in this clause 7 have been exhausted.  Any contract to sell Shares entered into before these rights are exhausted must be conditional on those rights being exhausted.
[bookmark: _Ref204107661]Obligation to Give a Transfer Notice:  Every Shareholder who wishes to sell or transfer any Shares (other than as permitted by clause 7.7) will give notice in writing to the Company specifying the price at which the Proposing Transferor is prepared to sell its Shares.  Such notice will have the effect of constituting the Company as the Proposing Transferor's agent for the sale of the Shares in accordance with this clause 7.  If a Transfer Notice includes several Shares it will not operate as if it were a separate notice in respect of each Share and the Proposing Transferor will be under no obligation to sell or transfer part only of the Shares specified in the notice.  No such notice may be revoked by a Proposing Transferor except with the consent of the board.
[bookmark: _Ref204107357]Offer to Shareholders:  A Transfer Notice must be dealt with as follows:
Notice to Shareholders:  Upon receipt of the Transfer Notice the Company must promptly give written notice to all Shareholders other than the Proposing Transferor offering the Shares specified in the Transfer Notice in accordance with the provisions of this clause.
Form of Offers:  An offer pursuant to clause 8.3.1 must be made by written notice to each of the relevant Shareholders, in proportion to their existing holdings in the Company, without taking into account any Shares held by the Proposing Transferor.  The notice must state:
the number of Shares to which the offeree is entitled;
the price specified in the Transfer Notice at which the Proposing Transferor is prepared to sell the Shares;
the time (not being less than 14 days nor more than 28 days) within which the offer, if not accepted, will be deemed to be declined; and
that if the offeree wishes to purchase Shares in excess of the offeree's entitlement the offeree must, when accepting the offer, state the number of excess Shares which the offeree wishes to purchase.
Claims in Excess:  If any of the offerees do not claim their full entitlement the unclaimed Shares must be used for satisfying the requests for excess Shares.  If there are insufficient unclaimed Shares to satisfy such requests, the unclaimed Shares must be divided among those offerees who request excess Shares, in proportion to their existing shareholdings in the Company (provided that no Shareholder will be allocated more excess Shares than the number which that Shareholder has requested) and Shares remaining unallocated after such proportional division (or any subsequent division) will be used to satisfy the requests for excess Shares which remain unsatisfied, in proportion to the existing shareholdings in the Company of the relevant offerees.
Other Persons:  If any Shares specified in the Transfer Notice remain unaccepted after the procedures set out in the preceding clauses have been followed (Unallocated Shares) the Company may for a further period of 28 days offer those Unallocated Shares to any third person approved by the board (Other Persons) at a price not lower than the price specified in the Transfer Notice and on terms no more favourable to the purchaser than those offered to the Shareholders.
[bookmark: _Ref204107385]Obligation to Transfer:  If, within the time periods specified in clause 7.3 after receipt of a Transfer Notice, the Company has received acceptances pursuant to clause 7.3 for all of the Shares specified in the Transfer Notice, the board must promptly give notice of that fact to the Proposing Transferor and to the Shareholders and any Other Persons who were allocated Shares (Transferees), such notification to also specify the number of Shares allocated to each Transferee and the date when settlement will occur (Settlement Transfer Date).  On the Settlement Transfer Date:
Payments:  each Transferee will pay to the Proposing Transferor the price of the Shares which that Transferee has agreed to purchase at the price per Share specified in the Transfer Notice;
Proposing Transferor Bound to Sell:  the Proposing Transferor will be bound to transfer the Shares specified in the Transfer Notice to each Transferee upon payment of the total purchase price for those Shares, subject to deduction in payment to the Company of any amount which the Proposing Transferor owes to the Company; and
Transfers to be Registered:  subject only to the restrictions contained in clause 8, the board will register all such transfers.
Board May Effect Transfer:  If a Proposing Transferor defaults in transferring any Shares specified in a Transfer Notice in accordance with clause 7.4 the Company may execute a transfer of the Shares on behalf of the Proposing Transferor.  Subject to deduction of any amount in respect of which the Company has a lien over the Shares, the Company will hold the purchase price in trust for the Proposing Transferor.  The receipt of the Company will constitute a valid discharge for the purchase price and no question will be raised as to the title of a Transferee after entry of the name of the Transferee or other person in the share register as the holder of the relevant Shares.
