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In	the	dynamic	landscape	of	business,	growth	often	requires	strategic	partnerships	and	investments.	Whether	youre	seeking	to	expand	your	operations,	finance	new	projects,	or	solidify	your	position	in	the	market,	an	equity	purchase	agreement	can	be	a	powerful	tool	for	unlocking	growth	opportunities	and	realizing	your	businesss	full	potential.	At
Sentient	Law,	we	specialize	in	crafting	tailored	equity	purchase	agreements	that	facilitate	mutually	beneficial	transactions	and	propel	businesses	forward	on	their	growth	trajectories.Understanding	Equity	Purchase	AgreementsAn	equity	purchase	agreement	is	a	legally	binding	contract	between	a	buyer	and	seller	that	outlines	the	terms	and
conditions	of	the	sale	of	equity	or	ownership	interests	in	a	company.	These	agreements	can	take	various	forms,	including	stock	purchase	agreements,	membership	interest	purchase	agreements	(for	LLCs),	or	partnership	interest	purchase	agreements,	depending	on	the	structure	of	the	entity	being	sold.Facilitating	Strategic	InvestmentsFor	businesses
seeking	capital	to	fuel	growth	initiatives,	equity	purchase	agreements	offer	a	pathway	to	attract	investment	from	strategic	partners,	venture	capitalists,	or	private	equity	firms.	By	selling	equity	in	your	company,	you	can	raise	funds	to	finance	expansion	plans,	develop	new	products	or	services,	or	enter	new	markets,	positioning	your	business	for	long-
term	success	and	sustainability.Structuring	Win-Win	DealsCrafting	an	equity	purchase	agreement	requires	careful	consideration	of	the	interests	and	objectives	of	both	parties	involved	in	the	transaction.	Our	experienced	attorneys	work	closely	with	clients	to	structure	agreements	that	align	with	their	strategic	goals,	protect	their	interests,	and	foster
mutually	beneficial	relationships	between	buyers	and	sellers.Navigating	Legal	ComplexitiesNavigating	the	legal	complexities	of	equity	transactions	can	be	daunting,	particularly	for	businesses	without	extensive	experience	in	corporate	finance	and	securities	law.	Sentient	Law	offers	comprehensive	legal	guidance	throughout	the	equity	purchase
process,	from	conducting	due	diligence	and	negotiating	terms	to	drafting	and	finalizing	agreements	that	comply	with	applicable	laws	and	regulations.Protecting	Investor	RightsFor	investors	considering	purchasing	equity	in	a	company,	its	essential	to	ensure	that	their	rights	and	interests	are	adequately	protected.	Our	attorneys	can	negotiate
provisions	such	as	voting	rights,	board	representation,	anti-dilution	protections,	and	exit	strategies	to	safeguard	investors	investments	and	maximize	their	potential	returns.Supporting	Business	GrowthAt	Sentient	Law,	we	understand	that	every	business	is	unique,	with	its	own	set	of	opportunities,	challenges,	and	growth	objectives.	Whether	youre	a
startup	seeking	funding	to	scale	your	operations	or	an	established	company	looking	to	expand	into	new	markets,	our	team	is	dedicated	to	providing	personalized	legal	solutions	tailored	to	your	specific	needs	and	aspirations.ConclusionIn	todays	competitive	business	environment,	seizing	growth	opportunities	often	requires	strategic	partnerships	and
investments.	An	equity	purchase	agreement	can	serve	as	a	catalyst	for	driving	expansion,	innovation,	and	value	creation	within	your	organization.	With	our	expertise	and	commitment	to	client	success,	Sentient	Law	is	here	to	help	you	navigate	the	complexities	of	equity	transactions	and	unlock	new	possibilities	for	growth	and	prosperity.Contact
Matthew	Rossetti	today	to	learn	more	about	how	we	can	assist	you	with	the	complexities	of	equity	distribution	and	more.	To	schedule	your	free	15	minute	consultation,	visit	Tags:	Business	AttorneyentrepreneurshipStartupYouve	got	a	company	and	it	looks	like	things	are	going	well	for	you.	Now	you	might	be	thinking	about	next	steps	for	financing	and
growth.	One	of	the	most	clear	cut	ways	to	do	that	is	sell	off	parts	of	your	ownership	as	stock.	How	does	all	that	work	exactly?	Well	cover	all	the	details	of	Stock	Purchase	Agreements	so	you	know	all	the	ins	and	outs!A	stock	purchase	agreement	(SPA)	is	the	contract	that	two	parties,	the	buyers	and	the	company	or	shareholders,	written	consent	is
required	by	law	when	shares	of	the	company	are	being	bought	or	sold	for	any	dollar	amount.In	a	stock	deal,	the	buyer	purchases	shares	directly	from	the	shareholder.	Stock	acquisitions	are	the	most	common	form	of	acquiring	a	private	business.	They	are	mostly	used	by	small	corporations	selling	stock,	but	not	usually	when	the	owner	is	the	sole
stockholder,	or	when	the	buyer	is	acquiring	100%	of	the	stock.It	is	important	to	note	that	in	a	stock	deal	the	buyer	also	assumes	title	of	all	assets	and	liabilities.	Contrast	this	with	an	asset	deal,	the	other	method	of	acquisition,	in	which	the	buyer	purchases	an	agreed-upon	set	of	assets	and	liabilities.With	a	stock	acquisition,	its	as	if	there	was	no
change	of	ownership	for	the	asset	and	liabilities	-	disclosed	or	undisclosed	-	and	the	target	continues	on	as	before.	This	potentially	includes	liability	for	past	actions	of	the	company.SPAs	can	seem	more	straightforward	than	asset	purchase	agreements	(APA),	because	SPAs	does	not	need	to	itemize	the	assets	and	liabilities.	However,	they	come	with
more	opportunities	for	financial	risk.Whether	buying	or	selling,	it	is	helpful	to	have	an	attorney	on	hand	to	help	you	prepare	or	review	the	contract.	They	can	also	assist	you	if	you	need	to	file	a	claim.Steps	to	file:Prepare	the	legal	document.The	parties	may	set	forth	some	terms	in	an	informal	letter	of	intent	(LOI).	If	theyre	interested	in	pursuing	the
deal,	theyll	prepare	the	primary	transaction	agreement.	This	could	be	a	Stock	Purchase	Agreement,	Asset	Purchase	Agreement,	or	Merger	Agreement.	The	buyer	may	do	due	diligence,	and	if	so,	this	could	account	for	a	purchase	price	adjustment	if	they	move	forward	with	the	SPA.Sign	the	entire	agreement.A	witness	whereof	can	also	sign,	but	there
must	be	a	witness	for	the	statement	to	be	legally	bindingMake	signed	copies.Exchange	payment	and	the	stock	certificates.You	may	need	to	file	the	paperwork	with	the	SEC.What	is	a	Stock	Purchase	Agreement?An	SPA	is	the	contract	containing	the	principle	agreement	between	the	parties	in	which	the	buyers	purchase	stocks	from	the	shareholders.	It
