
Shareholders Agreement 
Key headings and Issues to consider 

 
This note is to clarify the overall purpose and content of a shareholders agreement, so that 
you can brief your lawyer more easily as regards what you want to achieve with and 
include in your shareholders agreement - and thereby save a lot on legal fees.  
 
It is deliberately written in English as opposed to attempting to use legal phrasing. 
Shareholders would be advised to discuss and agree among themselves what sort of SHA 
they want and agree headline issues before going to a lawyer as that will keep costs down. 
This note aims to give an indicative framework for your shareholders agreement rather 
than serve as a comprehensive checklist of all issues you need to cover as that will be case 
specific. 
 

A) Purpose of a shareholder agreement 
 
 
• Agree clear targets for the company, Identify and address key risks  

 
• Clarify roles, rights and responsibilities of shareholders in their multiple roles. It is 

important to clarify roles and rights specifically as shareholders (e.g.  
 

o Shareholders may have rights to a dividend (so SHA will lay down basic 
principles of how dividend pay-outs are decided), and  

o Shareholders will have duties for example to attend AGMs as opposed to 
potential roles as key members of the management team  

o Some shareholders will also work actively in the business as management 
or staff, others will not. It is useful to clearly delineate what each member 
of the management team does, but even more important when management 
are also shareholders. The shareholders agreement should reference role 
description documents for all shareholders who are also executive 
management. Remuneration for executive roles should be based on arms 
length salaries for similar jobs and should be separate from any dividend 
pay-outs.  

o Shareholders may also potentially but not necessarily be members of a 
board, and if so will again have duties (attending board meetings and 
ensuring that board meetings operate in the best interests of the 
shareholders) and also rights (for example access to accurate financial data 
on a timely and adequately detailed basis).  

 
Some shareholders may act in all 3 roles- i.e. they may be shareholders, managers 
and board members. Others may not act as active management and may not sit on 
the board.  
 
Some simple Shareholders agreements are limited to addressing duties and rights of 
shareholders as such and do not address issues related to shareholders in executive 



roles and may have only short guidance on how the board works. Particularly in 
small business where it is extremely likely that some shareholders will wear all 3 
hats, it is important that the agreement should address each set of roles and 
responsibilities separately and explicitly. Otherwise conflicts tend to happen over 
the failure of one shareholder to pull their weight in the business, or the inability of 
the board to make and enact clear decisions because of disagreement within the 
shareholder body and the lack of a clear framework for decision-making at board 
level. 
 
The following note is primarily aimed at this scenario, i.e. outlines the key 
headings in a shareholders agreement that comprehensively addresses rights and 
obligations of shareholders as shareholders, managers and potentially board 
members. 
 
 
The SHA is a valuable opportunity to discuss clarify how exactly shareholders will 
be rewarded for their various roles – i.e. as executive managers they will draw a 
salary/ bonus commensurate with the position held, whereas as shareholders they 
will get a dividend in proportion to the shares held out of any remaining profit after 
all salaries and other expenses are paid. In the absence of clarity on this from the 
beginning this can obviously be a major point of conflict. 
 
 

• The SHA seeks to establish a clear framework for decision-making and thereby 
maximise value achieved from the company's assets. This means that the SHA 
should seek to agree the processes and principles for decisions such as major 
investments, developing and pricing new products, expanding the business, so that 
is full transparency around such decisions and they are made in a rational and 
informed manner with an appropriate level of input from shareholders depending 
on the nature and size of the decision. 
 

• The SHA should identify and address as far as possible all of the potential 
scenarios the shareholders may face from death to poor performance of a 
shareholder who has a role as executive manager to exiting the company to cash in 
shares. 

 
• Protect the reasonable rights of minority shareholders in the company, meaning 

that they can ring-fence some issues such that a very high percentage of 
shareholder support is required to enact certain decisions thereby avoiding a 
situation where a small shareholder has little or no voting power on significant 
issues. 
 

