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L INTRODUCTION.

A "closely held corporation" is generally defined as a corporation with few

shareholders with stock that is not publicly traded. A closely held corporation is often
thought of as an incorporated enterprise whose shareholders consider themselves more
like partners. Shareholders routinely enter into agreements, which resolve many
problems associated with the closely held corporatioh and, in some respects, obtain
benefits similar to a partnership.

Ownership and management of the closely held corporation are frequently, but
not always, identical. Typically, the shareholders are few in number, know each other
well, consider themselves owners, and are active in the management of the corporation.
A closely held corporation is often a family business or a group of individuals who have
chosen to devote all of their time, money, and energy to the operation of the business.

As entrepreneurial enterprises have become more common and continue to be
encouraged by states seeking to enhance and grow their economies, closely held
corporations more frequently include non-management investors (i.e., equity or silent
partners). Oftentimes, these investors are close friends, business acquaintances, or
venture capital funds who are relying upon the business model and expertise of other
shareholders to manage the day-to-day business operations. These “silent investors” or
“equity partners” may utilize shareholder agreements to provide protections for their
interests in the closely held corporation.

. SHAREHOLDER AGREEMENTS.

A. Purpose.
Typically a shareholder agreement is entered into prior to incorporation to assure

that all salient aspects of the corporation are agreed upon before shareholders commit
themselves to an investment in the enterprise. However, shareholder agreements are
entered into frequently when additional equity investment is made into the business,
such as venture capital investment.

Shareholders in a closely held corporation have justifiable concerns that should
be considered early in the corporation's formation and are often considered in a

shareholders’ agreement. Some of these concerns are who the "partners" will be in the
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