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1. Introduction

The exceptional growth in the number of private investors buying shares in UK based private
companies in the last decade has been noticeable. According to HMRC statistics over 25,000
individual companies have raised over £15 billion under the EIS and SEIS schemes combined,
and approximately 30,000 private investors are making investments in any one year.

Overall we estimate that there is approximately £300bn of invested capital held by investors
in privately owned companies today. That excludes the capital held by founder shareholders
and professional investors such as Venture Capitalists.

With the development of the private investment market over the last decade a number of
things have become true:

1) The 3-5 year exit horizon for investors is typically 10+ years;

2) A number of the successful scale up companies are capable of paying dividends or
undertaking a share buy back;

3)  There are few options to obtain price discovery for the value of a shareholding in a
privately owned company, which hinders the opportunities for shares to be sold
between parties;

4)  The statistical chance of achieving an exit via IPO onto a quoted exchange is negligible;

5 Over the course of a company’s growth the circumstances of the investors change as
well as those of the company itself; and

6)  There is a cohort of ageing investors (in terms of length of time invested as opposed
to human age!) who want the right to sell some, or all, of their shares in certain investee
companies.

Asset Match has prepared this guide with these issues in mind.
We adhere to the following beliefs:

1) As long as a share sale in a private company does not damage the company itself it
should be considered:;

2) A lot of the mechanisms that have been invented to constrain shareholders from
making autonomous decisions in relation to their investments are designed for the best
interests of parties other than those shareholders (such as directors). At times these
are unhelpful and unfair to minority shareholders;

3)  Investors who buy a share should have a right to sell it — and arguably companies have
a moral obligation to provide an opportunity after a period of five years;

4) A newly engaged shareholder is infinitely preferable to a disgruntled existing
shareholder; and

5)  The demand from shareholders for secondary investment opportunities into good
quality private companies is growing exponentially. Buyers range from family offices
to High Net Worth and Sophisticated private investors making rational investment
decisions based on the yield and capital growth potential of the equity they are buying.
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2. Why sell?

Why would you want to sell your shares rather than wait for the final liquidity event?
Our research has identified that there are many reasons.

Your circumstances have changed since you invested: Perhaps you would like to
redistribute capital for another opportunity for other needs or, you may require income over
capital growth as you get older.

You want to bank some profits: Sensible portfolio management strategies mean that there
are times when it is sensible to realise some profits or “take some chips off the table”. This
is a major reason why investors sell their shares.

You want to release or recycle capital to invest in another company with better
prospects: Active angel investors in particular see new deals all the time. You may well have
found a deal which has more exciting future prospects than the company you are currently
invested in. It makes sense to release capital from the latter to invest in the former.

You don’t want to have to pass your shares to your heirs: Many older angels and private
investors come to the view that they do not want to hand over several small stakes in illiquid
private companies to their heirs. It makes sense to liquidate these holdings long before death
so you can reinvest in other IHT qualifying assets that are either more liquid or more multi-
generational assets.

Tax management: Tax planning is important. There are occasions when it makes sense to
bank profits or crystallise losses as part of a reasonable and normal tax planning policy.

3. Who are your other shareholders and what will they think about you selling?

The Founders: The company’s founders should be “heads down” and focused on the
business. They are probably not very concerned about your desire to sell or buy the shares
in their company. But far-sighted founders will understand that your disposal of a stake is
actually an opportunity for them. They may even be keen to see you go for number of
reasons:

1) They may want your shares so they can increase their own shareholding;

2) They would rather replace you with a friend/ally on the shareholder register:

3) Your stake might be quite costly to administer and they are keen to condense the
number of shareholders they have on the register; or

4) If you are no longer investing in the company in new funding rounds, they may wish
to replace you with someone who will invest new money in a later round.

It is worth noting that some founders may also be interested in selling part of their stake,
for example if they are young they may wish to release some capital to put down a deposit
on a flat or house. If the stake they are selling is not meaningful, it may be worth agreeing
to this.

Other angels: Other angels are likely to be neutral or sympathetic to your desire to sell.
They may wish to join you or they may wish to buy your shares. Their biggest concern will be
whether your replacement shareholder will be manageable and will not want to see the
company harmed by your sale.
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Venture capitalists and others: Venture capitalists and other financial investors are the most
likely group to be uncomfortable with your wish to sell some shares. There are various
reasons for this:

1) The distraction cost to themselves and the company’s management team;

2) The risk the new investor may not be as amenable as you have been;

3) Contravenes extra or special rights that they have about control, liquidity or
preferential treatment that may be defined in a shareholder agreement.

4) Nervousness around price discovery which may force them to revalue their stake in
the company (note this will be subject to their internal accounting policies); and

5) If they are an EIS or VCT fund they will not be able to buy your shares.