Shareholders agreements vary widely as regards content mainly because Shareholders can 
choose to sign only a very simple and limited agreement which only addresses basic rights 
and duties of shareholders, or depending on the needs of the relevant shareholders they can 
decide to create a much more comprehensice, addressing overall governance structures 
(how exactly the board will work, who makes what decisions…), organisational structures, 
planning, performance management systems etc.  



The following is divided into the issues / clauses that are relevant respectively to 
shareholder as owner; as board member directly involved in corporate governance and 
oversight; and potentially also as an active manager / executive in the business. 

As soon as a company has more than one shareholder it is a very good idea to establish 
even a simple SHA to make sure that there is high level agreement on the overall direction 
and strategy for the company, and also that there is agreement about how and whether to 
bring in further new equity and what happens when new investors come on board . As new 
equity is invested n the usiness and new shareholders enter, normally the previous 
shareholders agreement becomes invalid and a new agreement must be established 
reflecting needs and rights of the new and old investors.  

 

 

B) Shareholder rights and responsibilities:  
 

This section lays out the main headings that need to be agreed as regards rights and 
responsibilities of shareholders – for example dividend policies, Procedures around selling a 
stake in the company, provisions for the event of shareholder exiting through death, how 
shareholders decide on bring in new capital etc 
 

b1) Dividend policy 

• Normally the agreement lays down guidelines on how dividends will be set, i.e. how much 
of the profit generated in any given year will be paid in cash to shareholders as opposed to 
retained in the business. These guidelines may be simple rule of thumb (e.g. “33% of After 
tax profits will be paid out as dividend and the remainder will be reinvested in the 
business”) or may be very loose (e.g. Dividends will be agreed by the board each year 
reflecting the cash position, cash flow generation and CAPEX investment needs of the 
business in view of the agreed growth strategy).  
 
• Dividend payments should never be mixed up with the salaries or bonus due to acting 
managers (who may or may not be shareholders), which should be set completely separately 
as outlined below. I.e. all shareholders are always entitled to a dividend proportionate to 
their share in the company under company law. 
 
B2) Exit provisions /Transfer of shares 

Usually a significant portion of even the most basic shareholders agreement is to provide 
clear rules on how shares can/ cannot be transferred from their current owners to Another – 
whether to another shareholder or to a third party it is important that existing shareholders 
cannot unrestrictedly sell their shares on a whim without a clear set of procedures to ensure 
that the overall direction of the company is protected.  
 
Exits (complete sale of a stake) and partial share transfers can happen for multiple reasons 
as listed below, and in each case it is essential that provisions such as offer round processes, 
tag along/ drag along are clearly defined.  
 



The following summarises on high level the scenarios that need to be provided for, and then 
below that is a summary of key issues to consider in offer round clauses and tag-along/ drag 
along provisions 
 

• Exit of a shareholder – sale of a minority stake   
o NOTICE PERIODS: what notice has to be given to other shareholders, 

(should it be in writing? How much notice time should shareholders get for 
example to allow them to organise a counterbid for the shares?) 
  

o FIRST RIGHT OF REFUSAL: does the company itself through the board 
and/or any other individual shareholder have first right of refusal? If so is 
this at an agreed value) i.e. on an agreed basis) or will it simply be 
dependent on the offer on the table for the minority stake, If the exiting 
shareholder has to offer their shares to all other shareholders first, at what 
value should this offer be made?  

 
o FULL EXIT vs. PARTIAL SALE OF SHARES: Is it an all or nothing (if 

you cash in at all you have to cash in all of your stake) or can you cash in 
some of your shares?  

 
o RIGHT TO PARTIAL PURCHASE: What happens if an exiting 

shareholder wants to sell and the rest of the shareholders want part of their 
stake?  

 
• Exit through Death of a shareholder –  

o Do you want a process for the shareholding to be passed to the heir, and if 
so what provisions do you want to address any voting rights implications. 
For example if a spouse or offspring inherits the shareholding you may or 
may not want them to then have full voting rights on the board. A Common 
provision here is to include cross options whereby both the heir and the 
company have the right to force a deal, i.e. the company has the right to 
insist on buying back the shares, and the heir has the right to push the 
company to buy the shares. However the valuation basis needs to be clear, 
and provision must be made for the situation whereby company liquidity 
does not allow the company to buy out the inheritors without damaging the 
business. This can also be addressed by buying an insurance policy to cover 
buying out the shareholders heir – i.e. shareholder insurance will include 
the possibility of insuring for a full payout to buy a shareholders stake from 
their heirs in the event of their death. 