is	sometimes	called	a	Securities	Purchase	Agreement,	or	just	a	share	Purchase	Agreement.The	key	provisions	detail	the	terms	of	the	transaction:the	number	and	type	of	stock	sold	(i.e.	common,	preferred)the	purchase	pricewhen	the	transaction	will	take	placeprice	per	shareIt	also	has	articles	detailing	the	conditions	of	the	sale.	That	way,	the	parties
can	refer	to	the	SPA	in	case	one	needs	to	file	a	claim.Key	Provisions	of	a	Stock	Purchase	AgreementThe	major	sections	of	the	stock	purchase	agreement	are	as	follows.	Sellers	should	particularly	pay	attention	to	the	purchase	and	sale	of	stock,	and	the	representations	and	warranties	section.Definitions	Here	is	where	you	include	the	definitions	of	terms
used	in	the	document,	including	the	types	of	applicable	law	that	will	be	used.	You	will	usually	find	the	terms	defined	in	this	section	capitalized	throughout	the	agreement	to	show	their	importance.	These	terms	are	not	made	to	stand	on	their	own	but	are	used	throughout	the	contract	to	have	a	shared	language	between	"seller"	and	"purchaser."While	it
may	be	tempting	to	gloss	over	this	article,	terms	such	as	Liabilities,	Material	Adverse	Effect	or	Sellers	Knowledge	can	be	a	focus	of	debate,	and	are	used	throughout	the	contract.This	section	must	include	the	name	of	the	buyer	or	Acquirer	and	the	Target	in	which	the	outstanding	shares	are	being	sold.Purchase	and	sale	of	stock	This	section	has
transaction	details	such	as	the	purchase	price	and	number	of	shares.	In	this	section,	you	will	also	find	the	price	and	any	adjustments	made	to	the	purchase	price	as	well	as	any	other	items	that	were	shared	between	the	parties	when	the	deal	was	closed.Make	sure	to	include	purchase	price	adjustments,	if	any.	The	seller	will	want	to	note	any	differences
here	from	the	Letter	of	Intent	(LOI).	This	will	usually	be	the	result	of	due	diligence	on	the	part	of	the	buyer,	and	the	adjustment	should	be	negotiated	pre-closing.	Share	certificates	and	other	agreements	to	be	exchanged	upon	completion	of	the	sale.	Legal	opinions.Escrow	agreements.Employment	agreements,	detailing	how	employee	issues	will	be
handled	after	the	transaction.	Employment	agreements	do	not	need	to	be	renegotiated,	unlike	with	a	APA.Other	ancillary	documents.Representations	and	warranties	of	the	seller	and	buyer	Here	the	buyer	and	seller	list	all	of	the	statements	they	are	signing	off	to	be	true.	For	example,	the	seller	warrants	that	they	own	the	stock,	and	that	the
corporation	is	in	good	standing,	and	where	the	buyer	warrants	their	ability	to	consummate	the	transaction.	Any	false	statements	can	potentially	open	up	costly	litigations	post	transaction,	including	having	the	purchase	price	adjusted.Covenants	and	Closing	Conditions	--	If	there	is	a	space	of	time	between	signing	and	closing	date,	the	two	parties	will
make	covenants	here	for	how	the	two	parties	will	handle	the	gap.	These	are	mostly	assurances	requested	from	the	buyer	to	ensure	that	the	business	will	continue	to	operate	in	the	way	it	did	when	the	buyer	did	due	diligence.	Closing	Conditions	will	be	comprised	of	conditions	that	either	need	to	be	taken	care	of	or	waived	before	the	time	that	closing
occurs.	This	will	often	include	both	parties	performing	their	pre-closing	covenants	and	all	regulatory	approvals	being	completed.Indemnifications	--	This	provides	the	terms	for	how	the	buyer	or	seller	will	handle	protections	and	compensations	against	damage,	loss,	or	injury	post-transaction	as	a	result	of	conditions	that	existed	before	the	deal
closed.Tax	purposes	-	this	section	covers	any	special	tax	treatments	or	financial	statements	either	buyer	or	seller	are	entitled	to.Termination	--	This	provides	you	the	details	for	each	party's	right	to	terminate	the	contract.General	Provisions	--	Every	agreement	will	close	out	with	a	section	that	covers	any	miscellaneous	provisions.How	Does	a	Stock
Purchase	Agreement	Differ	From	an	Asset	Purchase	Agreement?	With	a	common	stock	acquisition,	the	buyer	assumes	all	assets	and	liabilities,	whether	disclosed	or	not.	With	an	asset	purchase,	the	buyer	is	selecting	specific	assets	and	liabilities	they	want	to	buy.An	asset	purchase	agreement	(APA)	might	benefit	a	buyer	who	wants	to	exclude	liabilities
or	redundant	assets.	For	example,	a	target	may	have	uncollectible	accounts	receivable.	All	assets	and	liabilities	being	bought	and	sold	must	be	itemized	in	the	APA.	This	can	include	licenses,	contracts,	equipment,	agreements,	goodwill,	customer	lists,	leases,	or	inventory.Sometimes,	contracts	may	have	a	specific	clause	that	prevents	licenses	from
being	transferred	over.	This	could	include	an	exclusive	distributorship,	license,	or	right.	It	could	be	titles	for	a	fleet	of	cars.	A	stock	purchase	agreement	may	be	the	best	choice	when	the	target	has	exclusive	contracts	or	licenses	that	cannot	be	transferred	over.When	is	a	Stock	Purchase	Agreement	More	Desirable	Than	an	Asset	Purchase	Agreement?
Stock	deals	might	be	good	in	a	situation	where	the	buyer	thinks	that	the	liability	is	low	or	manageable,	or	who	sees	growth	potential	in	the	company.	Or	the	buyer	may	be	looking	for	a	tax	write-off.Because	the	assets	and	liabilities	dont	need	to	be	itemized,	it	can	seem	less	complicated	to	go	with	an	SPA.	But	they	can	come	with	risk.	It	is	important	for
a	buyer	to	do	their	due	diligence.In	a	stock	acquisition,	its	as	if	there	was	no	change	of	business	owner	for	the	assets	and	liabilities.	The	tax	attributes	of	the	assets	and	the	liabilities	carry	over	as	well.	The	buyer	assumes	the	same	tax	responsibilities	and	the	deprecation	schedule	of	the	assets.	This	includes	the	existing	tax	status	of	the
corporation.Stock	acquisitions	can	also	be	less	expensive	because	they	are	not	subject	to	the	Bulk	Sales	Act,	often	resulting	in	a	lower	selling	price.	The	seller	is	considered	to	have	disposed	of	equity,	and	instead	is	subject	to	a	capital	gains	tax.Also,	in	cases	where	both	the	buyer	and	seller	are	C	corporations,	the	transaction	may	qualify	for	tax
treatment	as	a	tax-free	reorganization.	Stock	purchase	agreements	can	also	be	useful	in	cases	where	the	buyer	needs	a	tax	write-off.Two	reasons	not	to	use	a	SPA	include:You	have	a	limited	capacity	offering	that	qualifies	for	Regulation	D	exemption.You	are	the	only	shareholder	in	the	organization.There	are	various	tax	implications	with	a	SPA.