Transferor May Sell to Non‑Shareholders:  If, within the time periods specified in clause 7.3 after receipt of a Transfer Notice, the Company has not received acceptances pursuant to clause 7.3 for all of the Shares specified in the Transfer Notice, the Proposing Transferor may, within the following three months thereafter, sell or transfer all of the Shares specified in the Transfer Notice to any person(s) at a price not lower than the price specified in the Transfer Notice and on terms no more favourable to the purchaser than those offered to the other Shareholders.
[bookmark: _Ref52789700]Exempted Transfers:  The provisions of this clause 7 will not apply to any transfer of Shares by a Shareholder:
Shareholder Approved Transfers:  to any person if the holders of at least 75% of the Shares (with voting rights attached) consent in writing to the transfer;
Acquisition of Company's Own Shares:  to the Company, if made in accordance with this Constitution, and the Act; 
[bookmark: Headings]Drag Along:  to any person where all of the Shareholders are "dragged" in accordance with clause 9; 
[bookmark: _Ref234305405]Tag Along: to a Proposed Transferee in accordance with clause 9.1; or
Permitted Transferees:  to any of the following persons:
Group Of Companies:  if the Shareholder is a company, to any related company (as defined in the Act);
Beneficial Owner:  to a person who is the beneficial owner of such Shares or (in the case of the legal title only) to a different or additional nominee(s) or trustee(s) on behalf of such beneficial owner.
[bookmark: _Toc150187608][bookmark: _Toc150183934][bookmark: _Toc135122692][bookmark: _Toc134846582][bookmark: _Toc122767822][bookmark: _Toc122764872][bookmark: _Toc122764563][bookmark: _Toc122764062][bookmark: _Ref19535835][bookmark: _Ref342398748][bookmark: _Ref384492][bookmark: _Toc385206]REFUSAL TO REGISTER TRANSFERS
Transfer Restrictions: Subject to compliance with the provisions of section 84 of the Act, the Board may refuse or delay the registration of any transfer of any Share to any person, whether an existing Shareholder or not:
Required by Law:  if so required by law;
Imposition of Liability:  if registration would impose on the transferee a liability to the Company and the transferee has not signed the transfer;
Failure to Pay:  if a holder of any such Share has failed to pay when due any amount payable in respect of that Share to the Company;
Infant or Unsound Mind:  if the transferee is an infant or a person of unsound mind;
Proof of Ownership:  if the transfer is not accompanied by such proof as the Board reasonably requires of the right of the transferor to make the transfer;
Transfer Provisions:  if the pre-emptive provisions contained in clause 7 or tag along provisions in clause 9 have not been complied with; or
Comply with Terms:  if the terms of issue of the Shares or this Constitution have not been complied with in relation to the proposed transfer. 
[bookmark: _Ref93073047][bookmark: _Ref36159002]TAG ALONG[footnoteRef:3] [3:  	[DRAFTING NOTE: This clause allows existing shareholders to “tag along” when a significant number of Shares are being sold. It’s especially helpful for minority shareholders, as it gives them the chance to sell their shares alongside the main seller - providing an opportunity for liquidity and avoiding the risk of being left holding a small, harder-to-sell stake in the Company..] ] 

[bookmark: _Ref93072971]Material Acquisitions of Shares:  If a Shareholder (or group of Shareholders) proposes a transfer of Shares (having exhausted the pre-emptive rights pursuant to clause 7) and which, together with any related transactions, would constitute a sale of [50% or more][footnoteRef:4] of the Shares, the Proposing Transferor must first give notice in writing to the remaining Shareholders of their intention to sell their Shares, before making the proposed transfer (Proposed Transfer) and procure the proposed transferee to make a legally binding offer to the remaining Shareholders to acquire a pro rata proportion equivalent to the proportion of Shares being purchased from the Proposing Transferor on the same terms. [4:  	[DRAFTING NOTE: Consider the threshold at which the tag along should apply – it is usually a significant portion of the shares and 50% is relatively common but you should set this based on the types of sale/mix of shareholders that are likely to trigger this.]] 

Period of Offer:  The offer referred to in clause 9.1 must be expressed to be capable of acceptance for a period of not less than 14 days and if it is accepted by any Shareholder (Accepting Shareholder) within that period, the completion of the Proposed Transfer will be conditional upon the proposed transferee tendering completion of the purchase of all of the Shares held by each Accepting Shareholder.
