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Introduction 

I would lIke to express my gratItude to everyone who made It possIble to 
\\ nte and Issue thIS booklet FIrst of all I would lIke to say thanks to the 
management of the SPA - Dr LaJos Csepz, Peter Osman and Dr Agnes Kls-Fodor­
and to the offiCIals - WIth specIal regards to Mrs Luger -, who contmuously 
encouraged me to wnte thIS booklet, to summarIze the expenence of the last five 
years regardmg ESOP-s and who ensured that the techrucal work of the publIcatIOn 
\\ as done Many thanks for the patIence of all who badly needed the SPA booklet 
on ESOP-s and were forced to WaIt because ItS preparatIon was delayed 

I would lIke to express my gratItude to the offiCIals of the Mmlstry of 
Fmance prepanng the ESOP Law - Dr Eva Hegedus and Dr Gabor Dobrocsl - for 
the OppOrtunIty to have useful dISCUSSIOns, and to Dr Andras Nemes, the offiCIal of 
the MInIStry of JustIce, the hterary adVIser of thIS booklet and the codlfier of the 
ESOP Law, whose valuable comments and cntIcal notes I took mto conSIderatIOn 
"" hen COITeCtIng the fil st draft 

I am very grateful to Dr Janos SzantGl, the Secretary General of the 
Hunganan ESOP ASSOCIatIon, a lawyer and economIst, who set a rugh techmcal 
standard for me m the mterpretatIOn of the ESOP Law so that It meets the 
reqUIrements of the econOInlC ratIonalIty, honesty and the democratIc rules of 
procedure 

In the preparatIon of thIS essay the questIOns I receIved from mterested 
partIes at my lectures delIvered m the framework of the techmcal assistance 
prOVIded by Share PartICIpatIOn FoundatIon were of great help Last but not least I 
am very thankful to the supporters and offiCIals of Share PartICIpatIOn FoundatIon, 
'WIth speCIal regards to Janos Hovorka and Juha SZlgetl 

Budapest, October, 1993 

The Author 
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The Theoretical Background of the ESOP Law 

The fundamental theory of the ESOP can be swnmanzed m the followmg 
sImplIfied way The ESOP IS a financIal, financmg and structural technIque, whIch 
males It possIble for the employees of a company to become mdividual share 
O\\ners III an organIzed way III the employer company, III a way that the Iepayment 
of the acqUIred credIt or the purchase pnce Instalments and the mterest wIll not be 
covered from therr wages but from the profit earned at the company, the collateral 
of the credIt IS not therr personal assets but the assets of the company, and m the 
process of property acqUIsItIOn the urulateral mterest m wages IS replaced by the 
Jomt mterest m mcreasmg the profit and the assets of the company 

The ESOP Law - approved by the Parhament on June 9, 1992 - has become 
well known m Hungary The purchaser of a state property share was an ESOP m 
approxImately 75 cases (up to October 1993), there are more than a hundred ESOP 
orgamzatlOns regIstered, and the number of the companIes and corporatIons where 
ESOP ImtIatIves have been started IS even larger Accordmgly the ESOP has 
proved a successful pnvatIzatIon program even If It was debated polItIcally and 
techrucally wmle It was bemg prepared and It has not changed smce the ESOP Law 
got m force 

Some people - openly or mwardly - reject tlns Idea saymg It IS unnecessary 
for employees to have therr own property shares because they are unable to 
represent a umform and conSIstent ownershIp concept, fragments of property 
hmders the ratIonal and harmoruzed control of the company, and they are afraid of 
the return of collectIVIsm or the appearance of "thrrd alternatIves" 

Others conSIder ESOPs econOIIDcally matIonal because the repayment of 
credIt borrowed for property acqUlsIoon (m case of mstalment payment the 
repayment of mstalments) and the payment of mterest dIstracts resources from 
development but for pohocal reasons they accept and support thIS pnvatIzatIOn 
techmque beheVIng that It IS only tranSItory smce employees wIll sell theIr property 
shares to people who offer cash as soon as pOSSIble 

Some others trunk ESOPs are the means of a management that IS mcapable to 
re"lve Itself, has no concept therefore It IS doomed to fatl "to save themselves for 
the future" These people say thts management IS afratd that a new, outSIde owner 
would not take theIr serVIces therefore they accept the establIshment of an ESOP or 
occasIOnally they are supportIve or even they mItIate It 

Thel e are people who accept that It can be reasonable for the company to 
establIsh employee ownersmp but not here and not now It IS a good technIque for 
some well-developed market economIes, where the owner and the management 
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reahze themselves that employee ownershIp offers addItIonal resources In Hungary 
- they say - owners and managements have not had the opportumty to see the 
usefulness of share ownershIp and co-operatIve management so It IS too eru ly to 
establIsh ESOPs m Hungary FIrst the managers must gam a thorough knowledge of 
the conventIOnal, hard management technIques that are bUIlt up strutmg from the 
upper levels ESOPs and partICIpatIOn can come some tIme later when the 
condItIOns are fine for them 

It would be a sunphficatIOn to say these opmIOns completely lack true 
statements ObVIOusly there IS some truth to them smce ESOPs were establIshed m 
varIOUS ways and m speCIfic condItIOns so some of them meVltably cany 
phenomena that seem to prove and actually do prove these Oplll10nS 

It IS pOSSIble that some of these concerns occasIOnally get proved however a 
comprehensIve Judgement can be made only after haVIng acqUIred profound 
expenence Makmg a comprehensIve Judgement IS not JustIfied on one hand 
because econOmIC transfonnatIon mcludmg pnvatIzatIOn shows contradIctory 
results m almost every areas, no matter we have m mmd spontaneous pnvatIzatIon, 
the establIshment of corporatIOns on a large scale, buy-out on E-credlt by 
entrepreneurs or the management or foreIgn mvestors On the other hand It IS not 
JustIfied to make a qUIck Judgement about ESOPs because the early expenence of 
ESOPs m Hungary shows the same pOSItIve SIgnS as the ESOPs m the USA or the 
Umted KIngdom 

There are several counter arguments agamst the opmIOns lIsted above I WIll 
mentIOn only some of them m bnef here 

The broad expenence m the Umted States shows that the employees as share 
holders are able to make deCISIOns together, followmg the requrrements of economIc 
ratIOnalIty If they are gIVen the adequate amount and qualIty of mfonnatIOn and they 
are contmuously taught how to mterpret tlus mfonnatIon For thIS - among many 
other thmgs - good commlffilcatlOn wlthm the company IS needed ThIS many­
SIded, mternal communicatIon together WIth partICIpatIOn on the company level and 
a total qualIty management" bnngs addItIonal profit 

It IS true that unlfonn, qUIck and hard actIons by the owners m the 
transfonnatIon of the company have less chance then m case of one owner but It IS 
not ImpOSSible even If the ESOP OrgaruzatIon has the controllmg maJonty shares 
It IS \\forth studymg the cases ill the Umted States where the ESOP OrgaruzatIOn 
took umfOlm, qUlck and preCIse achons, ill addillon there are Hunganan examples 
as well Expenence also shows that efforts to cooperate and to make the changes 
broadly accepted dunng the tranSItIon of the company have several advantages, 
whIch are more profitable m the long run than a sudden change 

