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Transfer of Shares in Joint Ventures: Strategic Mechanisms in Shareholders’
Agreements

In a Joint Venture (JV), the Shareholders' Agreement (SHA) plays a critical role in regulating
how shareholders can transfer their shares and ensuring that ownership changes do not
disrupt the balance of control, management, and strategic objectives of the venture.

Key Share Transfer Mechanisms Commonly Found in SHAs
1. Right of First Refusal (ROFR)

e A shareholder intending to sell shares must first offer them to the existing
shareholder(s) on the same terms.

e Helps existing partners maintain their ownership stake and prevent entry of
undesirable third parties.

2. Right of First Offer (ROFO)

e A selling shareholder must first offer shares to existing shareholders before
approaching external buyers.

e Provides flexibility while preserving existing shareholders' preferential rights.
3. Tag-Along Rights (Co-Sale Rights)
e Protect minority shareholders.

o If a majority shareholder sells its stake to a third party, minority shareholders can
participate in the sale on the same terms and conditions.

4. Drag-Along Rights
e Protect majority shareholders.

e Enables majority shareholders to compel minority shareholders to sell their shares
to a buyer, facilitating a complete sale of the company.

5. Lock-In Period

e Restricts shareholders from transferring shares for a specified period after
commencement of the JV.

e Ensures stability during the initial growth phase.
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6. Permitted Transfers

e Allows transfers to affiliates, holding companies, subsidiaries, family trusts, or group
entities without triggering transfer restrictions.

e Subjectto specified conditions.
7. Putand Call Options
e Put Option: Right of a shareholder to require another party to purchase its shares.

e Call Option: Right to acquire shares from another shareholder at a predetermined
price or formula upon occurrence of specified events.

8. Deadlock Resolution Exit Rights
o Used when shareholders are unable to reach critical business decisions.
¢ Mechanisms may include:
o Russian Roulette
o Texas Shoot-Out
o Buy-Sell Arrangements
o Auction Procedures
9. Restrictions on Competitors

e Prevent transfer of shares to competitors or entities that may create conflicts of
interest.

e Protects confidential information and strategic interests of the JV.
10. IPO and Strategic Exit Provisions
e Provide structured exit mechanisms through:
o Initial Public Offering (IPO)
o Strategic sale
o Private equity exit

o Buy-back arrangements
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Strategic Importance

A well-drafted share transfer framework in a Shareholders' Agreement:

Preserves control and governance rights.
Protects minority and majority shareholders.
Facilitates smooth exits and liquidity.
Prevents disputes and deadlocks.

Enhances investor confidence.

Ensures continuity and stability of the JV.

Key Takeaway

Share transfer clauses are among the most critical provisions in a Joint Venture SHA.
Mechanisms such as ROFR, ROFO, Tag-Along, Drag-Along, Lock-In, Put/Call Options, and
Deadlock Exit Rights help balance ownership stability with shareholder liquidity, while
safeguarding the long-term objectives of the joint venture.

Difference Between ROFR and ROFO

Both Right of First Refusal (ROFR) and Right of First Offer (ROFO) are pre-emptive rights
commonly used in Shareholders' Agreements to regulate share transfers. However, they

operate differently.

Particulars ROFR (Right of First Refusal) ROFO (Right of First Offer)
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1. Right of First Refusal (ROFR)
Under ROFR:
1. Shareholder A receives an offer from an external buyer.
2. Shareholder A must disclose the offer terms to Shareholder B.

3. Shareholder B gets the right to purchase the shares on the same terms and
conditions.

4. If Shareholder B declines, Shareholder A can sell to the third party.
Example:

e Investor A wants to sell 20% shares.

o External Buyer X offers ¥10 crore.

e Investor B has the right to match the 310 crore offer.

o If Bdeclines, A may sell to Buyer X.

Benefit: Existing shareholders get strong protection against unwanted third-party entry.

2. Right of First Offer (ROFO)

Under ROFO:
1. Shareholder A decides to sell shares.
2. Before approaching outsiders, A must first offer the shares to Shareholder B.
3. B may negotiate and purchase the shares.

4. If negotiations fail, A can approach third-party buyers.



SGCO& Co.LLP

Chartered Accountants

Example:
e Investor A wants to sell 20% shares.
e Afirst offers them to Investor B for negotiation.
e« IfBis notinterested, A may seek external buyers.

Benefit: Gives existing shareholders the first chance to buy but provides the seller greater
flexibility.

Practical Comparison
ROFR
e More protective for existing shareholders.
e Maydiscourage third-party bidders because their offer can simply be matched.
e Frequently used in closely held JVs.
ROFO
e More seller-friendly.
e Encourages smoother negotiations.
o Often preferred by private equity and strategic investors seeking exit flexibility.
Key Takeaway
e ROFR = Match an existing third-party offer.

e ROFO = Get the first opportunity to negotiate before any third-party offer is
sought.

In most joint ventures, ROFR provides stronger control over ownership changes, whereas
ROFO offers greater flexibility and usually results in a more efficient sale process.