However,	it	can	still	be	good	to	have	a	purchase	agreement.	It	is	best	to	speak	with	an	accountant	before	filing.	You	can	learn	more	about	the	differences	between	a	SPA	and	an	APA	at	CFI	Education,	Asset	Purchase	vs	Stock	Purchase	-	Pro/Cons	Reasons	for	Each	Type.Do	I	Need	a	Lawyer	to	Help	Me	Fill	Out	a	Stock	Purchase	Agreement?It	is
important	to	conduct	a	stock	acquisition	properly.	You	should	have	legal	advice,	whether	preparing	or	reviewing	a	claim.	Typically,	it	is	lawyers	who	prepare	the	SPA.SPAs	can	be	found	to	be	invalid	when	they	violate	business	or	corporate	governing	law.	This	is	common	when	they	have	securities	violations,	such	as	insider	trading.Because	they	have
to	do	with	the	sale	and	purchase	of	stocks,	SPAs	are	subject	to	applicable	securities	laws.	This	can	lead	to	penalties,	and	even	federal	charges	and	costly	court	fees.SPAs	can	also	be	found	to	be	invalid	if	there	is	fraud,	deceit	or	duress.	For	example,	if	there	is	a	misrepresentation	about	the	type	of	stocks,	this	can	open	up	the	seller	to	litigation.A
common	mistake	people	make	is	trying	to	fill	out	a	SPA	template	on	their	own.	You	are	highly	advised	to	consult	a	lawyer	for	legal	counsel,	whether	drafting	an	SPA	or	reviewing	one.	They	can	help	you	throughout	the	process,	and	represent	you	if	you	ever	need	to	file	a	claim.Sources:	ContractsCounsel	has	assisted	38	clients	with	equity	purchase
agreements	and	maintains	a	network	of	55	financial	lawyers	available	daily.	These	lawyers	collectively	have	4	reviews	to	help	you	choose	the	best	lawyer	for	your	needs.	Customers	rate	lawyers	for	equity	purchase	agreement	matters	5.0.	What	is	an	Equity	Purchase	Agreement?An	equity	purchase	agreement	is	a	contract	that	governs	the	terms	of	a
sales	transaction	of	a	companys	equity	interests.	Equity	purchases	include	the	name	of	the	business,	stocks,	membership	interests,	the	reputation,	the	intellectual	properties,	etc.	When	a	buyer	buys	all	stocks	or	membership	interests	held	by	the	original	shareholders	of	a	company,	the	transaction	will	also	include	all	company	assets	and	liabilities.	This
eliminates	the	need	for	a	separate	asset	purchase	agreement	for	the	companys	physical	assets.An	equity	purchase	is	favored	the	sellers	because	all	business	liabilities	are	transferred	to	the	buyer.	For	this	reason,	buyers	may	avoid	an	equity	purchase	unless	the	company	to	be	acquired	has	a	clean	operating	history.	Common	Sections	in	Equity
Purchase	Agreements	Below	is	a	list	of	common	sections	included	in	Equity	Purchase	Agreements.	These	sections	are	linked	to	the	below	sample	agreement	for	you	to	explore.	Equity	Purchase	Agreement	Sample	Who	Helps	With	Equity	Purchase	Agreements?Lawyers	with	backgrounds	working	on	equity	purchase	agreements	work	with	clients	to
help.	Do	you	need	help	with	an	equity	purchase	agreement?Post	a	projectin	ContractsCounsel's	marketplace	to	get	free	bids	from	lawyers	to	draft,	review,	or	negotiate	equity	purchase	agreements.	All	lawyers	are	vetted	by	our	team	and	peer	reviewed	by	our	customers	for	you	to	explore	before	hiring.	See	all	Share	Purchase	Agreement	projects
ContractsCounsel	is	not	a	law	firm,	and	this	post	should	not	be	considered	and	does	not	contain	legal	advice.	To	ensure	the	information	and	advice	in	this	post	are	correct,	sufficient,	and	appropriate	for	your	situation,	please	consult	a	licensed	attorney.	Also,	using	or	accessing	ContractsCounsel's	site	does	not	create	an	attorney-client	relationship
between	you	and	ContractsCounsel.	Page	2	Robert	McMillan	Arthur	is	a	collaborative	attorney	and	mediator	practicing	across	Wisconsin,	with	offices	in	the	Metro	Milwaukee	area	and	Northeastern	Wisconsin.	He	is	a	general	practitioner,	concentrating	in	Small	Business	Law,	Entertainment	Law,	Intellectual	Property	Law,	Nonprofit	Law,	Divorce	and
Family	Law.	Roberts	business	law	practice	focuses	on	the	needs	of	small,	closely-held	businesses	and	startups.	As	a	veteran	of	a	family	owned	business,	Robert	applies	his	extensive	experience	to	advise	his	clients	in	a	broad	spectrum	of	legal	issues,	including	contracts,	licensing,	trademark,	copyright,	employment,	and	business	formation.	With
multidisciplinary	qualifications	and	experiences,	Robert	chose	his	career	in	law	to	help	people	caught	up	in	difficult	situations	in	their	personal	or	professional	lives.	His	core	principle	of	law	practice	is	based	on	empowering	and	informing	clients,	advocating	for	their	interests	when	appropriate,	and	guiding	them	in	difficult	problem	solving.	Definition,
key	provisions,	how	to	structure,	and	resources	for	attorneysLegal	termsmerger	agreement	stock	purchase	agreementHighlights:Stock	purchase	agreement	(SPA)	outlines	terms	and	conditions	for	acquiring	company	sharesStructure	varies	based	on	factors	like	party	relationships	and	deal	sizeKey	sections	include	introduction,	recitals,	definitions,
transaction	details,	R&W,	covenants,	conditions,	and	dispute	resolutionJump	to	Key	provisionsHow	to	structure	a	stock	purchase	agreementTemplates	and	more	resourcesA	stock	purchase	agreement	(SPA),	also	known	as	a	share	purchase	agreement	or	equity	purchase	agreement,	is	a	document	outlining	the	terms	and	conditions	for	the	acquisition	of
shares	of	stock.	Stock	purchase	agreements	detail	the	number	of	shares,	the	value	of	the	shares	in	question,	and	the	obligations	and	liabilities	of	all	parties	involved.In	a	stock	purchase	transaction,	a	buyer	purchases	all	or	a	majority	of	a	companys	outstanding	shares.	Stock	purchase	agreements	are	used	to	transfer	ownership	of	a	business	from	one
entity	to	another,	which	may	be	a	corporation,	partner,	shareholder,	or	limited	liability	company	member.Key	provisions	in	a	stock	purchase	agreementStock	purchase	agreements	are	comprised	of	several	elements,	the	most	significant	of	which	are	representations	and	warranties,	covenants,	and	indemnification	provisions.	These	sections	help	ensure
transparency	and	protect	both	the	buyer	and	seller	throughout	the	transaction.Representations	and	warrantiesRepresentations	and	warranties	ensure	that	both	sides	are	sharing	factual,	truthful	information.Pre-closing	covenantsPre-closing	covenants	protect	the	business	and	operations	of	the	target	company	while	limiting	the	amount	of	additional
liabilities	the	company	may	take	on	between	signing	the	agreement	and	closing.CovenantsCovenants	may	require	the	seller	to	continue	doing	business	as	usual	and	inform	the	buyer	of	any	material	adverse	changes	in	the	companys	business	or	financial	condition.IndemnificationIndemnification	provides	for	compensation	should	any	breach	of