In an economy where the condItIons of a market economy are predommant It 
IS unpossIble to follow "thIrd alternatIves" Nobody m the USA conSiders ESOPs 
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either some sort of collectIVIst-socIalIst fonnatlOn or a "thIrd alternatIve" but a 
technique that reVIves the traditIonal capItalIst economy and helps to create a broad 
layer wIth capItal Income and It IS supported by both the RepublIcans and the 
Democrats In recent years the trade unIOns, whIch are lOSIng theIr support, have 
not had a negative attItude, m some cases they have even been supportIve In a 
mmket economy beIng m the process of gettIng establIshed the Hunganan ESOPs 
cannot be too dIfferent from the ones In the USA 

It IS tlUe that the ESOP dIstracts sources from the company m order to pay 
off the credIt and the mterest but thIS loss of sources IS less than m any cases of E­
credIt, for two reasons On one hand the ESOP IS allowed to use pre-tax profit to 
repay the credIt and the Interest, whIch makes the repayIng lIabIlItIes less expensIve 
for the company than In case of the regular E-credlt where theoretIcally thIs 
repayment can be done usmg only after-tax profit The ESOP may carry out the 
repayment USIng exclUSIvely corporate profit - whIch Increases the corporate tax 
mcome of the state counterbalanCIng the tax allowance gIven to ESOP-s - whIle In 
the case of the usual E-credit It IS not necessanly the case 

FollOWIng theIr own mterests of ownership acqUIsitIOn most of the old and 
ne\\ generanon of the Hunganan managers are able and WIllIng to control the 
company they are entrusted WIth by the owners successfully even If one of the 
ovvners IS the ESOP If It was not the case, 1 e the Hunganan top managers were 
unable to meet the requIrements of a market economy, It would be IrratIonal to 
promote property acqUISItIon by the management 

A management whIch IS unable to manage the company accordmg to the new 
economlc- and market relatIons WIll fall They WIll be removed by the employees, 
\\ho, meVltably recognizIng the econOmIC neceSSItIes, WIll support or seek managers 
""ho are able to produce a program aImed at market- and fmanclal success and a 
plan for productive cooperanon for ItS accomplIshment 

The maJonty of our managers are teachable, able and wIllmg to learn new 
and effective techruques whIch are appbed on a large scale In modem market 
economIes ThIS abIlIty and wIllIngness are true not only m the case of tradItIOnal 
management styles (authontanan, dlctatonal, non-cooperatIve, etc) but also m the 
cases of management styles enforcIng the pnnclples of Total Quahty Management 
\\ hlch IS bUIlt up startIng from the lower levels and based on team-work and 
cooperatIOn The learnIng of the latter IS more unusual, tIresome and slower, but 
much more competitIve than the tradItIOnal styles, not only, but first of all In the 
ESOP compames Teachable managers WIll reabze that, when the ESOP IS the 
owner, thIS dIrectIon IS worth takmg Why to belIeve that m Hungary tradItIonal 
management technIques are the only way to the cooperatIve management style of 
the 90s') 

I found It Important to mentIOn these arguments and counter-arguments m the 
IntroductIOn In order to mdlcate the reason why the next 100 questIons and answers 
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cover more than Just the close mterpretatIOn of the ESOP law, proVIdmg an outlook 
to the mternal relatIOns of an ESOP and Issues related to the management of ESOP 
compames 

In the followmg I tty to make the reader acquamted wIth the Law No XLIV 
of 1992 on the Employee Share OwnershIp Program m a language whIch IS not 
techmcal but clear to anybody, m the form of questIons and answers However, I 
also thInk It IS Important that those wIshmg to get a closer knowledge of the legal 
termInology could find the relevant artIcles and sectIons of the Law Therefore, the 
relevant parts of the ESOP law--the number of sectIOns and artIcles-- are also 
Included m the followmg form [ ()] 

Some of the answers gIven to SImple questIOns have meVItably become 
complIcated, so, as a compensatIOn, I have tned to summanze the mam phases of 
organIZIng an ESOP In a flow-chart shown on the followmg page 

B 
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Flow-chart of Organizing An ESOP 

m the case of tender InVItation 

SALES PURCHASE 
INTENTION INTENTION 

I 

ESOP-Idea 
I 

25% support 
I 

Tender InVItatIOn ESOP Orgamzmg ~ FeasIbIlIty Study 
Comnuttee 

I 
lnfonnatlOn, PreparatIon 

I 
ESOP Statutes Bankmg CredIt 

PromIssory Note 
40% support 

I 

ESOP Or amzatIon I Purchase Offer, BId 

~ , 
~I SALES-PURCHASE IL.....I 
.... 11 Ir" 
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List of Questions 

I General Prmcipies Estabhshment of an ESOP orgamzatIOn 

1 What can be the purpose of the estabhshment of the ESOP organIzatIOn? 
2 \Vhy IS It expedIent for the owners and the management to accept and 

SUppOlt the ESOP Imhahve? 
3 At what compames/corporatlOns can an ESOP be lmhated? 
4 Can the ESOP mlhahve be aImed at a separated orgamzatlOnal urnt of a state 

compauy? 
5 Can the ESOP lruhahve be aImed at the purchase of operanng assets? 
6 \\!ho can mltlate an ESOP? 
7 What are the precondlhon of the estabhshment of the ESOP organIzmg 

commIttee? 
8 In order to mihate the ESOP and establIsh ItS orgaruzmg cOmmIttee IS It 

necessary to have the approval or support of the management of the company 
( corporatIon)? 

9 Is It possIble to estabhsh more than one ESOP organIzmg COmmIttee at the 
same company (corporatIOn)? 

10 What IS the procedure for assIgnmg the ESOP organIzmg commIttee? 
11 What should be/must be the concrete tasks for whIch the ESOP organIzmg 

commIttee IS authonzed m the aSSIgnment letter? 
12 What are the tasks to be carned out by the ESOP organIzmg COmmIttee 

dunng the preparahon of the ESOP? 
13 What can be the consequences If the managers of the company (the board of 

the corporatIOn) do not support the estabhshment of the ESOP organlzmg 
commIttee, the actIvIty of the c01llII1lttee or the estabhshment of the ESOP 
orgaruzahon? 

14 In case ofa conflIct as a result of the ESOP ImhatlVe and organIzmg actiVity 
are there any safe-guards agamst the diSmIssal of members of the orgaruzmg 
cOlrumttee? 

15 What preparatIOns are needed before an ESOP orgaruzatIon can be 
estabhshed? 

16 When may the foundmg assembly of an ESOP orgaruzahon be summoned, 
and what are the condlhons of the regIstratIOn at the court? 

17 What IS that date from WhICh on the ESOP organizatIOn IS estabhshed from a 
legal pomt of VIe\\', that IS, from which date on can It for example complete a 
sales contract or a credIt agreement? 

18 When should one ask the state assets management orgaruzahon for consent to 
establtsh the ESOP organIzatIOn, and m what cases, accordmg to our 
expenence, does the state assets management organlzatlOn grant thts 
consent? 

