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Most of the business indicators of a struggling economy are fairly predictable – lower profit margins, layoffs, bankruptcies, and business closures. However, another trend has become apparent: bickering business partners.


When economic times are on the upswing, business partners rarely, if ever, question or squabble about increasing revenues, salaries and bonuses. But when the money tap slows to a trickle, more and more business partners look for leaks in the revenue and expenditure pipelines, including what their partners are contributing and collecting. Even if they came into the business with equal monetary investments, should diminishing compensations be equal if one partner takes a five-week vacation and the other only takes two weeks off or if one partner has brought in more new business or clients than the other? In tough economic times partners may no longer be as tolerant of each other’s quirks and bad habits.

“Marriage” Counseling
Over the past two years, my practice has been looking more like a marriage therapist’s office than one of a business attorney’s with complaints and accusations of inequitable compensations up about 30 percent. And, yes, these situations can get emotional, and there’s no wonder why: business partnerships are usually created on a relationship level that are centered on visions and great ideas much like marriages. If spouses argue about money, so can business partners.

The first, and most impulsive, solution some business partners say they want is either a buy-out or dissolution of the company. Not that divorces are easy, but business breakups can be more difficult and not the best solutions in these cases. 

First of all, ask your client if he or she is prepared to walk away from a viable business, even if it is relatively underperforming in an unstable economic climate in the short term. Also, gearing up a new business takes a lot of cash, which isn’t as readily and easily available as it has been in years past, even for entrepreneurs with excellent established track records. Banks want a surety that their current investments will thrive in the future. Then there’s the matter of reconciling personally secured debt, which may not be possible to accomplish in the short-term, especially if the reserves aren’t available. Additionally, your client will never really be able to cut the ties to his or her former partner; they’ll still have to deal with each other as competition.

Rarely, and never in my case, have business partners decided to dissolve a business over personal and emotional differences after assessing the financial impacts. Instead, a bit of business therapy can get closely-held partnerships, and their businesses, back on track.

The “Pre-Nup”
For new partnerships, or ones that are in need of retooling, it’s never too late to draw up the equivalent of a pre-nuptial agreement. It’s an opportunity to set the ground rules for resolving what seem to be irreconcilable differences before they even happen.

This is a great opportunity for partners to decide who will make decisions on things such as contracts, hiring, mergers, and investing in equipment and major capital investments. Partners should also set guidelines in determining how and when more money needs to come into the company, and if a cash infusion isn’t equally implemented how ownership interest and compensation will be changed. Generally, it’s best to set the ground rules for the bigger decisions. You don’t want to draft an agreement that’s so restrictive that it makes it almost impossible to buy a box of pencils let alone a new building or a new IT system, especially if multiple partners are involved

Such an agreement should also state that partners to agree to bring in a trusted third-party advisor, such as an attorney or a CPA, to assist in making and settle differences on extraordinary decision-making events. A third party can offer objective advice that not only benefits the business but the partners, as well.

It may also be wise to take a cue from corporate America and join the ranks of companies that have adopted performance-based compensation standards. Sure, money, or investments, talks, but how money grows – or disappears – is a whole other dynamic that needs to be measured and valued in a very different way.

If partners agree to disagree on everything except the decision to part ways, a business pre-nup should also include a non-compete clause that states that the departing partner will not service clients or customers for a certain number of months or years.

There have been some instances in which drawing up a partnership agreement has resulted in some businesses never getting off the ground, and that’s OK. Think of it along the lines of finding out ahead of time that a potential spouse is irresponsible with a checkbook, is lousy at housekeeping, or will likely cheat. 

“Distribution of Assets”


In some cases, partnerships are unsalvageable but it doesn’t mean that businesses have to go down in flames, as well. In such an event, a buy-out is the best way to part ways but run the risk of being just a quarrelsome as soon-to-be ex-spouses arguing over who gets the house, the boat, or the cats. 


The best way to resolve a potential deadlock between partners is to employ a “Russian Roulette” or “Texas Shoot-Out” strategy, which isn’t as violent as it sounds. It is a simple method in which one partner offers to purchase the ownership interest of the other partner at a fixed price.  The recipient of such offer has the opportunity to accept the offer, or purchase the offering partner’s ownership interest at the same fixed price.  While your client may run the risk of being countered with a ridiculous counteroffer, it’s very unlikely. After all, the goal is to create a win-win situation for both sides.
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