representations,	warranties,	or	covenants	occur.	In	some	cases,	Representation	and	Warranty	Insurance	(R&W	insurance)	may	be	used	to	enhance,	or	even	replace,	the	indemnification	section.Any	conditions	that	must	be	satisfied	before	the	completion	of	the	transaction	are	also	included.	Conditions	are	largely	determined	by	what	consents	and
approvals	are	needed.	For	instance,	the	release	of	any	pledges	on	the	stock	being	purchased	may	be	a	required	condition.A	stock	purchase	agreements	complexity	can	vary	based	on	several	factors,	including:Relationship	between	the	partiesWhether	signing	and	closing	are	simultaneous	or	separateThe	size	and	scope	of	the	dealHow	to	structure	a
stock	purchase	agreementA	typical	stock	purchase	agreement	spans	multiple	key	sections:IntroductionA	stock	purchase	agreement	begins	with	an	introductory	paragraph	that	identifies	the	parties	involved	and	specifies	the	execution	date	for	the	transaction.	This	section	is	sometimes	called	a	preamble.RecitalsThis	section	offers	a	high-level	overview
of	the	transaction	details.	Recitals	provide	background	information	about	the	deal	and	are	not	legally	binding	statements.DefinitionsThe	definitions	section	explains	the	legal	terms	in	the	document.	For	example,	you	might	see	terms	like	Acquired	Shares	or	Material	Adverse	Effect.	Definitions	provide	context	for	the	transaction.Transaction	detailsThis
section	outlines	the	agreement	to	purchase	and	sell	shares,	including:Purchase	priceEscrow	provisionsTax-related	provisionsClosing	mechanics	and	related	deliverables	to	effect	the	transfer	of	the	sharesRepresentations	and	warrantiesRepresentations	and	warranties	are	factual	statements	made	by	the	buyer	and	the	seller	regarding	any	issues	that
might	affect	the	outcome	of	the	sale,	including	disclosures	of	assets	and	liabilities,	intellectual	property	holdings,	and	pending	legal	issues.CovenantsThese	are	provisions	that	a	buyer	or	seller	agrees	to	perform	(affirmative	covenant)	or	abstain	from	performing	(negative	covenant).	The	agreement	may	also	include	restrictive	covenants	in	a	separate
section	that	pertains	to	the	non-solicitation	of	customers	and	employees	and	non-compete	clauses.ConditionsAs	mentioned,	this	section	lists	the	conditions	that	must	occur	before	the	parties	are	obligated	to	complete	the	transaction.	Both	conditions	may	be	waived	if	both	parties	agree.Conduct	of	the	target	companys	business	between	signing	and
closingObtaining	regulatory	clearances,	such	as	antitrust,	foreign	investment	and	other	similar	regulatory	approvals,	and	causing	the	closing	conditions	to	be	satisfiedNo	solicitation	of	other	bidsNon-compete	or	non-solicit	of	employees	(and	sometimes	customers)Employee	mattersTax	mattersConfidentialityPublic	announcementsFurther
assurancesOther	bespoke	covenants	depending	upon	the	particular	facts	and	circumstances	of	the	dealDispute	resolutionThe	parties	often	negotiate	whether	to	include	a	provision	for	alternative	dispute	resolution	(ADR).Other	considerationsThis	is	a	general	outline	of	a	typical	stock	purchase	agreement.	The	final	document	will	reflect	the	specific
circumstances	and	requirements	of	the	transaction.For	instance,	you	might	need	to	include	additional	provisions	if	the	transaction	is	cross-border.	You	may	also	consider	additional	provisions	related	to	termination	rights	and	other	miscellaneous	rights,	which	can	include	provisions	relating	to	expenses,	notices,	amendments,	governing	law,	specific
performance,	etc.Templates	and	other	resourcesStock	purchase	agreements	are	integral	when	facilitating	business	transfers	of	ownership.	All	parties	involved	should	have	a	thorough	understanding	of	the	scope	of	the	agreement,	as	well	as	the	rights	and	responsibilities	it	conveys.Drafting	stock	purchase	agreements	can	prove	time-consuming	but
utilizing	Standard	Documents	can	increase	efficiency	while	helping	ensure	your	clients	are	protected	during	the	process.	Explore	additional	resources	below.Stock	purchase	agreement	templatesPractice	NotesChecklistsClosing	Private	M&A	Transactions	ChecklistStock	Acquisition	Checklist	An	Equity	Purchase	Agreement	is	a	legal	document	that
specifies	the	conditions	of	the	sale	of	a	companys	equity	holdings,	stocks,	etc.	Membership	interests,	a	companys	reputation,	intellectual	property,	and	other	assets	are	all	included	in	equity	transactions.	An	Equity	Purchase	Agreement	is	also	known	as	a	stock	purchase	agreement,	is	a	contract	that	transfers	shares	of	a	firm	from	a	seller	to	a	buyer.
Equity	purchases	can	be	used	to	acquire	a	company	in	its	entirety	or	in	part.All	assets	and	liabilities	of	the	company	will	be	included	in	the	transaction	when	a	buyer	purchases	all	of	the	stocks	or	membership	interests	owned	by	the	companys	founding	shareholders.	As	a	result,	the	companys	assets	do	not	require	a	separate	asset	purchase
agreement.Common	Sections	in	Equity	Purchase	AgreementsThe	common	sections	found	in	equity	purchase	agreements	are	listed	below.Parties	namesThe	agreements	terms	(i.e.,	how	many	shares	are	being	sold	and	at	what	price)Statements	and	warranties	made	by	the	buyer,	seller,	and	businessThe	laws	that	apply	to	the
agreementIndemnificationPre-	and	post-closing	covenantsPayment	details,	such	as	the	day	on	which	payments	are	due	and	the	deals	completion	dateNon	disclosure	and	confidentiality	agreementsRequirements,	indemnity,	costs,	and	other	clauses,	such	as	how	to	manage	employee	concerns	following	the	transaction	and	any	ongoing	consulting	or
transition	services.Dated	signaturesA	contract	called	an	equity	purchase	agreement,	often	called	a	share	purchase	agreement	or	stock	purchase	agreement,	is	used	to	sell	shares	of	a	company	to	a	buyer.Why	Is	An	Equity	Purchase	Agreement	Preferred?The	sellers	prefer	an	Share	Purchase	Agreement	Draftsince	it	transfers	all	business	liabilities	to
the	buyer.	Because	of	this,	buyers	may	avoid	equity	purchases	unless	the	target	business	has	a	clean	operating	history.	According	to	the	Corporate	Finance	Institute	(CFI),	buying	stocks	is	easier	and	more	frequent	than	buying	assets.	In	the	form	of	stock	purchases,	hedge	funds	frequently	engage	in	mergers	and	acquisitions.It	is	well	known	that	large
corporations	usually	acquire	the	assets	of	smaller	ones.	Contrarily,	agreements	between	equal	companies	are	often	equity	purchases.	An	Equity	Purchase	Agreement	is	generally	simpler	than	an	asset	acquisition.Difference	Between	Equity	Agreement	&	Asset	AgreementAsset	and	equity	purchase	agreements	are	the	result	of	a	buyer	and	seller	coming
to	an	agreement	on	a	deal	in	which	all	or	parts	of	a	business	are	sold.	Asset	and	equity	purchase	agreements	that	are	thorough	and	well-written	are	beneficial	to	both	parties	and	offer	much-needed	peace	of	mind.Make	sure	you	get	the	best	price	when	purchasing	or	selling	assets,	which	might	include	real	estate,	vehicles,	office	supplies,	and	goodwill.
