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Shareholder agreements are 
essential for any business with 
more than one shareholder.
They’re especially valuable in family businesses or where two shareholders 
own similar, or the same, amount of shares.

They are simple to prepare, typically cost only a few hundred pounds (unless 
they’re particularly complex) and are easy to do when everything’s fine with the 
business. Once the problems occur it’s usually too late!

Here are 8 Reasons Why You Need a Shareholder Agreement: 

Life events
Without a shareholders‘ agreement, when 
life events happen (and they will!) there will 
inevitably be a strain on you, the business and 
your family. Sometimes that strain, and the 
pain that it causes can be enormous.  

Without a pre-agreed process as to what would 
happen on the occurrence of given events there 

will be at best some stressful discussions between 
the shareholders. 

At worst, tensions can escalate and the time it 
takes to resolve are likely to be hugely damaging 
to the business.

Transferring Shares
What if a shareholder decides he/she wants 
to pass their shares to a family member 
or to sell them to an outside third party 
without your consent? 

There should be a mechanism so that the 
other shareholder/s have first option to 
acquire the shares at market value. 

Incapacity 
What happens if a shareholder becomes 
‘incapacitated‘ in some way so that he is  
no longer able to work full-time in  
the business?

Should he be entitled to hold onto his shares 
for an indeterminate period of time or for  
a limited period of time?

How long should he continue to receive 
dividends or pay?

Bear in mind that whilst you could be left 
trying to keep the business going whilst the 
other shareholder retains his equity stake and 
of course he would be entitled to dividends. 

An agreement could for example stipulate that 
if the person is incapacitated for a given period 
of time then his shares can be acquired by the 
non-incapacitated shareholder.

Market Value  
of the shares 

In the event that a shareholder sells his 
shares to another shareholder then there 
needs to be a pre-agreed process as to  
how the market value of those shares will  
be assessed. 

Without an agreed process each shareholder 
could embark on their own course of action to 
get shares valued to get the most favourable 
value formula for them according to whether 
they are selling or buying – and the result  
is invariably a damaging dispute and  
big disagreements.

Control
There should be parameters as to  
what each shareholder can and  
cannot do without the consent of the 
other shareholder/s.

For example, incur expenditure over a given 
amount or incurring debt in the business  
for instance.

Death
When a shareholder dies unexpectedly 
both the remaining shareholder/s and the 
respective families of the deceased need to 
be able to follow a process. 

For example, on the death of the shareholder 
the remaining shareholder is likely to want 
to be able to buy shares of the deceased and 
of course the family of the deceased want to 
ensure that the share purchase is at the  
proper market value.

When shareholders die and there’s no 
Shareholder Agreement the problems that  
can cause can be devastating for everyone  
left behind.

Falling out
Inevitably at some point during the life of 
your business there will be strain on your 
business relationship with your fellow 
shareholder/s.

In the first instance this should be a process 
whereby you are obligated to endeavour, 
through a pre-reagreed process, to reach a 
mutual agreement but failing that there needs 
to be pre-agreed mechanism as to what form 
of external help you would take.  

For example, in the first instance you might 
want the process laid out where you each 
consult and work with a specified lawyer to 
endeavour to reach a solution.

Protect  
the business

We need to ensure that you can stop 
a shareholder leaving and setting up 
in competition — either whilst he is a 
shareholder or if and when he ceases to  
be a shareholder.  

Without a shareholders agreement there is  
a danger that there could be a falling out 
which you are unable to resolve and one  
of the shareholders simply sets up in 
competition to business and take a bunch  
of your existing customers.

Of course, you naturally think 
that none of these things will 
happen to you – and hopefully 
you’re right.

But if/when one of them does happen, 
providing you’ve got a properly drawn 
up, legally binding Shareholder 
Agreement, you’ll be fine.

That’s why you should call 01225 287 516 
now and talk with Jane Latham, the UK’s 
specialist Shareholder Agreement lawyer 
for small and medium size businesses.
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