19 Under what condItIons does the State Property Agency approve the 
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establIshment an ESOP orgamzatIOn? 

II Obtammg property, the tender 

20 Does the ESOP orgamzmg comrmttee have any opporturuty to make a 
purchase proposal to the state assets managel wIthout a tender? 

21 Is there a chance that the SPA WIll accept the purchase proposal of the ESOP 
organIzmg comrmttee, and thIS way the ESOP orgamzatIon WIll become a 
buyer WIthout entenng a tender? 

22 Is It possIble for the employees to obtam property m an ESOP organIzatIOn 
even If the maJonty of the company's property shares had been sold already 
by the state assets orgamzanon? 

23 Is It necessary to submIt a bId even If the state assets manager had already 
sold the maJonty of the company's property shares? 

24 What resources can the ESOP organIzatIOn utIhze m order to pay the 
purchase pnze If It purchases property shares from a state assets management 
organIzatIOn? 

25 Can the ESOP organIzatIon make use of the preference offered by the state 
assets management orgaruzatIon agamst state assets accordmg to the 
regulatIOns of the Property Pohcy GUldelmes? 

26 Should the preference offered by the state assets management organIzation 
agamst state assets accordmg to the regulatIOns of the Property Pohcy 
GUldehnes be used mdividually or through the ESOP orgaruzanon? 

27 Can any pnce reductIon denvmg from the regulatIOns of the law other than 
the preference accordmg to the regulatIons of the Property Pohcy GUldelmes 
be used m case of a purchase through the ESOP? 

28 What resources can ESOP use to pay the purchase pnce If It IS not 
purchasmg dIrectly from the state assets managmg company? 

29 Can the ESOP get an ESOP credIt even If the owner of the employment 
company IS a state owned company or a company owned wholly or partIally 
b) the state, that IS, the vendor IS not the state assets manager? 

30 Under what condinons can the state assets manager allow the ESOP 
orgaruzatIOn mstalment payment? 

31 What IS the mlrumum own cash reqUlrement for the ESOP organIzatIOn to 
obtam property share? 

32 Is It suffiCIent If the ESOP orgamzatIOn possesses the mmImum own resource 
stIpulated m the law? 

33 What regulatIons apply to the utIlIzatIon of compensatIon coupons m an 
ESOP? Can the ESOP organIzatIOn pay Its own resource WIth compensatIOn 
coupons? 

34 Is the employer company entItled to pay the own resource on behalf of the 
ESOP OrganIzatIon? 

35 Who IS authonzed to complete the feasIblhty study ?What mformatIOn 
should It contam? 

36 Is the employer company IS oblIged to proVIde the necessary data for 
completIOn of the feaSIbIlIty study? 
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37 Who IS to finance the costs of complehon of the feaslblhty study? 
38 When - how many days before the tender - should the orgamzmg committee 

submIt a loan applIcatIOn to the bank(s)? 
39 What should an ESOP loan apphcahon contam? 
40 What are the documents needed for the evaluatlOn of a loan apphcatlOn and 

for glanhng a loan promissory note? 
41 What mformahon does the credit promissory note contam? 
42 What coverage may there be for obtammg the ESOP loan and company 

mstalment payments? Who are the guarantors? 
43 May the ESOP Organizahon obtam the guarantee proVIded by the CredIt 

Guarantee Co on ESOP loan? 
44 What obhgahons does an ESOP orgaIllzatlOn mean and what benefits result 

from an ESOP organizahon for the company where one has been 
estabhshed? Why would It be the mterest of the other owners of the company 
to encourage such an minanve? 

III Participants 

45 Who can pamclpate m the ESOP dunng the preparatory penod? 
46 Who are elIgIble to pamclpate m the ESOP, and who can be pamclpants of 

the ESOP orgamzanon at the tlffie of Its establIshment? 
47 Do the elIgIble employees automancally become pamclpants of the ESOp? 
48 Can pamcipatlOn m the ESOP orgamzatton be derued an employee of the 

company who IS elIgIble and who declared m wnnng hIS WIsh to become a 
pamcipant? 

49 Does an employee Jommg the organlzatlOn after Its estabhshment have any 
disadvantages? 

50 Is It compulsory for all the employees of the company to become partIcIpants 
of the ESOP orgamzahon? 

51 Can an employee remam pamcipant of the ESOP organizahon If hIs 
employment termmates? 

52 Are the pamcIpants of the ESOP orgamzatIOn responsIble WIth theIr own 
mcome and/or pnvate property for the lIabIlItIes of the orgamzahon? 

53 WIll the shares purchased through the ESOP become and remam m collecnve 
ownershIp or m pnvate ownershIp? How WIll the property shares purchased 
by the ESOP orgamzanon be transferred mto the ownershIp of the 
employees? 

IV The Statutes and the General Assembly 

54 Why IS the statutes of the ESOP orgaiUzahon Important? Can the pamclpants 
freely snpulate Its regulatIons? 

55 What the mandatory Items of the statutes of the ESOP orgamzanon? 
56 What IS the role and scope of authonty of the general assembly of the ESOP 

orgaruzatIon? 
57 How often, when and how must the general assembly of the orgaruzatIon be 
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summoned? 
58 Can the general assembly be held m the form of a partIal assembly, and m 

what cases should thIS form be used? 
59 When does the general assembly have the quorum, and what are the 

1 egulatIOns regardmg Its chaIrmanshIp? 
60 May the statutes of the orgamzatIOn be amended? 
61 What votmg nghts and how many votes do the partIcIpants have at the 

general assembly of the meetIng? 
62 Who IS authonzed to represent the OrganIzatIOn VIs-a-VIS thrrd party, the 

Court and other authontIes? 
63 What rules govern the establIshment of the executIve body? 
64 What IS the scope of authonty of the executIve body and what IS the duty of 

Its members? 
65 What responSIblhtIes do the members of the adrmmstratIve body have? 
66 Is It expedIent to establIsh a supervISOry cOII11Il1ttee? 
67 What are the nghts and responSIbIlItIes of the partICIpants? 
68 What should be the rules concernmg the allocatIon of the shares purchased 

by the ESOP With credIt or WIth Instalment payment be lIke? 
69 What nghts and responsIbIlItIes do those have, whose employment at the 

employer company termInates or who tenrunate theIr partICIpatIOn m the 
orgamzatIon and remaIn employees of the company? 

70 At what purchase pnce should the ESOP orgarnzatIon exerCIse ItS repurchase 
fIght? What should the schedule of the Instalment payment of the repurchase 
pnce be? 

71 What are the condItIOns for seIlIng the repurchased property shares? 
72 Who can exerCIse the votIng nghts for the shares (busmess shares) In the 

ownershIp of the partICIpants at the employer company's general assembly 
(shmeholders'meetmg)? 

73 Who can exerCIse the votIng nghts for the shares (busmess shares) m the 
ownershIp of the orgamzatIOn at the employer company's general assembly 
(shareholders'meetIng)? 

74 Who can the partICIpant turn to If he suffers damage because of the actIVity 
of the ESOP orgamzatIon or In case of an unlawful act? 