The	clear	difference	between	an	asset	sale	and	an	equity	purchase	is	that,	in	an	asset	sale,	only	assets	are	sold.The	buyer	has	the	option	to	include	or	exclude	particular	assets	from	the	sale.	Also,	it	limits	any	liabilities	you	may	take	on	from	the	previous	business.	Because	they	are	a	part	of	the	same	corporate	entity,	any	liabilities	in	a	stock	or	equity
sale	are	passed	on	to	you.	Knowing	the	differences	as	well	as	the	agreements	terms	is	important.	Choosing	whether	the	agreement	will	be	an	asset	purchase	or	an	equity	purchase	is	an	essential	first	step.	Organisations	can	then	specify	which	assets	and	liabilities	are	included.However,	there	are	various	advantages	and	disadvantages	to	equity
purchase	agreements.	Advantages	&	Disadvantages	of	Equity	Purchase	AgreementsEquity	purchase	agreements	have	both	advantages	and	disadvantages	in	terms	of	taxes.	Although	the	buyer	might	be	able	to	avoid	paying	transfer	taxes,	they	lose	the	step-up	tax	benefit	that	may	have	an	impact	on	future	capital	gainsIf	current	shareholders	are	not
able	to	come	to	an	agreement	to	sell,	it	may	be	difficult	for	the	buyer	to	buy	the	stock.	The	equity	purchase	process	may	also	be	delayed	by	applicable	securities	laws.	This	is	especially	true	if	there	are	many	shareholders	in	the	target	companyWhen	purchasing	assets,	bidders	may	make	a	high	offer	to	the	seller.	A	stock	sale	also	provides	tax
advantages	to	the	seller	and	can	free	them	from	obligations	and	contractsPurchasing	a	business	completely	is	less	complicated	but	also	more	dangerous	than	negotiating	which	particular	assets	and	liabilities	to	buy	and	which	to	excludeDue	to	the	lack	of	revaluation	and	retitling	of	assets,	it	is	simpler.	Contracts	with	suppliers	and	consumers,	as	well
as	agreements	relating	to	employment,	do	not	require	renegotiationDue	to	the	possibility	that	the	buyer	could	acquire	unintended	liabilities,	it	is	riskier.	This	could	be	an	undisclosed	lease	or	lawsuit.Uses	of	Equity	Purchase	AgreementA	corporation	adds	new	shareholders	when	it	sells	stock	to	raise	capital.	Be	careful,	though,	that	no	ownership	of	the
company	entity	is	transferred	as	a	result	of	the	transaction.	Even	if	a	new	stakeholder	gains	the	majority	of	the	shares,	this	remains	true.	When	the	shareholders	sell	all	of	the	companys	stock	to	a	buyer,	ownership	of	the	business	is	transferred.	The	person	who	buys	the	stock,	or	equity,	becomes	the	new	business	owner.The	firm	is	unaffected	aside
from	the	change	in	ownership.	The	companys	assets	and	liabilities	are	the	same	as	before.	Buying	a	companys	assets	rather	than	its	shares	is	another	approach	to	taking	over	control	of	it	in	reality.	In	this	case,	the	companys	assets	do	change	hands,	but	its	owner	does	not.On	paper,	the	ownership	of	the	business	is	still	the	same.	Similar	to	selling
stock	in	a	corporation,	asset	sales	can	be	a	focused	strategy	to	raise	money.	It	need	not	mean	that	the	companys	course	will	be	drastically	altered.	Sellers	generally	prefer	a	business	sale	that	is	organised	like	a	stock	sale.	Buyers,	meanwhile,	tend	to	favour	asset	sales.	This	is	due	to	the	deals	structural	variations	and	implications,	among	other
things.As	stated	earlier,	the	ownership	of	a	business	does	not	change	as	a	result	of	an	asset	purchase	transaction.	The	bidder	buys	specific	company	assets.	These	could	include	things	like	tools,	permits,	supplies,	and	customer	lists.Specific	liabilities	may	also	be	left	out	of	the	agreement.	An	equity	purchase	can	be	compared	to	this.	In	this	scenario,
the	buyer	takes	over	ownership	of	the	target	company	and	buys	the	target	companys	stock	in	addition	to	all	of	its	assets	and	liabilities.ConclusionAn	Equity	Purchase	Agreement	should	be	used	for	all	equity	transactions,	whether	you	are	selling	stock	in	your	company	or	buying	equity	in	a	company.	This	is	because	an	equity	purchase	agreement	is
much	simpler	than	an	asset	agreement	and	because	it	reflects	the	specifics	of	the	parties	contractual	relationship.	If	you	need	help	with	an	equity	purchase	agreement,	our	experienced	legal	experts	at	Vakilsearch	can	help	you	draft	a	legally	and	factually	accurate	document	just	within	a	few	clicks!Also,	Read:Top	5	Important	Terms	In	a	SPAThe	sale
of	equity	or	shares	is	a	pivotal	event	in	the	life	cycle	of	a	company.	Whether	its	a	startup	seeking	investment	or	an	established	corporation	looking	to	raise	capital,	understanding	the	rules	governing	the	sale	of	equity	is	crucial.These	rules	not	only	ensure	compliance	with	legal	and	regulatory	frameworks	but	also	protect	the	interests	of	all	stakeholders
involved.	In	this	article,	well	delve	into	the	key	rules	for	the	sale	of	equity/shares	that	companies	and	investors	need	to	consider.What	Is	an	Equity	Purchase	Agreement?In	the	realm	of	business	transactions,	particularly	those	involving	the	sale	of	ownership	stakes	in	a	company,	an	Equity	Purchase	Agreement	(EPA)	stands	as	a	foundational	document.
An	EPA	is	a	legally	binding	contract	that	outlines	the	terms	and	conditions	governing	the	sale	and	purchase	of	equity	or	shares	in	a	company.It	serves	as	a	crucial	tool	in	facilitating	the	transfer	of	ownership	interests	while	providing	clarity	and	protection	to	both	parties	involved	in	the	transaction.Rules	for	the	Sale	of	EquityWhen	selling	equity	or
shares	in	a	company,	whether	its	a	startup	or	an	established	business,	its	important	to	follow	certain	rules	to	ensure	a	smooth	and	legally	compliant	transaction.	Here	are	seven	rules	to	consider:1.	Compliance	with	Securities	LawsOne	of	the	primary	rules	governing	the	sale	of	equity	is	compliance	with	securities	laws.	These	laws	are	designed	to
regulate	the	issuance,	sale,	and	trading	of	securities	to	protect	investors	and	maintain	market	integrity.	Companies	must	adhere	to	the	securities	regulations	of	the	jurisdiction	in	which	they	operate.	In	the	United	States,	for	instance,	the	Securities	and	Exchange	Commission	(SEC)	regulates	the	sale	of	securities	through	the	Securities	Act	of	1933	and
the	Securities	Exchange	Act	of	1934.2.	Disclosure	RequirementsTransparency	is	paramount	when	selling	equity.	Companies	must	provide	prospective	investors	with	accurate	and	comprehensive	information	about	their	business,	financials,	risks,	and	prospects.	This	information	is	typically	disclosed	in	offering	documents	such	as	prospectuses	or
private	placement	memorandums	(PPMs).	Adhering	to	disclosure	requirements	not	only	ensures	regulatory	compliance	but	also	fosters	trust	and	confidence	among	investors.3.	ValuationDetermining	the	valuation	of	equity	is	a	crucial	aspect	of	the	sale	process.	Valuation	methods	vary	depending	on	factors	such	as	the	stage	of	the	company,	its
industry,	growth	potential,	and	market	conditions.	Common	valuation	techniques	include	discounted	cash	flow	(DCF),	comparable	company	analysis	(CCA),	and	precedent	transactions.	Its	essential	for	both	sellers	and	buyers	to	conduct	thorough	due	diligence	and	seek	independent	valuation	opinions	to	arrive	at	a	fair	and	reasonable	valuation.4.