 
• GOOD LEAVER vs. BAD LEAVER 

o What Provisions are required to deal with the departure of a shareholder 
other than through death or voluntary sale of shares – e.g. breach of 
shareholders agreement or other fraudulent activity/ activity outside legal 
limits? The Standard approach here is good leaver/ bad leaver clauses, 
which explicitly define what happens if a shareholder is forced to exit due 
to inappropriate/ illegal behaviour. 
 

o If the selling shareholder still holds some/all of their shares, should they 
then have a right to offer those shares for sale on the open market on no 



more favourable terms for a period of 3/6/12 months? This could be made 
subject to the reasonable consent of the board in order to avoid a competitor 
becoming a shareholder. The advantage of this route is that it will allow a 
shareholder to obtain value for their shares while (i) the other shareholders 
are unaffected financially; and (ii) the financial position of the company is 
maintained. However, there are risks regarding: 
o An unknown person becoming a shareholder; 

o That person potentially having the right to appoint a director; 

o The effect that such a person may have on an exit event (willingness 
to give warranties, attempting to disrupt a transaction 

o  
 

 
• Sale of the entire company – this section defines the triggers that would force the 

sale of the entire company and would reasonably protect shareholders who might 
not agree. See also Tag-along, drag-along sections below. 

 
o What % of shareholders needs to be in agreement to sell to trigger a sale of 

the entire company? 
 

o What provision if any is given to the remaining minority who do not 
support the sale (e.g. time to seek other offers),  
 

o Is there any external check on the value offered (this can often be inherently 
difficult as the market value of early stage tech companies is inevitably a 
wide range, but including an external sense check on the value at which a 
sale can be forced is still a good idea) 

 
B3) tag-along provisions:  

This governs what happens if one or more shareholder wants to sell and has an offer to buy 
out their stake. The purpose of the tag-along clause is to ensure that minority shareholders 
have a reasonable chance to also exit on fair terms in this scenario. It thereby pre-empts the 
situation that majority shareholder exits and minority shareholder is now stuck in a com-
pany with a majority shareholder with whom they cannot work effectively. 

“Tag-Along” provisions would allow a set percentage of the shareholders to sell their 
shares in the company to an arm’s length third party provided that the offer was also ex-
tended on the same terms to the other shareholders.  

The issues to consider in tightening up specific provisions of a tag-along section are typi-
cally: 

§ The percentage threshold – typically between 60% to 75% of shareholders are needed 
to trigger this clause. 

§ Should there be an offer-round process before hand or not; i.e. should the minority 
shareholders have the first right of refusal on those shares before the agreement is made 
to sell them to a third party? 



§ Whether the shares should be capable of being sold below market value or not – as it is 
an arm’s length third party this is implied but there may be disagreement on this point; 
i.e. the minority shareholders may feel that the stake is being sold below market value. 
As mentioned before in a privately owned, non-traded early stage tech company it is ex-
tremely difficult to establish clearly what the market value of such a company actually 
is, so this can be difficult to tighten up. 

§ Whether there should be a time limit before this right can be exercised, i.e. can a share-
holder trigger this clause almost immediately after investing in the company or is there 
a reasonable waiting period before this right kicks in? 

B4 DRAG-ALONG 

“Drag-Along” is the reverse of “Tag Along”. Again, it would allow a set percentage of the 
shareholders to sell their shares in the company to an arm’s length third party, but it would 
also allow these shareholders to force the other shareholder to sell their shares on the same 
terms. This means that a minority shareholder bloc cannot derail a reasonable offer for the 
company that is accepted by a considerable majority of the shareholders.  