4. Who might buy your shares?

Your fellow shareholders: The obvious first port of call to find a buyer for your shares is
your fellow shareholders. Indeed, many companies use pre-emption clauses to force an
investor to offer shares to the other shareholders first.

Your friends/family: You may have friends, colleagues or family who would like to buy your
shares. Some investors sell shares to their spouses for tax planning purposes. Also, certain
“permitted transfers” to connected parties (mainly family members) of often excluded from
the pre-emption requirement.

A new investor or investors: There are many different types of buyers of secondary private
company shares each with their own motivations and criteria. Some examples are:

1) Corporates: An increasing number of corporates are buying stakes in private
companies where they have a strategic interest or may do in the future. This may be a
precursor to offering to buy the whole company.

2) Institutional investors: Private equity and venture capital funds may take an interest
in the company when it fits their investment criteria (usually this is when they are able
to invest an amount of money that is meaningful to their fund i.e. above their
“minimum ticket size”). It is unusual for the stake of a single investor to be big enough
for these institutional investors and so they usually invest when there is a combined
founders’ and shareholders’ placing or when the company requires capital for its next
growth stage.

3)  Private investors: The most likely people to buy your shares are other private investors
who are looking to diversify their portfolio into companies that match their preferred
stage of the life-cycle i.e. some investors are willing to invest at start-up for greater
returns whilst others wait until the company is proven and de-risked with lower (though
still attractive) returns.

5. Legal and practical things to think about

If you want to sell shares in the company the first port of call should be to look at the Articles
of Association (which all companies have) and the Shareholders Agreement (if there is one
and you are bound by it). These documents outline the rules that shareholders and the board
of directors must adhere to and layout, amongst other things, the requirements for (and
restrictions on) the sale or transfer of shares.
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Articles of Association: The Articles of Association layout the rules of membership for the
company. All Articles layout the rules and restrictions on the transfer of shares, usually
contained within its own section called “transfer of shares.” This section can be complicated
and takes time to understand.

Many companies have pre-emption provisions in their Articles which require that shares
proposed to be sold are first offered to other shareholders before being offered to an
external investor. There are also usually guidelines on the timetable, valuation and arbitration
(if required) on the transfer of shares. (It is important to note that this is not to be confused
with pre-emption relating to the issue of new shares by the company, where shareholders
have the right to protect their percentage holding.)

Some Atrticles stipulate that share transfers require pre-emption whilst the company is
unquoted or not on a regulated market. Any reference to the “uncertificated securities rules”
(which allows share to be freely transferable and settled electronically) would usually suggest
that this is the case.

Waivers to pre-emption provisions can be voted on by the shareholders at a General
Meeting, but this requires a “special resolution” which usually requires over 75% shareholder
approval.

If you are in any doubt about the transfer provisions then it is worth engaging with the
company secretary in the first instance. (This is also important before you make a new
investment in a company.)

Shareholder Agreement: A Shareholder Agreement defines additional rules (above and
beyond the Articles of Association) which may apply to only to major shareholders, but may
also apply to all shareholders. In some circumstances, the purchase of shares is conditional
upon agreement to the Shareholder Agreement. Such agreements tend to be found in early-
stage companies or those with major institutional investors and tend to “fall away” as the
company matures.

If there are restrictions in a Shareholder Agreement with regards to share transfers, then you
will require the agreement of the other parties to the agreement to not be bound by these
(at least temporarily).

Settlement: The settlement process for the transfer of shares is often something that
shareholders do not think about. In most cases the settlement of the transfer of shares in
private companies is by physical (or “certificated”) settlement which requires transfer forms,
cheques and approval from the Stamp Office in Birmingham. This process is manual and
settlement happens in a couple of weeks rather that in a matter of days. Given certain
regulatory changes, it is increasingly difficult to find an intermediary to settle these transfers
on your behalf and, if you can, the charges can make a trade uneconomical.

It is possible for share transfers in private companies to be conducted in the same way, and
in the same system, and that is used by public quoted companies. Settlement is electronic
and completes t+2 i.e. two days after the transfer is agreed. However, this method of
settlement requires complete free transferability of shares with no pre-emption or other
restrictions. This often requires a change of the Articles (as mentioned above), the
appointment by the company of a registrar and the transfer of shares to a stockbroker for
settlement. This process is not expensive and considerably reduces the time and
administrative hassle of a share transfer compared to physical settlement.
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6. The different routes to selling - pros and cons

There are a number of different options for selling shares, subject to the company’s Articles
of Association and Shareholders Agreement.

Private sale: This is the usual method of selling shares to another (known) individual who
you contract with directly.