Investor	AccreditationIn	many	jurisdictions,	there	are	regulations	pertaining	to	investor	accreditation	for	certain	types	of	equity	offerings,	particularly	private	placements.	Accredited	investors	are	individuals	or	entities	that	meet	specific	criteria	related	to	their	income,	net	worth,	or	professional	experience,	indicating	their	ability	to	understand	and
bear	the	risks	associated	with	investing	in	private	securities.	Ensuring	that	investors	are	accredited	helps	mitigate	risks	and	ensures	compliance	with	securities	laws.5.	Transfer	RestrictionsEquity	ownership	often	comes	with	certain	transfer	restrictions	imposed	by	the	company	or	outlined	in	shareholder	agreements.	These	restrictions	may	include
rights	of	first	refusal,	lock-up	periods,	and	limitations	on	the	transferability	of	shares.	Understanding	and	adhering	to	these	restrictions	is	essential	for	both	sellers	and	buyers	to	facilitate	smooth	transactions	and	maintain	corporate	governance	standards.6.	Legal	DocumentationThe	sale	of	equity	involves	a	myriad	of	legal	documentation,	including
share	purchase	agreements,	subscription	agreements,	shareholder	agreements,	and	transfer	documents.	These	documents	outline	the	terms	and	conditions	of	the	transaction,	rights	and	obligations	of	the	parties	involved,	representations	and	warranties,	and	dispute	resolution	mechanisms.	Engaging	experienced	legal	counsel	is	imperative	to	ensure
that	the	documentation	accurately	reflects	the	intentions	of	the	parties	and	protects	their	interests.7.	Regulatory	Filings	and	ApprovalsDepending	on	the	nature	and	size	of	the	equity	offering,	companies	may	be	required	to	file	regulatory	documents	and	obtain	approvals	from	relevant	authorities.	This	could	include	filings	with	securities	regulators,
stock	exchanges,	or	governmental	agencies.	Complying	with	regulatory	filing	requirements	is	essential	to	avoid	legal	repercussions	and	ensure	the	validity	of	the	equity	sale.Why	You	Need	an	Equity	Purchase	Agreement?An	Equity	Purchase	Agreement	is	a	crucial	document	utilized	in	various	business	transactions,	particularly	when	one	party	seeks	to
acquire	ownership	interest	in	another	entity.	Heres	why	such	an	agreement	is	essential:1.	Formalizing	the	Transaction:An	EPA	formalizes	the	agreement	between	the	buyer	and	the	seller	regarding	the	sale	of	equity.	By	clearly	delineating	the	terms	of	the	transaction,	including	the	purchase	price,	payment	terms,	and	closing	conditions,	the	EPA
ensures	that	both	parties	have	a	mutual	understanding	of	their	rights	and	obligations.2.	Defining	Rights	and	Responsibilities:The	EPA	specifies	the	rights	and	responsibilities	of	the	parties	involved	in	the	transaction.	It	outlines	any	representations,	warranties,	and	covenants	made	by	the	seller	regarding	the	equity	being	sold,	as	well	as	any	conditions
precedent	that	must	be	fulfilled	before	the	transaction	can	be	completed.	This	clarity	helps	mitigate	the	risk	of	misunderstandings	or	disputes	arising	during	or	after	the	sale.3.	Protecting	Legal	Interests:An	EPA	is	designed	to	protect	the	legal	interests	of	both	the	buyer	and	the	seller.	It	typically	includes	provisions	addressing	confidentiality,
indemnification,	dispute	resolution,	and	governing	law,	among	others.	These	provisions	help	safeguard	the	parties	against	potential	breaches	of	contract	or	other	legal	issues	that	may	arise	in	the	course	of	the	transaction.4.	Ensuring	Compliance:By	documenting	the	sale	of	equity	in	writing,	an	EPA	helps	ensure	compliance	with	legal	and	regulatory
requirements.	Depending	on	the	jurisdiction	and	nature	of	the	transaction,	there	may	be	specific	regulations	governing	the	sale	of	securities	that	must	be	adhered	to.	An	EPA	drafted	in	accordance	with	applicable	laws	and	regulations	helps	mitigate	the	risk	of	regulatory	non-compliance.5.	Facilitating	Due	Diligence:Prior	to	entering	into	an	EPA,	both
the	buyer	and	the	seller	typically	engage	in	due	diligence	to	assess	the	financial	and	legal	aspects	of	the	transaction.	The	EPA	may	incorporate	provisions	granting	the	parties	access	to	relevant	information	and	documents	for	this	purpose.	By	facilitating	due	diligence,	the	EPA	enables	the	parties	to	make	informed	decisions	and	identify	any	potential
issues	that	may	impact	the	transaction.Final	WordsThe	sale	of	equity	is	a	complex	process	governed	by	a	multitude	of	rules	and	regulations.	From	compliance	with	securities	laws	to	valuation,	investor	accreditation,	and	legal	documentation,	companies	and	investors	must	navigate	various	intricacies	to	execute	successful	equity	transactions.	By
understanding	and	adhering	to	these	rules,	stakeholders	can	mitigate	risks,	ensure	regulatory	compliance,	and	foster	trust	and	confidence	in	the	capital	markets.An	equity	purchase	agreement	is	a	legal	document	that	outlines	the	terms	and	conditions	of	a	transaction	where	one	party	acquires	ownership	in	another	company.	This	type	of	agreement	is
crucial	for	both	buyers	and	sellers	as	it	ensures	that	all	parties	understand	their	roles,	responsibilities,	and	expectations.	In	this	article,	we	will	delve	into	the	process	of	drafting	an	equity	purchase	agreement,	highlighting	key	components,	best	practices,	and	common	pitfalls	to	avoid.Understanding	Equity	Purchase	AgreementsAn	equity	purchase
agreement	typically	involves	two	main	parties:	the	buyer	(who	is	acquiring	the	equity)	and	the	seller	(who	is	selling	their	ownership	stake).	The	agreement	must	clearly	define	the	terms	under	which	the	transaction	will	occur.	Here	are	some	essential	elements	to	include:Parties	Involved:	Identify	both	the	buyer	and	seller	by	name,	address,	and	any
other	relevant	details.Equity	Percentage:	Specify	the	exact	percentage	of	equity	being	transferred.Purchase	Price:	Clearly	state	the	amount	being	paid	for	the	acquired	equity.Payment	Terms:	Detail	how	payments	will	be	madewhether	upfront	or	through	installments.Representations	and	Warranties:	Include	representations	made	by	both	parties
regarding	their	business	operations,	financial	health,	etc.Covenants:	Outline	any	ongoing	obligations	or	restrictions	placed	on	either	party	post-transaction.Indemnification	Clauses:	Protect	each	party	from	potential	liabilities	arising	from	pre-existing	conditions	or	future	actions.Dispute	Resolution	Mechanisms:	Establish	procedures	for	resolving
disputes	that	may	arise	during	or	after	the	transaction.Key	Components	of	an	Equity	Purchase	AgreementWhile	every	agreement	is	unique	based	on	specific	circumstances,	there	are	several	standard	components	that	should	always	be	included:Introduction:	Brief	overview	explaining	why	this	agreement	is	necessary.Recitals:	Background	information