The issues to consider in these circumstances are typically the same as for Tag Along: 

§ The percentage threshold – typically between 60% to 75% shareholder agreement to 
sell require to trigger this clause 

§ Whether there should be an offer-round process before hand or not; Again should the 
minority shareholders have had the right to counterbid at the same price and pre-empt 
the third party purchase? 

§ Whether the shares should be capable of being sold below market value or not – as it is 
an arm’s length third party this is implied but there may be disagreement on this point, 
particularly as there is a forced sale in this instance; and 

§ Whether there should be a time limit before this right can be exercised,  

 
b5) Raising finance, injecting further equity into the business. 

• This and other major shareholder policies – risk appetite, acceptable levels of debt, 
change in the nature of business or entry into new business area, sale of assets, 
dismissal of directors from role as manager, shareholder confidentiality issues must 
all be addressed and a framework laid down in the SHA. Typically this will state 
that any of the above issues, e.g. new raising of finance must be agreed by the 
board and may or may not have to be referred to the full body of shareholders.  

 
• Issuing new shares – raising new equity and/ or share option schemes will normally 

invalidate previous shareholders agreements, but the original agreement should lay 
down clear agreed policies on such issues if possible, e.g. in some cases provisions 
whereby future equity investors would have lessor voting rights.  

 
§ Should the board have the power to issue shares or is it dependent on shareholder 

approval? What % agreement is needed to issue new shares? Should there be offer-
round between all shareholders before seeking external investment? Should there 
be an option to issue shares to an external party? Who determines the issue price – 



at discretion of board, or not below a certain minimum threshold (fair market value 
as determined by auditors for example) 

 

b6) Shareholder duties and information rights 
 

• Shareholder/ director rights and obligations e.g. time to be devoted to the business 
(as shareholder not in day job), 2. Duty to maintain their respective insurance 
policies; 3. Duty to notify litigation plus other major occurrences to the other 
shareholders; 4. Duty to maintain control of the company’s assets; 5. Right to 
management information and inspect books of the company at its premises. 
 

• Requirement to ensure that company keeps accurate accounting records and 
information access would include things like shareholder has access to monthly 
management accounts and if relevant documentation on any investment decisions 
above €X. This section would normally also provide for the annual preparation of a 
business plan which must be agreed by the board, and that all shareholders must 
have access to the business plan 

 
• Minority shareholder protections - typically each of the shareholders undertakes to 

each other (as a separate covenant by each of them) to exercise all voting rights and 
powers of control available to it in relation to the company to procure that, save 
with the prior consent of the holders of not less than [75%] of the shares, the 
company shall not take any of the actions set out in schedule 1. 
 

B7) RESTRICTIVE COVENANTS  

Shareholders agreement will normally restrict any current shareholder/ director during 
their time as shareholder and also typically for 24 months thereafter from any be-
haviour that might damage the firm – competing, poaching employees, poaching 
customers, suppliers, bad mouthing the company etc. 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

C) Managing the business: Corporate Governance -structure, processes of the Board 
 

c1) The board 

Typically the shareholders agreement will provide for the establishment of a board and 
will explicitly indicate how the board will function and how wide the mandate will be: 

• How many members,  
• Who appoints shareholder members and on what criteria (e.g. shareholders with >x 

shares automatically have a seat),  
• How many external members, how these can be appointed and then got rid of 
• Who has a vote,  
• Appointment of chair, does the chair have a vote/ casting vote? 
• Indicative frequency of meetings  
• Conflict procedures 
• Flow and timing of documents – agenda, background papers, minutes 

The agreement may also refer to an appendix with a detailed board charter which outlines 
more thoroughly how the board will work including the precise mandate of the board, 
decision making powers etc., and the charter is then updated at intervals of typically about 
3 years. SEE SEPARATE NOTE HERE ON TEMPLATE FOR BPARD CHARTER 

Another element of good governance is to enshrine a systematic change of auditors – 
standard practise and recommendation here is to change every 5 years to pre-empt any 
issues 
 
 
 
 
D) Shareholders acting as members of senior management team 
 

It is crucial for good management practise that the role as owner and role as acting 
manager are separately defined and rewarded. Acting managers should draw salary and 
bonus commensurate with their role and span of responsibility as if they were not owners, 
and this is in addition to any dividend received as reward for ownership.  