V Ownership and transfer mto ownershIp 

75 

76 
77 

78 

79 

What IS a share account? Does the Ltd busmess share need to be regIstered 
on a share account too? 
What propnetary nghts a connected to the shares obtamed through ESOP? 
What are the restnctIons on the propnetary nghts of those shares (busmess 
shares) whIch were transferred from the ownershIp of the orgaruzatIOn mto 
the ownershIp of the partICIpant? 
Accordmg to what rules are the property shares (shares or busmess shares) 
purchased by the payment of own resources - cash or compensatIOn coupon -
tI ansferred mto the ownershIp of the partICIpants? 
Can the partICIpants freely dIspose of the property shares (shares or busmess 
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shares) purchased by mdividual payments through utIlIzmg own resources, 
and", 1at propnetary nghts can they exerCIse free from any restnctIOn? 

80 When and wIth what condItIons are those property share transferred mto the 
ownershIp of the partICIpants, WhIch were purchased by the company WIth 
own resoUl ces, but whlch are not commg from the mdividual pa} ments of the 
partlcipants? 

81 What happens to the shares purchased through the ESOP by the preference 
outlmed by the Property PolIcy GUIdelmes? What are the regulatIons 
Iegmdmg transfer mto ownershIp and propnetary nghts, and what allocatIOn 
lUles can be used or are reasonable? 

82 When and WIth regard to what statutory regulatIOns can the shares purchased 
by the ESOP organIzatIOn through a loan or as a result of an mstalment 
payment agreement be transferred mto the ownershIp of the partICIpants? 

83 What regulatlOn can the statutes contam regardmg the allocatIon of the 
shrues, whIch, dunng the repayment penod, get mto the ownershIp of the 
partIcIpants? 

84 Should we requIre an own resource payment from the partICIpants who Jom 
the orgamzatIOn? 

85 Do the partICIparttS have to pay tax and/or duty after the shares transferred 
mto therr ownershIp? 

86 What tax allowartce Cart the partICIpant of the ESOP orgamzatIOn utIlIze for 
the runount, whIch was paId by hImself to repay the debt of the orgartlzatIon 
eIther at the establIshment of the ESOP or afterwards? 

87 Why IS It reasonable to retrun a part of the shares (busmess shares) m the 
ownershIp of the ESOP orgartlZatIon even after they have been freed up for 
allocatIon dunng the repayment penod? 

88 What are the resources, WIth whIch the ESOP organIzatIOn or the comparty 
may repurchase property shares? 

89 Does the organIzatIon have a repurchase obhgatIon? 
90 May the ESOP partICIpartt sell, and to whom can he sell the property shares 

whIch were transferred mto rus ownershIp through the ESOP orgartizatIOn") 
91 What factors mfluence the pnce of the property shares m the ownershIp of 

the partICIpartt? 
92 Why and how should the ESOP orgartlZatIOn establIsh an mternal share 

market? 
93 May the partICIpants get dIVIdends on the shares transferred mto theIr 

ownersrup through the ESOP orgartizatIOn? 

VI. Tax related and other questIOns 

94 From what resources Cart the ESOP orgamzatIon repay Its debt artd mterest, 
or III case of Instalment payment, pay the mstalments artd mterests? 

95 WIth what condItIons and restnctIons may the employer company SUbSIdIze 
the tepayment and mterest payment oblIgatIon of the ESOP organIzatIOn? 

96 Is there a relatIOnshIp between the runount of the subSIdy exempt from tax 
that may be gIven to the orgamzatIon and the proportIon of the orgamzatIOn's 
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shares III the company? 
97 In what extent may the organIzatIon receIve SubsIdIes exempt from tax If It 

does not purchase the property shares dIrectly from the state assets manager? 
98 Is there a tax allowance on the amounts paId by the company or by the 

partIcIpants III order to SUbSIdIze the repayment of the ESOP debt, If the 
ESOP orgamzatIon dId not purchase the property shares - neIther dIrectly or 
mdIrectly - from the state assets manager? 

99 What can be wntten off among the operatIonal costs of the ESOP 
organIzatIOn, and what resource covers the costs of the orgaruzatIon? 

100 F or what penod IS the orgaruzatIon estabhshed, and when does It termmate? 
What happens to ItS property at the termmatIon? 
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Questions and Answers 

I General Prmclples. EstablIshment of an ESOP organization 

1 What can be the purpose of the foundatIOn of an ESOP organzzatlOn'? 

The ESOP Law proVIdes a legal basIs for the Jomt acqUlslnon of assets of a 
CorpOlatIon or LImIted LIabIlIty Company regIstered m Hungary (corporatIOn m the 
followmgs) by a body of ItS employees The role of the ESOP orgamzatIon IS to 
proVIde a legal framework for the transfer of the assets acqUlred Jomtly to the full 
ownershIp of the employees as pnvate persons, accordmg to the ratIO of the 
Iepayment of the loan and the payment of the tranche of the purchase pnce 

The ESOP organIzatIOn establIshed by the employees on a voluntary baSIS, IS a legal 
entIty whIch compnses a self-government (a adrrurustranve and representatIve body 
elected by a secret ballot vote m the general assembly of the corporatIOn and the 
general assembly of the orgamzatIOn [sectIOn 3 of paragraph 4 ] - admInIstratIVe 
body m the followmgs) and regIstered partICIpants 

One of the goals of the ESOP for the employees IS the extenSIOn of theIr pnvate 
property by means of acqumng property shares m the corporanon (shares or 
busmess shares) whIch can be sold for cash after the successful completIOn of the 
1 epayment, when the property share can be sold at a pnce exceedmg the ongmal 
purchase pnce ThIS IS a result of the profitabIlIty and attractIveness of the 
corporatIOn 

The second goal IS the acqmSItlon of dIVIdend profit on the property shares m full 
ownershIp of the partICIpants after the completIOn of the repayment of the loan 

The thIrd goal IS pamclpatlon at deCISIve forums of the shareholders for the future 
of the corporanon, general assembly and shareholders' meetmg 

2 Why IS It expedlent for the shareholders and the management to accept, 
andfurthermore, to support the ESOP mItratrlte? 

The shareholders, as well as the managers of a corporatlon generally have some 
goals when acceptmg and supportmg the estabhshment of an ESOP organIZatIOn 
and Its property acqUlsltlon scheme The mterest of the employees m the mcrease of 
the assets and the profit, mstead or together WIth a wage mcrease, and theIr 
cOlmmtment to the market success of the corporatlon may be a long-term factor 
ensunng Its profitabIlIty 
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ThIS Interest IS a dnvmg force whtch has enabled the establtshment of structures 
snnilar to the ESOP organIZatIOns at several thousands of corporatIOns of mIddle or 
laIge SIze In several countnes of the world The mterest represents however an 
IndIrect donnant and not fully employed resource until It IS knoWIngly dIrected and 
represented by the management by the use of methods of cost economy and qualIty 
Improvement These technIques reqUIre a new phIlosophy and commItment of the 
management to base them on the pnncIple of partIcIpatIOn The results of the efforts 
can only be measured on a mIddle to long term 