Private placement: This is suitable if you (or you and a group of other shareholders) hold a
large block of shares to be acquired to one large buyer or multiple smaller buyers.

Matched bargain: Matched bargain is a system whereby buyers and sellers post a notice
with an intermediary of how many shares they want to buy or sell and then successful trades
are then matched and settled one-on-one (often via an agent).

Auction: Auctions allow multiple buyers and sellers to come together, to the same place
and at the same time, to allow for transparent price-discovery. Successful buyers and sellers
transact at the same price, thus being a fairer system than the “everyman for himself” private
sale and matched bargain options.

Public quote: This is a full quotation or listing on a public market with all of the associated
costs and regulation for the company. Prices are displayed continuously and liquidity is
provided by market makers who make money on the spread, which is the difference between
the prices they are willing to buy and sell at. These spreads can often be in excess of 10%
which results in significant lost value and leakage between shareholders. This option requires
the full co-operation of the company and is often not the most suitable for a trade or trades
as it is “one size fits all” and tries to force liquidity.

Overview of options

Method Private sale Private Matched Auction Public
placement bargain quote
Speed Slow Slow Variable Periodic | Continuous
calendar
Settlement Paper Paper Paper Electronic Electronic
type
Settlement 3 weeks to 6 | 3 weeks to 6 | 3 weeks to 6 t+2 t+2
time months months months
(depending | (depending | (depending
on pre- on pre- on pre-
emption) emption) emption)
Spread None (may | None (may | None (may Platform Market
be some be some be some | commission maker
adviser fees) | adviser fees) | adviser fees) | (incl. broker | commission
fees) and broker
fees
Access to Limited Limited Variable Wide Wide
buyers
Price None Limited Limited High High
discovery
Transparency None Limited Limited High High
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7. Financial considerations

There are a number of financial considerations to think about when selling shares in a private
company.

SEIS/EIS tax relief: If you have these reliefs on your investment you MUST hold the shares
for at least three years from the date of purchase before you sell them or you will lose your
tax reliefs. If you have bought shares in several rounds of investment remember that the
starting date for each block of shares will be based on the date you bought those shares. If
you sell them after three years the proceeds from the sale will be free from Capital Gains
Tax on the profit in those shares.

Investor Relief: If your shares are not SEIS or EIS qualifying then you may qualify for Investor
Relief on Capital Gains Tax at 10% subject to a lifetime limit of £10m.

Stamp Duty: Stamp duty and stamp duty reserve tax (on electronic settlement) of 0.5% of
gross consideration is payable by the buyer on top of the purchase.

Spread and fees: Different sale routes have varying fees as covered above. There may be
adviser, agent or stockbroker fees depending on the route taken. It is important to consider
the benefits and value received from paying these fees, and often it may be worth paying
fees to achieve an improved price or reduce the administrative burden.

Settlement costs: Settlement costs can be incurred if the sale is effected via an agent,
intermediary or broker. As with all fees, it is important to ask upfront what is, and what isn't,
included. The costs of settlement can be included in the commission or fees payable or, in
the case of public markets, the cost of the spread and the stockbroker’s costs are separate.

If you have any doubt about the tax and/or cost implications of a sale then it is important to
seek professional advice.

8. Next steps

Do your own homework: As always when investing in equities it is important to do your
own homework from day one. This includes understanding whether or not there are
restrictions on your ability to sell your shares and any sales process that might be required if
you do want to sell.

If you are an influential investor it would be worth ensuring that the Articles of Association
and Shareholder Agreement provide you with the potential for liquidity that you require and
do not impose unwanted restrictions upon you.

If you already hold shares in a company that has restrictions it may be worth using your
influence to encourage the board to ask shareholders for a change Article of Association to
permit the share of sales in certain circumstances. Any shareholder, or shareholders, with 5%
or more of the voting rights can propose resolutions for consideration by other shareholders
at a General Meeting.

Choose your course of action: Which options are available to you? Can you influence these?

What are the respective merits and costs? What is the process and steps required? It is
important to understand all of these issues before committing to a course of action.
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Act: Complete all necessary forms required to comply with the Articles of Association and/or
KYC (“"know your client” and AML (“anti-money laundering”) required by agents,
intermediaries or brokers. Set your price and volume, agree with the buyer and move to
settlement.

Tax return: Remember that you should declare any relevant capital gains or losses on your

tax return. If you are selling SEIS or EIS shares at a loss, you should make this clear on your
tax return so you can claim Loss Relief.

9. Contact us

To find out more about selling your shares in a private company, please contact:

Stuart Lucas (stuart.lucas@assetmatch.com) or lain Baillie (iain.baillie@assetmatch.com)

Asset Match Ltd
1 Bow Lane
London

EC4M 9EE

Telephone: + 44 (0) 207 248 2788
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