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Guidance Note: Share Capital Reduction 

 

The Companies Act 2006 introduced a new way for private limited companies to 
reduce the amount of their share capital. 

From 1 October 2008 private limited companies, as an alternative to passing a 
special resolution and obtaining court approval, have the option of reducing the 
amount of their share capital by special resolution supported by a solvency statement 
made by the directors.  Authorisation to reduce share capital in the company’s 
articles of association is no longer required but the ability of the company to reduce 
its share capital will be subject to any existing provision in the articles which restricts 
or prohibits the reduction of share capital.  It is not possible to reduce the capital so 
as to leave the company with no share capital or with only redeemable shares in 
issue. 
 
Since the solvency statement route does not require court involvement it provides a 
simpler and cheaper means for a private limited company to reduce its share capital.  
Public companies must use the court approval procedure. 
 
The following are the steps that need to be followed in order for a private limited 
company to reduce its share capital through the new route. 
 
 
STEP 1 – Board Resolutions 
 
 

 The board must propose the share capital reduction. 
 
The board of directors is responsible for running the business of the company, so the 
decision to reduce the share capital must initially be taken by the board.  The 
document “Board Resolutions – Reduction of Share Capital” contains the necessary 
board minutes. 
 
STEP 2 – Solvency Statement 
  
 

 The directors of the company must make a solvency statement not more 
than 15 days before the date on which the special resolution is passed. 

 
 
The solvency statement is a statement of the solvency of the company. The 
document “Solvency Statement” contains the required wording.  A solvency 
statement is a statement that each of the directors has formed the opinion that:  
 

- as regards the company’s situation at the date of the statement, there is 
no ground on which the company could then be found to be unable to pay 
its debts; and 

 
- if it is intended to start the winding up of the company within 12 months of 

the date of the solvency statement, the company will be able to pay its 
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debts in full within 12 months of the commencement of the winding up (if 
this is the case, then the words in the second pair of square brackets in 
section (b) of the document “Solvency Statement” should be deleted); or 

 
- if a winding up is not intended to be started within 12 months of the date 

of the solvency statement, that the company will be able to pay its debts 
as they fall due during the next 12 months from the date of the statement 
(if this is the case, then the words in the first pair of square brackets in 
section (b) of the document “Solvency Statement” should be deleted). 

 
If the solvency statement is made by the directors without having reasonable grounds 
for the opinions expressed in it, and the statement is delivered to the Registrar of 
Companies, then every director who is in default will have committed an offence and 
if convicted, may face imprisonment of up to two years or a fine or both.  Because of 
the potential penalties, it is advisable to seek expert advice, although this is not a 
prerequisite for the directors to satisfy the condition that they have reasonable 
grounds for expressing the opinions contained in the solvency statement. 
 
If the special resolution to reduce the company’s share capital is to be proposed at a 
general meeting of the shareholders of the company, a copy of the solvency 
statement must be made available to the shareholders when they vote on that 
resolution and throughout the meeting. 
 
If the special resolution to reduce the company’s share capital is to be proposed by a 
written resolution, a copy of the solvency statement must be sent to every eligible 
member at or before the time when the proposed resolution is sent.  Care should be 
taken if the special resolution is to be proposed in this way.  Most private companies 
will have articles that specify a lapse date of 28 days for written resolutions.  Since 
the solvency statement must be made not more than 15 days before the date when 
the resolution is passed, it may be safer to propose the resolution at a general 
meeting on 14 days’ notice otherwise there is a risk that shareholders may not return 
their completed written resolution within 15 days even if they agree to it. 
 
If the solvency statement is not provided to the shareholders, then the company and 
every officer who is in default will have committed an offence and if convicted, may 
face a fine. 
 
 
STEP 3 – Shareholder Approval  
 

 The share capital reduction must be approved by the shareholders. 
 
The share capital reduction must be approved by the shareholders of the company 
by special resolution.  The special resolution must be worded to take effect on the 
date on which it is passed and not a later date. 
 
The approval may be by way of written resolution (private companies only) or by a 
resolution passed at a shareholders’ meeting. 
 
In either case, the special resolution must be passed by shareholders who represent 
not less than 75% of the total voting rights of those shareholders who, being so 
entitled, vote on the special resolution at the meeting on a show of hands or would be 
entitled to vote on the date when the written resolution is circulated. 
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See the document “Written Resolution – Reduction Share Capital” which can be used 
as a written resolution of the shareholders or “Minutes – Reduction Share Capital” 
which can be used to record minutes of a meeting of shareholders. 

 
 
 
STEP 4 – Statutory Forms  
 

 The company must complete 2 statutory forms: 
 

- a statement of capital showing the alteration in the company’s share 
capital (see “Form SH19 (Section 644 & 649) – Statement of Capital”); 
and 

 
- a statement made by the directors confirming that the solvency statement 

was made not more than 15 days before the date on which the resolution 
was passed, and a copy of it was made available to the shareholders (see 
“Section 644 – Statement by Directors”). 

 
 
STEP 5 – Companies House filing 
 

 The company, within 15 days of passing the resolution, must send to 
the Registrar for registration a copy of the resolution and supporting 
documents. 

 
 
Within 15 days after the special resolution for reducing share capital is passed, the 
company must deliver to the Registrar of Companies: 
 
- a copy of the solvency statement;  
 
- the statement of capital (Form SH19 (Section 644 & 649));   
 
- a copy of the special resolution;  
 
- the statement of the directors; 
 
- On 6th April 2010, Companies House introduced a fee which must be submitted 
together with Form SH19.  The fee is £10 for a standard service or £50 for a same 
day service. 
 
A covering letter that can be sent together with the above documents can be found at 
“Letter Companies House – Reduction Share Capital”. 
 
Please note that if any director is unable or unwilling to make a solvency statement 
the company will not be able to use the solvency statement route to effect a reduction 
of capital unless the directors who are unable or unwilling to make the solvency 
statement resign.  However, it would still be possible to proceed with the old system 
through court approval. 
 
Please also note that if your company has different classes of shares, you should 
consider the effect of any reduction of capital on voting rights, to ensure that the 
voting rights of the different classes remain in the same proportion after the reduction 
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of capital.  Separate class meetings will be required for each class.  If you are in any 
doubt about this, you should seek legal advice. 
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