3 At what companzes/corporatlOns can ESOP be mItlated? 

An ESOP can be InITIated at any companIes (state company, SUbSIdIary, company of 
certam legal entITIeS [art 1 sect 6]) or at econOmIC aSSOCIatIOns WIth the exclUSIOn 
of fmanclal and msurance mSTItutIOns The ImplementatIOn - establIshment and 
property acqUISItIon - can only be made pOSSIble at CorporaTIons and L TDs 
regIstered In Hungary 

4 Can an ESOP ImtzatIve be aImed at a separated umt of a state company? 

Yes ESOP can be InITIated at IDutS (factones, plants) separated from state 
companIes not yet transfonned The ESOP orgamzmg commIttee can be establIshed 
on the mandate of mInImum 25 % of the employees of the urnt (art 2 sect 1) In 
ordel to bnng the miTIaTIVe to a success, the state property manager (mamly the 
State Property Agency, SPA m the followmgs, or the State Asset Management [A V 
RT] or therr consultants) transfonn the urnt mto a Corp or Ltd (Art 1 sect 5 ) 

The transfonnatIOn Into an mdependent corporatIon IS hmdered by the followmg 
factors 

The state property manager body may wIthdraw part of the assets of the state 
company In thts case, It becomes a cash payment guarantor and IS responsIble for 
the lIabIlITIes of the company (to the trade credItors and supplIers) ill the extent of 
the ratIo of the book value of the WIthdrawn assets and the book value of the total 
assets In most of the cases, the purchase pnce IS not collected m cash, therefore, the 
state asset management bodIes are rarely partners for the establIshment of a 
corporatIOn from the WIthdrawn assets The management body IS most lIkely to act 
as a partner when there IS no nsk of bankruptcy, and no cash payment guarantee IS 
expected 

The manager body may eIther transform the state company mto several 
corporatIOns, or prefer to dIVIde the corporatIOn already transformed mto several 
corporatIOns m Older to establIsh the ESOP TIme and cost needs are sIgmficant 
(preparaTIon of the asset balance and the proposal for the dlstnbuTIon of assets, the 
shanng of the nghts and lIabIlItIes, etc ), whIch may result In the htnderance of the 
transfonnatIOn procedure 
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The manager body may make a deCISIOn at the general assembly 
(shareholder's meetmg) whereas the parent company transforms one of ItS umts mto 
a corporatIOn and realIzes It wholly or partIally In the framework of an ESOP ThIS 
deCISIOn can be made by other decisIOn-malmg bodIes of the parent company or the 
economIC aSSOCIatIOn If they have the nght to act so The legal regulations requrre a 
SIgnIficant amount of cash for the establIshment of a corporatIOn, or, If the capItal 
I eqUlrement IS not sigruficant for reasons of cash economy, the eqUlty raIse takIng 
place WIth the Issumg of fresh shares, the law prescllbes a partIcular phasmg the 
eqUlty raIse can take place mInImUm one year later than the date of the 
estabhslunent of the corporatIon (art 301 sect 3 of the Law VI of 1988) TIme can 
therefore also be a hmderance to transfonnatlOn 

Corporate tax or personal mcome tax habIhty applIcable to most of the cases 
mentIoned above also hmder the transformatIon procedure, although e-xpenence 
demonstrates that ESOP ImtiatIve at uruts to gam mdependence can be successful It 
IS seems therefore reasonable to try It A modIficatIon m the legislatIOn enables tax 
payment WIthout an actual cash flow when the subscnbed capItal IS raIsed WIth non­
cash depOSits 

5 Can the ESOP mltlatlve be aimed at the purchase of operatmg assets? 

No ESOP InItIatIve can only be aImed at the acqwsltIOn of corporate property 
share, namely Corp share or Ltd busmess share ESOP can be also lrutIated m the 
transformatIon of state company, subSIdiary or the company of certam legal entIties 
In order to establIsh an ESOP, the orgaruzmg commtttee may request the Withdrawal 
and transformatIOn of the assets of state comparues or their separated uruts (factory 
or plant) mto a corporatIon by the management body 

The ESOP organization cannot acqurre operatIng assets even If It mcurred the 
liabIlIty to establIsh a corporatIon or In order to acqwre shares m the corpOlatIOn, 
assets \\ ere taken as contrIbutIOn In kmd to an already operatIng corporation 

6 Who can ImtIate an ESOP? 

An ESOP can be 1ll1tIated by anybody WithOut the requrrement ofbemg employed at 
the company or corporatIon Naturally, the success of the ESOP can largely be 
ensured If the group of 1ll1tIators mclude one of the leaders of the workers, because 
the idea and the IrutIative are not exclUSIvely enough for the ESOP, itS preparatIon 
and the estabhslunent of an organlzmg cOlrumttee reqwre the extensive support of 
the employees (art 2 sect 1) 

7 What are the precondItIOn') of es tab lzshmg an ESOP organIzmg commlttee? 

The establIshment of an ESOP orgaruzmg commtttee, compnsmg 3 persons, 
reqwres a wntten mandate of trunImum 25 percent of the total labor force employed 
at the company or corporatIon WIth aSSIgnIng the acqwsitIOn of property share (art 
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2 sect 1 ) 

\Nnen the ESOP IS ImtIated at a separated umt of a state company, the reqUIred 
mInImUm mandate IS calculated on the baSIS of the number of workers employed at 
the umt 

I 

8 In order to InTlIate ESOP and It'S organizing committee, IS It necessary to hold the 
approval or support of the management of the company (corporatIOn)? 

Not necessanly, although the support IS hIghly recommended The ESOP orgamzIng 
commIttee can be establIshed on the mandate of 25 percent of the workers (art 
2 sect 1 ), but the unconcern or the OppOSItIon of the management may hInder the 
orgamzatIon The OppOSItIon may have several reasons 

- on the basIs of the bUSIness prospectIve of the company, they estImate the 
repayment of the loan and mterest payment quasI unpossIble, 

- a promIsmg contact has been developed wIth external mvestor who wIll not 
admIt ESOP as a cO-Investor, 

- they strIve for an exclusIve MBO WIth E-credIt or pnvatIzatIon leaSIng, 
- they feel adversary to the orgamzers, etc 

It IS therefore hIghly recommended to gam the support of the management 
Although they must proVIde data for the feasIbIlIty study (art 2 sect 4) and ItS cost 
are paId by the corporatIon (art 2 sect 4) supposmg the ESOP organIzatIon IS finally 
establIshed, expenence demonstrates that the work of the orgamzers may be 
sIgmficantly hIndered If the management IS reluctant to cooperate espeCIally In cost 
matters BesIdes, the convocatIon of the foundmg assembly of the ESOP 
OJ gamzatlOn requIres the approval of the general assembly of the Corp (or partners' 
meetIng In the case of Ltds), (art 3 sect 3 ), whIch IS dIfficult to prepare WIthOUt 
the support of the management 

FU11heImOJe, the feaSIbIlIty study, the credIt applIcatIon and the purchase proposal 
(art 2 sect 3 ) are based on the data of the mmunum mId-term busmess strategy and 
plan held by the management It IS therefore Important to have the support of the 
management and partICIpate together m the tender The second reason IS that 
accordIng to InternatIonal expenence, the success of an ESOP IS based on a 
cooperatIon of the total body of employees and management of a corporatIon, whIch 
can be undermmed by COnflIctIng mterests 