Most of the following issues need to be clarified for all members of the management team 
but are particularly crucial for managers who are also shareholders as this can create false 
expectations, roles can become blurred and exits can be particularly complex. 

• Bonus policy – basis on which bonus will be paid to members of the senior 
management team to be agreed  
 
• Clarity of roles: all key managers to sign employment contracts while the 
employment contracts will be separate documents, the shareholders agreement should 



ideally provide for and refer to a standard employment contract with a clear job description 
and remuneration agreement built around delivery of key financial and other targets, 
agreement on how organizational structure should function, performance appraisal/ 
measurement and feedback systems for all employees including employees who are 
shareholders. “Each Shareholder agrees and undertakes that, [for so long as he/she is an 
employee of the Company], he/she shall fulfil the roles and responsibilities set out in 
his/her employment agreement with the Company, as amended from time to time] there is 
tautology in this type of clause, as an employee is required to adhere to their terms of 
employment in any event. However, the purpose of this clause is to emphasise the 
additional obligations of the employed shareholders to the company. It is not essential.]” 
 
• Each Shareholder shall use his/her reasonable endeavours to procure that the 
Business is carried on in accordance with the objectives set out in the Business Plan. 
 
• Succession planning - Provision for exit of key managers – employment contract to 
include an exit clause whereby notice has to be given of X amount of time, and exiting 
managers have to ensure handover of role to a defined standard. 
 
• Non-competitive clause normally to be included in the employment contract 
 
• Employment of family members –(generally only relevant in well established 
family businesses) incorporate best practise guidelines whereby role in business reflects 
skills, qualifications, experience and family members encouraged to gain at least X years 
experience in another relevant company before taking up role in the business. 



Schedule 1 Restricted transactions 

This refers to areas where decisions have to go the board and have to be voted in by a 
majority of x%. The purpose is to protect minority shareholder rights, so 2 share-

holders cannot vote for example to do something that damages the third 

Major Decisions that typically fall under restricted transactions 

1. INCREASE THE AMOUNT OF THE COMPANY’S ISSUED SHARE CAPI-
TAL, GRANTING ANY OPTION OR OTHER INTEREST (IN THE FORM OF 
CONVERTIBLE SECURITIES OR IN ANY OTHER FORM) OVER OR IN ITS 
SHARE CAPITAL, REDEEMING OR PURCHASING ANY OF ITS OWN 
SHARES OR EFFECTING ANY OTHER REORGANISATION OF ITS 
SHARE CAPITAL. 

2. ACQUIRE OR DISPOSE OF THE WHOLE (OR PART) OF THE UNDERTAK-
ING OF ANY OTHER PERSON. 

3. ALLOW THE COMPANY TO CEASE (OR PROPOSE TO CEASE) TO CAR-
RY ON ITS BUSINESS. 

4. CAPITALISE ANY RESERVES, APPLY ANY AMOUNT FOR THE TIME 
BEING STANDING TO THE CREDIT OF THE SHARE PREMIUM AC-
COUNT OR CAPITAL REDEMPTION RESERVE OF THE COMPANY OR 
REDUCE ANY UNCALLED LIABILITY IN RESPECT OF PARTLY PAID 
SHARES IN THE CAPITAL OF THE COMPANY FOR ANY PURPOSE OTH-
ER THAN AS SET OUT IN OR REQUIRED BY THE ARTICLES. 

5. AMEND OR WAIVE ANY PROVISION OF THE ARTICLES OR THE MEM-
ORANDUM OF ASSOCIATION. 

6. VARY THE RIGHTS ATTACHING TO ANY CLASS OF SHARES. 

7. TAKE ANY STEP TO WIND UP THE COMPANY (EXCEPT WHERE IT IS 
INSOLVENT)). 

8. ENTER INTO ANY CONTRACT OR ARRANGEMENT THAT IS NOT ON 
AN ARM'S LENGTH BASIS.  

 



 



 



 



 
 



 

 
 
 

 
 


