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Starting A Small Company With More Than One Owner 
Problems And Issues 

 
1. Shareholder control issues:  Shareholders elect directors. Shareholders may also have the right to 

decide (or at least confirm) important decisions. Will you require unanimity or simple majority or a 
super majority? 

a. If you require unanimity, you run the risk of an impasse anytime all shareholders can=t agree. 
Prolonged impasse gives a court the right to step in and dissolve the company, at the request 
of a shareholder. 

b. If you allow decisions by fewer than all shareholders, you run the risk of someone being left 
out of decision making, causing conflict and management problems if the one left out is 
always the same person.  

2. Director control issues:  Directors run the company. They, not the shareholders, elect officers (who 
in turn hire and fire staff) and make most business decisions. 

a. Regardless of how many shares each shareholder owns, each director typically has one vote.  

b. Thus, if there are three shareholders, and one owns 80% and the others each own 10%, either 
the 80% shareholder can control all the directors, or the shareholders must enter into an 
agreement which gives the minority shareholders some right to have their choices elected. If, 
for example, the shareholders agree to elect each other as directors, the 80% owner will have 
only 1/3 of the vote as a director.  

c. You can enter into voting trusts, you can require shareholder approval of certain actions, you 
can require a super-majority of directors.  

3. Officers as the public face of a company: Officers hire and fire employees and they make the day to 
day basic business decisions. The President typically represents the company to the public. A 
corporation does not need more than one officer, although typically a corporation with more than 
one shareholder will have more than one officer. Each officer has specified  authority as set by the 
bylaws. In addition, each position typically carries certain authority with it, by virtue of the title. 

a. The President is usually the chief executive officer of a company. 

b. A Vice President serves under and at the direction of the President, and may have broad or 
narrow responsibilities. 

c. The Secretary keeps track of the company stock records, minutes of meetings and other 
books and records. The Secretary has the authority to certify legal documents for the 
company. 

d. The Treasurer keeps the financial books and oversees all financial transactions. 

4. Voting agreements: Often in a small closely held company, shareholders agree to elect each other 
as directors and/or officers. Any agreement needs to balance several competing concerns. 
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a. Assuming each shareholder wants to be a director, how do you deal with the issues set out in 
&2 above?  

i. Are minority shareholders treated the same a larger shareholders? 

ii. Do majority shareholders get to elect more than one director? (Note that there are 
minimums on the number of directors, but no maximum.) 

b. What happens if a shareholder ceases to be able or willing to serve as an officer or director? 

c. What right does the company have to fire an employee shareholder? 

d. What right does the company have to change a shareholder=s title or responsibilities? 

e. How does the company make these determinations, and who makes them? 

5. Valuation of the company: Always a thorny issue, accurate valuations are expensive and illusive 
with a small company. Remember, you could be on either side of the valuation.  

a. Self valuation: works as long as the value is revisited periodically, all shareholders consent, 
and the valuation bears some relationship to reality. 

b. Appraisal: expensive and may still be open to dissent, but theoretically the best means to 
determine value. 

c. Book value (modified by some generally accepted method): I f appropriate adjustments not 
made, may not result in accurate valuation  

d. Formula based on EBITA and cap rate: not always favored by IRS; need to chose appropriate 
cap rate for your industry 

6. Insuring right to buy stock through life insurance.  May be purchased by company or other 
shareholders, has tax and valuation implications. Insurance doesn’t help when selling shareholder is 
alive and well.  

7. Exit Strategy/Succession issues. Long term goals may affect how you structure a company, and 
how you divide responsibilities and rights. 

a. Do you want to run the company for the long haul, or build it up to sell? Are you looking to 
go public some day? 

b. Are all shareholders about the same age, or will some want to retire sooner than others? 

c. Do some shareholders have other business interests, or are all 100% committed to the 
company?  