9 Is If po'Sslble to establzsh more than one ESOP organizing commlftee 
at the same company? 

Although It IS pOSSIble, It IS not recommended, SInce It may result m a dIVISIon of 
the wOJkers endangenng the success of the ESOP lilltIatIve, and the repayment of 
the loan m case the InItIatIve was successful It IS adVIsable to conCIlIate confhctmg 
mtel ests before the orgaruzmg commIttees start theIr complex, tune and money­
consummg actIVIty 
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TheoretIcally It may occur (and It has actually occurred), that two orgamzmg 
cmrumttees and subsequently, two orgamzatIOns are establIshed at the same 
company, umt, or corporatIOn, as the first needs a 25 percent, and the second, a 40 
percent support TherefOle theOletIcally, It IS possIble to have two separate 
orgamzatIOns for the acqulSltIOn of separate asset share One employer may Jom 
only one of the orgamzatIOns (art 4 sect 4 ) 

10 What IS the procedure for assIgmng the ESOP orgamzzng commIltee? 

The mandates have so far been prepared wIth a general formula 

"We, the undersIgned assess our mtent to acqUIre assets from the corporatIOn 
(transfonned from the company, etc) m the framework of ESOP 
We mandate the followmg three members of the ESOP organIzmg commIttee to act 
m our name " 

Accordmg to past expenence, the mandate should assIgn all the dutIes m connectIOn 
~ Ith the orgamzatIOn and ImplementatIon of the ESOP to the organIzmg commIttee 
which should be vested the legal competence, otherwIse the commIttee can face a 
SItuatIon whereas It cannot cany out ItS duty or It has to apply for concrete 
authonzatlOn of the employer for every smgle actIOn 

Ii What ~hould be/must be the concrete tasks for whIch the ESOP organizIng 
committee IS authorIzed In the assIgnment letter? 

FIrst of all 

mform every employee of the corporatIon (company) about the ESOP m 
general, and coordmate wIth them regardmg the concrete condItIons of the 
credIt and the sales-purchase transactIon [ArtIcle 2 (1)], 

prOVIde mfonnatIon about the preferences that can be used for the purpose of 
acqumng shares eIther mdIVIdually or m the framework of the ESOP m 
accordance WIth the Property Pohcy GUIdelmes (heremafter PPG), 

collect the letters of mtent of purchase by mdiVIduals through the use of PPO 
preferences and keep the relevant mdiVIdual payments on a depOSIt account, 

prepare a feaSIbIlIty study to see If It IS reasonable to buy from the 
corporatIOn assets, to what extent and for what pnce, 

WOlk out wIth the management of the corporation (company) how to cover 
the expenses related to the feaslblhty study [ArtIcle 2 (4)] If the company 
refused to pay advance for the expenses the ESOP orgamzmg commIttee 
should be authonzed (up to a certam amount) to collect payments - to be 
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1 epald later -to cover the preparatIOn of the study from the employees, 

have the feasibIltty study countersIgned by the Company, certIfymg that ItS 
contents are professIOnally valId [ArtIcle 2 (3)], 

havmg the feasIbIlIty study It should tum to the asset manager of the 
company to be pnvatIzed, m case of a company or corporate owner to the 
decIsIOn makmg body to mqUIre about the mtentIon of selhng the share It 
should also mqurre whether the potentIal credItor banks are wIllIng to gIve 
loans [ArtIcle 2 (1)], 

It should get a credIt certIficate from the bank and a certIficate for the 
mstalment payments from the State Trustee OrganizatIon (seller of the 
property) [ArtIcle 2 (1)], 

Collect the cash or compensatIon bonds,If they can be regarded as payment 
mstruments,wIDch IS the requIrement of the loan [ArtIcle 14 (1)], 

prepare the pnvanzatIOn tender document (sellmg bId), SIgn the related 
documents m the name of both the employers and employees, hand m the 
tender document m tIme to meet the deadlme, 

prepare a draft for the ESOP Statutes [ArtIcle 4 (3)], 

get Company General Assembly's approval for the foundatIon of the ESOP 
organIzatIon [ArtIcle 3 (3)], 

summon and organize the foundmg meetmg of the ESOP organizanon 
[ArtIcle 4 (3)] 

12 What are the tasks to be carried out by the ESOP OrganIzmg Comm1l1ee 
durmg the preparatIOn of the ESOP? 

The ESOP OrganIzmg COmmIttee should have an overvIew of all the tasks aSSIgned 
to It by at least 25% of the employees The Orgaruzmg CommIttee should be 
responSIble for the followmg 

prepare a feaSIbIlIty study to see If It IS reasonable to buy from the company's 
assets and If yes, to what extent and for what pnce [ArtIcle 2 (3)], 

to have the company counterSIgn the study, cemfymg that Its contents are 
profeSSIonally valId [ArtIcle 2 (3)], 

haVIng a feaSIbIlIty study WhICh satIsfies the reqUIrements of the SPA or 
more generally the vendor, the CommIttee should tum to the owner of the 
pIOperty share (the State Trustee OrganIzatIon or to the deCISIOn makmg 
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body m case of a company) to find out about the mtentIOn of sellmg the share 
[f\rticle 2 (1)], 

havmg a feasIbIlIty study, whIch satIsfies the reqUIrements of the banks, It 
should approach the banks to find out about theIr wIllmgness to offer loan 
faCIlItIes It should get a promISSOry not for the loan from the banks and one 
from the vendor for the mstalment payment [ArtIcle 2 (1)], 

prepru e the tender document for the pnvatIzatIOn (offer for bId), SIgn the 
necessary related documents m name of the mandant and hand m the 
document (offer for bId) before the deadlIne, 

ensure the amount to cover the expenses related to the feasIbIlIty study, the 
loan applIcatIOn and the tender document The corporatIOn (company) should 
pay for the expenses related to the preparatIon of the study, If an ESOP 
organIzatIOn IS founded [ArtIcle 2 (4)] If the company does not pay these 
expenses or does not pay the advance the ESOP Organlzmg Corrumttee can 
only rely on payments made by the employees, 

It should work out the terms of the sales agreement WIth those owners who 
Intend to sell theIr property or part of therr property to the ESOP 
organIzatIon ThIs agreement can only be regarded as an advance agreement, 
whether or not the ESOP WIll be founded The agreement WIll mclude the 
pnce of the property, method of payment, date of payment, terms of potentIal 
mstalment payment and secondary oblIgatIOns whIch are condItIons of the 
agreement [ArtIcle 2 (1)], 

mfonn all employees of the company on ESOP m general, get therr 
agreement on takmg credIt and on terms of sale [ArtIcle 2 (1)], 

prepare a draft for the ESOP Statutes [ArtIcle 4 (3)], 

get Company General Assembly to approve the foundatIon of the ESOP 
orgamzatIOn [ArtIcle 3 (3)],and prepare related documents The deCISIon 
makers WIll usually ask for the feaslblhty study and a draft on the ESOP 
Statutes, 

summon and orgamze the foundmg meetmg of the ESOP orgamzatIOn 
[ArtIcle 4 (3)] 
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13 What can be the consequences if the managers of the company 
(the board of the corporatTOn) do not support the establzshment of 

the ESOP organzzIng commlftee, the activity of the commlftee, 
or the estabhshment of the ESOP organzzatiOn? 