DRAG ALONG[footnoteRef:5] [5:  	[DRAFTING NOTE: This clause allows a majority shareholder (or group of shareholders) to “drag along” the other shareholders into a sale if they reach a certain ownership threshold. It helps enable a full sale of the Company—which is usually more attractive to buyers—by preventing a minority shareholder from blocking the deal. Minority shareholders are still protected: they can’t be forced to give warranties, indemnities, or other commitments beyond what the main sellers are giving, and their liability is generally capped at the amount they receive for their shares (subject to some limited exceptions—see clause 10.3).]] 

[bookmark: _Ref234307425]Offer to Purchase:  If the holder(s) of [75% or more][footnoteRef:6] of the Shares propose to sell all of their Shares (to a proposed third party purchaser (or purchasers acting in concert) who has made a bona fide legally binding offer on arm’s length terms (Proposed Transferee) for all of the issued Shares (Offer), the Proposing Transferor(s) will have the right to give to the Company written notice, requiring the Company to drag the other Shareholders.  That notice (Selling Notice) will include details of the price and terms offered for each Share, details of the Proposed Transferee and the place and time for completion (Completion) of the Offer (being no less favourable terms in all respects offered to the Proposing Transferor(s) for their Shares). [6:  	[DRAFTING NOTE: Consider the threshold at which the drag along should apply - it is usually a high majority of Shares and 75% is relatively common but you should set this based on the types of sale/mix of shareholders that are likely to trigger this.]] 

Drag Along Notice:  Immediately upon receipt of the Selling Notice, the Company will give notice in writing (Drag Along Notice) to each of the Shareholders (other than the Proposing Transferor(s)) giving the details contained in the Selling Notice and requiring each of them to sell to the Proposed Transferee at Completion all of their holdings of Shares on the terms contained in the Drag Along Notice subject to the provisions set out below.
[bookmark: _Ref97559633][bookmark: _Ref54407812]Compulsory Sale:  Each Shareholder who is given a Drag Along Notice will sell all of their Shares referred to in the Drag Along Notice (contemporaneously with the Proposing Transferor(s)) on the terms set out in the Drag Along Notice.  However in no circumstances will any such Shareholder be required to:
provide any warranties or indemnities to the Proposed Transferee beyond those that are being provided by the Proposing Transferor(s) on a pro rata basis;
make any covenants beyond those which are being made by the Proposing Transferor(s) on a pro rata basis; and
be liable under any warranties or indemnities for an amount in excess of what they receive in respect of the sale of their Shares (save in respect to carve outs of any limitations also applicable to the Proposing Transferor(s) on a pro rata basis).
Company May Complete:  If any Shareholder fails to comply with clause 10.3, the Company will be constituted the agent of that Shareholder for the sale of the respective Shares in accordance with the Drag Along Notice and the Board may authorise any person to execute and deliver on behalf of, and as attorney for, each defaulting Shareholder the necessary instrument(s) of transfer.  The Company's receipt of the purchase price will be good discharge to the Proposed Transferee and the Company will be solely responsible to account to the defaulting Shareholders.
Method of contracting
Deeds: A deed which is to be entered into by the Company may be signed on behalf of the Company, by:
two or more Directors; 
if there is only one Director, by that Director whose signature must be witnessed; 
any Director, or any person authorised by the Board, whose signature must be witnessed; or
one or more attorneys appointed by the Company.
[bookmark: _Toc254003325][bookmark: _Toc360532733]Notices
Service: A notice may be served by the Company upon any director or Shareholder either personally or by posting it by fast post in a prepaid envelope or package addressed to such director or Shareholder at such person's last known address or by email to the email address of such director or Shareholder, or by other electronic means approved by the Board, or in the manner provided in section 391 of the Act.
Service by Email: Any notice transmitted by email:
will be deemed to be received on the Business Day on which it arrives in the recipient's information system; or
if received in the recipient's information system after 5.00 pm on a Business Day, or at any time on a non Business Day, will be deemed to be received at 9.00 am on the next Business Day.
If there is any dispute as to whether an email has been received, the email will only be deemed to have been received if the party giving notice produces a copy of the email which evidences that the email was sent to the correct email address of the party given notice. 
[bookmark: _Toc254003326][bookmark: _Toc360532734]Liquidation
Distribution of surplus assets: Upon the liquidation of the Company the surplus assets of the Company (if any) must be distributed in accordance with the Act. 
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