about	both	parties	involved	in	the	transaction.Definitions	Section:	Clarify	any	technical	terms	used	throughout	the	document.Representations	&	Warranties	Section:	Statements	made	by	each	party	regarding	their	business	practices.Covenant	Section:	Ongoing	obligations	post-transaction.Payment	Terms	Section:	Details	regarding	payment
schedules.Indemnification	Clauses	Section:	Protection	against	potential	liabilities.Termination	Clause	Section:	Conditions	under	which	either	party	can	terminate	obligations.Best	Practices	for	Drafting	an	Equity	Purchase	AgreementWhen	drafting	an	equity	purchase	agreement,	consider	these	best	practices:Seek	Professional	Legal	Advice:	Engage
experienced	attorneys	specializing	in	corporate	law.Clearly	Define	Terms	&	Conditions:	Avoid	ambiguity	by	using	precise	language.Include	Contingency	Plans:	Address	potential	issues	such	as	regulatory	approvals	or	financial	performance	metrics.Ensure	Transparency	&	Disclosure:	Both	parties	must	disclose	all	relevant	information	about	their
businesses.Regularly	Review	&	Update	Documents:	Adjust	terms	as	needed	based	on	changing	circumstances.Common	Pitfalls	to	Avoid	When	Drafting	an	Equity	Purchase	AgreementThere	are	several	common	pitfalls	that	can	complicate	or	even	derail	transactions	if	not	addressed	properly:Lack	of	Clarity:	Ambiguous	language	leading	to
misunderstandings.Inadequate	Disclosure:	Failure	to	reveal	critical	information	about	either	partys	business	operations.Incomplete	Representations	&	Warranties:	Missing	crucial	statements	regarding	pre-existing	conditions	affecting	valuation.Inadequate	Indemnification	Clauses:	Insufficient	protection	against	unforeseen	liabilities	arising	post-
transaction.Inadequate	Dispute	Resolution	Mechanisms:	Lack	of	clear	procedures	for	resolving	disputes	efficiently.ConclusionDrafting	an	effective	equity	purchase	agreement	requires	careful	consideration	of	all	relevant	factors	involved	in	such	transactions.	By	understanding	key	components,	following	best	practices,	and	avoiding	common	pitfalls,
both	buyers	and	sellers	can	ensure	smooth	transactions	with	minimal	risk	exposure.	Whether	you're	an	experienced	business	owner	or	just	starting	out	navigating	complex	financial	deals,	having	a	well-drafted	equity	purchase	agreement	is	essential	for	securing	your	future	investments	wisely.An	equity	purchase	agreement,	also	known	as	a	share
purchase	agreement	or	stock	purchase	agreement,	is	a	contract	that	transfers	shares	of	a	company	from	a	seller	to	a	buyer.	Equity	purchases	can	be	used	to	acquire	a	business	in	whole	or	in	part.	They	are	frequently	contrasted	with	asset	purchases,	which	achieve	similar	objectives	but	have	a	different	deal	structure.	Equity	acquisition	is	generally
simpler	than	asset	acquisition.	However,	there	are	pros	and	cons	to	each	deal	type	that	both	buyer	and	seller	should	explore	with	the	help	of	a	professional	legal	advisor.	When	an	Equity	Purchase	Agreement	Is	Used	There	are	two	main	situations	in	which	a	business	might	be	interested	in	selling	shares	of	the	company.	The	first	is	to	raise	money.
Selling	stock	to	investors	can	provide	capital	to	pay	down	debt,	make	investments,	or	expand	the	business.	When	a	company	sells	stock	to	raise	money,	new	shareholders	are	brought	onboard,	but	the	transaction	does	not	result	in	a	transfer	of	the	ownership	of	the	business	entity.	This	is	true	even	if	a	new	shareholder	is	the	majority	shareholder.
Ownership	of	the	business	changes	hands	when	the	shareholders	sell	all	of	the	companys	stock	to	a	buyer.	The	buyer	who	purchases	the	stock	(i.e.,	the	equity)	becomes	the	new	company	owner.	Other	than	the	ownership	transfer,	the	business	remains	unchanged.	It	has	the	same	assets	and	liabilities	as	before	the	equity	purchase.	Another	way	to
become	the	de	facto	owner	of	a	company	is	by	purchasing	its	assets,	rather	than	its	stock.	In	this	scenario,	even	though	the	assets	of	the	company	change	hands,	the	ownership	does	not.	On	paper,	the	company	ownership	remains	unchanged.	Like	selling	company	shares,	selling	assets	can	be	a	targeted	way	to	raise	money.	It	does	not	necessarily
entail	a	radical	change	in	the	direction	of	the	company.	Using	an	Equity	Purchase	Agreement	in	the	Sale	of	a	Business:	Pros	and	Cons	According	to	Corporate	Finance	Institute	(CFI),	stock	purchases	are	simpler	and	more	commonplace	than	asset	acquisitions.	Hedge	funds	often	conduct	mergers	and	acquisitions	in	the	form	of	stock	purchases.	Kruze
Consulting	notes	that	big	companies	almost	always	buy	the	assets	of	small	companies,	while	deals	between	equal	companies	are	typically	equity	purchases.	A	business	sale	structured	as	a	stock	sale	is	usually	preferred	by	sellers,	while	buyers	tend	to	prefer	asset	sales.	The	reasons	for	this	are	related	to	structural	differences	between	the	deals	and
their	implications.	As	noted,	an	asset	purchase	transaction	does	not	result	in	transfer	of	the	ownership	of	the	business.	The	buyer	purchases	individual	company	assets,	such	as	equipment,	licenses,	inventory,	and	customer	lists.	They	can	also	exclude	specific	liabilities	from	the	deal.	Contrast	this	with	an	equity	purchase,	in	which	the	buyer	acquires
the	stock	of	the	target	companyalong	with	all	of	its	assets	and	liabilitiesand	assumes	company	ownership.	Buying	a	company	lock,	stock,	and	barrel,	as	opposed	to	negotiating	specific	assets	and	liabilities	to	purchase	and	exclude,	is	simpler	but	also	risker.	It	is	simpler	because	assets	do	not	need	to	be	retitled	and	revaluated,	and	employment
agreements	and	contracts	with	suppliers	and	customers	do	not	need	to	be	renegotiated.	It	is	riskier	because	the	buyer	could	be	taking	on	unintended	liabilities,	such	as	an	undisclosed	lease	or	lawsuit.	Tax-wise,	there	are	advantages	and	disadvantages	to	business	acquisition	equity	purchases.	The	buyer	may	be	able	to	avoid	paying	transfer	taxes,	but
they	lose	the	step-up	tax	benefit	that	can	affect	capital	gains	taxes	down	the	road.	From	the	buyers	side,	current	shareholders	can	complicate	a	stock	sale	if	they	cannot	agree	to	sell.	In	addition,	applicable	securities	laws	can	prolong	the	equity	purchase	process,	especially	when	the	target	company	has	numerous	shareholders.	From	the	sellers	side,
buyers	may	offer	a	high	price	on	asset	purchases.	In	addition,	a	stock	sale	offers	tax	benefits	to	the	seller	and	can	free	them	from	liabilities	and	contracts.	Elements	of	an	Equity	Purchase	Agreement	A	real-world	example	of	an	equity	purchase	agreement	is	available	here	on	the	Securities	and	Exchange	Commission	website.	As	you	can	see,	the