Thel e are several ways through whIch the managers of the company can hInder the 
foundatIOn of the ESOP OrganIzatIon and the work of the ESOP OrganIzmg 
C01mmttee, such as not provIdIng date hIDely for the feaSIbIlIty study, refusIng to 
countersIgn the study, threatenmg, dismIssmg members of the OrganIzmg 
Corrumttee, etc (the ESOP law does not deal WIth these cases, It does not Include 
sanctIOns), but WIth enough devotedness an Investment the handIng III of the tender 
document can not be refused Because It IS not the management but the owner of the 
company whose approval IS needed to form the ESOP orgaruzatIon In case of 
pnvanzatIOn one has to tum to the trustee managmg state property and the approval 
m case of a pnvanzatIOn tender and wmnmg the tender can almost be taken as 
gtanted 

The SItuatIOn IS more complex If the owner of the property to be purchased by the 
employees wIthm the frames of the ESOP program ThIs owner can be a state 
company or any other fIrm - It could be called mother company- whIch IS only 
partly managed by the state In these cases It IS usually the board or the management 
of the mother company whIch has the deCISIve vote and not all partIes are mterested 
m mdIrect pnvatIzatIOn and withm thIS m sellmg property to ESOP 

In case of a conflIct as a result of the ESOP 1ll1tIatIve and organIzmg aCtIVIty are 
there any safe-guards agamst the dIsmIssal of members of the OrganIzmg 
CommIttee? 

The members of the ESOP OrganIzmg COmmIttee wIll only be protected m case of 
a conflIct, If they are also members of the trade umon or company board In all other 
cases they can only appeal to court If the speCIfIc procedure IS VIolates workmg 
nghts 

What pleparatIOns are needed to establIsh an ESOP OrganIzatIon? 

In ordel to establIsh an ESOP organIzatIon a 3 member Orgaruzmg CommIttee 
should be appomted to carry out the preparatory tasks lIsted m answer 12, that IS 

prepare the feasIbIhty study [ArtIcle 2 (3)], 

ensure that the promISsory note IS wntten (credItIng, mstalment payment 
agteement), 

ensure that the owner of the property share WIll be ready to sell the property 
to the ESOP OrganIzatIon [ArtIcle 2 (1)], 
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ensure that the General Assembly (members meetIng) of the Employer 
Company aglees to the foundanon of the orgaruzanon [ArtIcle 3, (3)], 

pI epare the draft of the Statutes, 

ensure that at least 40% of the employees of the company at the foundIng 
general assembly agrees to the Statutes [ArtIcle 4, (3)] and, 

announces the foundIng of the orgaruzanon [ArtIcle 4 (3)], and 

votes the members of the executIve body through a secret ballot [ArtIcle 4 (3) 
and ArtIcle 8 (1)], 

finally the court regIstratIon needs to be settled [ArtIcle 5 (1)] 

1-1 In case of a COnflict as a result of the ESOP Inltzatlve and organlzmg activIty 
we IheJe any safe-guards agamst the dIsmIssal of members of the organlzmg 

commIttee? 

In case of a conflIct the members of the organIzIng cOIruruttee may be protected 
only If they are trade uruon officers or factory councIl officers at the same tIme If 
these two do not apply they may defend therr own Interests at court In the case of a 
non-faIr procedure accordIng to the labor law 

1 j What preparatIOns are needed before an ESOP organizatIOn can be 
estabhshed? 

In order to establIsh the ESOP OrgaruzatIon frrst of all It IS necessary to aSSIgn a 
three-member orgaruzmg cormruttee so that thIs cormruttee can do all the 
preparatory tasks whlch were mentIoned ill questIon 12, 1 e 

- a feasIblhty study should be prepared [ArtIcle 2 sectIon (3)] 
- promISSOry note for credIt or Instalment payment 
- the owner of the property share to be purchased should be wIllmg to sell 
that property share to the ESOP orgaruzatIon [ArtIcle 2 secnon (1)] 
- the general assembly of the employer company should agree on the 
establIshment of the of the orgaruzatIon [ArtIcle 3 sectIon (3) 
- the draft statutes should be prepared 
- the statutes of the organizanon should be approved by at least 40% of the 
employees of the employer company at the foundmg general assembly of the 
ESOP orgaruzanon [ArtIcle 4 sectIon (3) 
- the establIshment of the orgamze tIon should be announced [ArtIcle 4 
sectlOn (3)] 
- the members of the board of the organizatlOn should be elected by way of 
secret ballot and, 
- they should apply for the organlzanon's reglstranon at court [ArtIcle 5 
sectlOn (1)] 
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16 Ui hen may the founding as'>embly of an ESOP orgamzatlOn be 'iummoned, and 
what are the condl1lOns of regIstratIOn at court? 

The foundmg general assembly can be summoned If based on the feasIbIlIty study 
the piomissory note (loan agreement, mstalment payment agreement) IS ready and If 
the owner of the property IS ready to sale the property share to the ESOP 
orgamzatIOn wIthIn the framework of a tender or outside It The orgamzmg 
cormmttee can only summon the foundIng assembly If the general assembly of the 
employer company agrees to It 

The orgamzaTIon IS founded If at least 40% of the company's employees proclaIms 
the foundatIOn of the ESOP orgaruzaTIon and approves the Statutes of the 
orgaruzatIOn, appoInts the ExecuTIve Body of the organIzaTIon and fmally It must 
apply for regIstratIOn at court 

The Orgamzanon wIll be registered by the competent county court or by the capital 
court (heremafter Court) [ArtIcle 6 (1)] The court Will decide on the registraTIon m 
case of non-legal actIOn nnmewately Several documents are needed for the 
reglstranon Accordmg to law and because of pracncal reasons the followmg 
documents should be enclosed WIth the appltcanon 

mmutes of the foundmg meehng [ArtIcle 5 (1)], 

attendance sheet, cemfymg that at least 40% agreed to the foundanon 
the sheet should also contam the names of the representanves of the 
orgamzanon, 

the Statutes approved at the foundmg meetIng [ArtIcle 5 (1)], 

an authenTIc copy cemfymg the regIstratIOn of the orgaruzanon by the 
employer company, 

a declaratIOn of approval from the company [artIcle 3 (3)], 

names of members of the exeCUTIve Body (the name of the 
representatIve of the orgaruzatIOn, wInch should also be mdlcated m 
the Statutes) and the specImen SIgnatures and 

the nunutes of the first meetmg of the executIve body whIch should 
mclude the name of the charrman of the executIve body (If accordmg 
to the statutes the head of the execunve body IS the representanve of 
the orgamzanon) [ArtIcle 9] 
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17 What l'i that date from which on the ESOP organizatIOn IS establtshedfrom a 
legal pomt o(vlew, that IS, from which date on can Itfor example complete a sales 

contract or a credit agreement? 