agreement	lists	numerous	provisions	that	are	typically	found	in	an	equity	purchase	agreement.	These	include	the	following	provisions:	Definitions/defined	terms	Names	of	the	parties	Terms	of	the	deal	(i.e.,	how	many	shares	are	being	sold	and	at	what	price)	Representations	and	warranties	of	the	buyer,	seller,	and	company	The	laws	that	cover	the
agreement	Indemnification	Pre-	and	postclosing	covenants	Payment	details,	including	when	payment	is	due	and	the	closing	date	of	the	deal	Confidentiality	and	nondisclosure	agreements	Conditions,	indemnification,	fees	and	expenses,	and	other	miscellaneous	provisions,	such	as	how	employee	issues	will	be	handled	after	the	transaction	and	any
ongoing	consulting	or	transition	services	Dated	signatures	Whether	you	are	selling	stock	in	your	company	or	buying	equity	in	a	company,	the	transaction	should	be	conducted	with	an	equity	purchase	agreement	that	reflects	the	specific	parameters	of	the	parties	contractual	relationship.	Not	sure	if	an	equity	purchase	or	an	asset	purchase	is	the	best
way	to	proceed?	Need	help	performing	due	diligence?	Have	questions	about	tax	implications?	Contact	our	legal	team	to	set	up	an	appointment.	An	equity	purchase	agreement,	also	known	as	a	share	purchase	agreement	or	stock	purchase	agreement,	is	a	contract	that	transfers	shares	of	a	company	from	a	seller	to	a	buyer.	Equity	purchases	can	be
used	to	acquire	a	business	in	whole	or	in	part.	They	are	frequently	contrasted	with	asset	purchases,	which	achieve	similar	objectives	but	have	a	different	deal	structure.	Equity	acquisition	is	generally	simpler	than	asset	acquisition.	However,	there	are	pros	and	cons	to	each	deal	type	that	both	buyer	and	seller	should	explore	with	the	help	of	a
professional	legal	advisor.	There	are	two	main	situations	in	which	a	business	might	be	interested	in	selling	shares	of	the	company.	The	first	is	to	raise	money.	Selling	stock	to	investors	can	provide	capital	to	pay	down	debt,	make	investments,	or	expand	the	business.	When	a	company	sells	stock	to	raise	money,	new	shareholders	are	brought	onboard,
but	the	transaction	does	not	result	in	a	transfer	of	the	ownership	of	the	business	entity.	This	is	true	even	if	a	new	shareholder	is	the	majority	shareholder.	Ownership	of	the	business	changes	hands	when	the	shareholders	sell	all	of	the	companys	stock	to	a	buyer.	The	buyer	who	purchases	the	stock	(i.e.,	the	equity)	becomes	the	new	company	owner.
Other	than	the	ownership	transfer,	the	business	remains	unchanged.	It	has	the	same	assets	and	liabilities	as	before	the	equity	purchase.	Another	way	to	become	the	de	facto	owner	of	a	company	is	by	purchasing	its	assets,	rather	than	its	stock.	In	this	scenario,	even	though	the	assets	of	the	company	change	hands,	the	ownership	does	not.	On	paper,
the	company	ownership	remains	unchanged.	Like	selling	company	shares,	selling	assets	can	be	a	targeted	way	to	raise	money.	It	does	not	necessarily	entail	a	radical	change	in	the	direction	of	the	company.	According	to	Corporate	Finance	Institute	(CFI),	stock	purchases	are	simpler	and	more	commonplace	than	asset	acquisitions.	Hedge	funds	often
conduct	mergers	and	acquisitions	in	the	form	of	stock	purchases.	Kruze	Consulting	notes	that	big	companies	almost	always	buy	the	assets	of	small	companies,	while	deals	between	equal	companies	are	typically	equity	purchases.	A	business	sale	structured	as	a	stock	sale	is	usually	preferred	by	sellers,	while	buyers	tend	to	prefer	asset	sales.	The
reasons	for	this	are	related	to	structural	differences	between	the	deals	and	their	implications.	As	noted,	an	asset	purchase	transaction	does	not	result	in	transfer	of	the	ownership	of	the	business.	The	buyer	purchases	individual	company	assets,	such	as	equipment,	licenses,	inventory,	and	customer	lists.	They	can	also	exclude	specific	liabilities	from	the
deal.	Contrast	this	with	an	equity	purchase,	in	which	the	buyer	acquires	the	stock	of	the	target	companyalong	with	all	of	its	assets	and	liabilitiesand	assumes	company	ownership.	Buying	a	company	lock,	stock,	and	barrel,	as	opposed	to	negotiating	specific	assets	and	liabilities	to	purchase	and	exclude,	is	simpler	but	also	risker.	It	is	simpler	because
assets	do	not	need	to	be	retitled	and	revaluated,	and	employment	agreements	and	contracts	with	suppliers	and	customers	do	not	need	to	be	renegotiated.	It	is	riskier	because	the	buyer	could	be	taking	on	unintended	liabilities,	such	as	an	undisclosed	lease	or	lawsuit.	Tax-wise,	there	are	advantages	and	disadvantages	to	business	acquisition	equity
purchases.	The	buyer	may	be	able	to	avoid	paying	transfer	taxes,	but	they	lose	the	step-up	tax	benefit	that	can	affect	capital	gains	taxes	down	the	road.	From	the	buyers	side,	current	shareholders	can	complicate	a	stock	sale	if	they	cannot	agree	to	sell.	In	addition,	applicable	securities	laws	can	prolong	the	equity	purchase	process,	especially	when	the
target	company	has	numerous	shareholders.	From	the	sellers	side,	buyers	may	offer	a	high	price	on	asset	purchases.	In	addition,	a	stock	sale	offers	tax	benefits	to	the	seller	and	can	free	them	from	liabilities	and	contracts.	A	real-world	example	of	an	equity	purchase	agreement	is	available	here	on	the	Securities	and	Exchange	Commission	website.	As
you	can	see,	the	agreement	lists	numerous	provisions	that	are	typically	found	in	an	equity	purchase	agreement.	These	include	the	following	provisions:	Definitions/defined	termsNames	of	the	partiesTerms	of	the	deal	(i.e.,	how	many	shares	are	being	sold	and	at	what	price)Representations	and	warranties	of	the	buyer,	seller,	and	companyThe	laws	that
cover	the	agreementIndemnificationPre-	and	postclosing	covenantsPayment	details,	including	when	payment	is	due	and	the	closing	date	of	the	dealConfidentiality	and	nondisclosure	agreementsConditions,	indemnification,	fees	and	expenses,	and	other	miscellaneous	provisions,	such	as	how	employee	issues	will	be	handled	after	the	transaction	and
any	ongoing	consulting	or	transition	servicesDated	signatures	Whether	you	are	selling	stock	in	your	company	or	buying	equity	in	a	company,	the	transaction	should	be	conducted	with	an	equity	purchase	agreement	that	reflects	the	specific	parameters	of	the	parties	contractual	relationship.	Not	sure	if	an	equity	purchase	or	an	asset	purchase	is	the
best	way	to	proceed?	Need	help	performing	due	diligence?	Have	questions	about	tax	implications?	Contact	us	to	set	up	an	appointment.	
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