The Court deCides on the regIstratIon out of tum and by not means of a legal actIon 
[6 § (2)] The COUIt may not refuse regIstratIOn If founders met the reqUIrements of 
the law on ESOP [5 § (2)] It IS adVisable to notIce that the orgamzatIOn can be 
regalded as legal entIty only from the date of regIstratIon [5 § (2)], whIch means 
that the 1 eglstratlOn IS not retrospechve In other words, regIstratIOn IS not effective 
as of the date of the foundmg meehng 

V\ nat IS ansmg from tills? The elected execuhve dlfectors may not act on behalf of 
the OlgamzatIon Upon estabhshment of the OrgaruzatIon, the Orgaruzmg 
Conunlttee ceases to eXIst The mterval between the foundmg meetmg and the 
IegistratIOn - what can exceed 30 days m case of a suppletory reqUIrement -
mvolves the nsk for the already founded ESOP OrgaruzatIon, If Its representatIve 
has to make a legal statement, or SIgn contracts 

ThIS IS the reason why the earhest pOSSIble estabhshment IS m the mterest of the 
OrgamzatIOn and tre State Trustee OrgamzatIon, coordmatmg the sale of state­
owned property, and thIS IS why It IS reasonable for the State Trustee OrgamzatIon, 
bemg the owner, to assent to the earlIest pOSSIble estabhshment 

18 When 'ihould one ask the state assets management organlzatlOnfor consent to 
establ15h the ESOP organizatIOn, and m what cases, accordmg to our experIence, 

doe'i the state assets management organizatIOn grant this consent? 

It IS advIsable to demand an assent as soon as the ESOP OrganIzmg CommIttee has 
fulfilled all the reqUIrements for an assent by the State Trustee OrganIzatIOn m the 
process of preparatIon of the establIshment of an ESOP OrgaruzatIOn 

The eaSIest solutIon would be If the State Trustee OrganIzatIon (and now for 
sImphficatIon let me mentIon only one the SPA), as the maJonty owner, at the early 
stage of the pnvatIzatIOn, would demand only rrummal requIrements from the ESOP 
and would fulfil ItS demand for an assent, as this IS the essentIal precondItIOn to 
sununon the ImtIal foundmg meetIng of the ESOP OrganIzatIon wruch IS to become 
a legal entIty upon legtstratIon [5 § (2)] and [6 § (1)], m order to be entItled to SIgn 
agreements and contracts for the benefit of the members of the OrganIzatIOn 

Accordmg to the present practIce, the SPA approves the establIshment of an ESOP 
OlgamzatIOn In case of an ordInary general assembly on rare occaSIOns Generally It 
assents after and upon submISSIon of a tender by the ESOP OrgamzatIon CommIttee 
for the ownershIp of the part of, or fall all of the property shares owned by the SPA 
In the OrgamzatIOn, or maybe after or upon WInmng that tender 

Ho\\- e\ er thIS practIce have ItS nsks for eIther the tendenng ESOP OrgamzatIon or -
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to a certam extent - for the SPA 

On one hand, the assent upon submIssIOn of the tender but mamly upon wmmng 
that tender leaves only a hmIted penod of tune to summon the ffiltIal foundmg 
meetmg of the ESOP OIgamzatIOn and for the followmg regIstratIOn, and to 
conclude a contract of sale and a credIt contract wIthm a short deadlIne 
(occaSIOnally 30 days) as stIpulated m the tender 

HO\\lever the Court deCIdes on the regIstratIOn out of turn by not means of legal 
actIOn [ArtIcle 6 (2)], whIch occasionally lasts for even 30 days BesIdes, the 
summons of the InItIal foundIng meetIng of the ESOP OrganIZatIon - and especIally, 
smce before the announcement, the contrIbutIng resolutIOn of the regular or 
e'\.traordmary general assembly has to be possessed - what can also take several 
weeks or even two months (Note The summons of the general assembly of a 
company lImIted by shares has to be announced 30 days pnor to ItS ffiltIal day) 

On the other hand, the legal status of the ESOP OrgamzatIon COmmIttee at the nme 
of submISSIon of the tender or after submtsslOn, In case of wmnIng It, IS not firm 
enough to enforce such contractual oblIganons agaInst It, whIch can be enforced 
agamst the elected execunve body of the ESOP OrgamzatIon The ESOP 
OIgamzatIOn CommIttee IS enntled only to conclude a prehmmary agreement, m 
case of the ESOP Orgamzanon gets establIshed, If Its coordInatIon oblIganon WIth 
the assignor employees [2 § (1)] IS legally dtfficult to be fulfilled Moreover, the 
ESOP OrgamzatIon has no representatIve dunng the mterval between the 
establIshment of the ESOP OrgamzatIon and the regIstratIon, sInce by settIng up the 
ESOP OlganizatIon, the ESOP OrganIzatIon Comnuttee ceases to eXIst [4 § (3)] 
and the elected executIve body gets authonzed for representatIon of the 
OlgamzatIOn upon regIstratIon of the Court 

There are several arguments agamst glvmg an assent 

1 The assent has ItS effects on the Company, hke, the Company IS responsIble 
as a guarantor for repaymg the credIt and for completIOn of the mstaIment payments 
of the credIt, obtamed by ESOP OrgamzatIOn to purchase property shares [14 § 
(6)] plo\Ided that the ESOP Orgamzanon can obtam credtt for the purchase of the 
asset, which was offered for sale, or can conclude a contract on payment by 
mstalments, smce credIt can be obtamed and a contract on payment by mstalments 
can be concluded only upon the SPA's mtend to sell a part of ItS property share 

If the SPA does not mtend to sell a part of ItS property share - whether because the 
ESOP WIll be the wmner of the tender or because the tender-WInner outSIder 
1m estor does not approve the SPA, as a mtnonty co-mvestor or because of any 
other leason prevents the ESOP purchase - the only loss WIll be that effort and work 
whIch was Invested mto the orgamzatlOn of the ESOP InItIatIve, and the Company 
WIll not be lIable as a guarantor 
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2 The ESOP OrgamzatlOn can be used as a mean of pressure over the SPA, to 
enforce It to sell Its property share, It intends to put on sale, to the ESOP 
01 gamzatlOn As questlOns 20 - 22 detaIl the oblIgatory eXIstence of outsIde 
biddel s let me make the remark that in a situatlOn in whIch the quahty of the bId IS 
ImpOltant, It IS m vam to quote pressure 

3 The thud argument Intends to elIminate the possIbIlIty of gIvmg an assent 
pnor to wmmng the tender, by claImlng that It would put pressure on the tender­
\\ mner outsIder Investor m that case, If the already eXlstmg ESOP OrgaruzatlOn 
intends to purchase a part of the rest of the state owned property share, and the SPA 
would \'\ ant to sell It to the ESOP Orgamzahon wlthm the framework of or outsIde 
of the tender The guarantor obhgahon of the Company for repaymg the credIt or 
completlOn of the Instalment payments of the credIt, to be obtamed by the ESOP 
Orgamzahon [14 § (6)] WIll be effechve and the nght of pre-emphon of members 
(shareholders) may not be exercIsed WIth regard to the property shares offered for 
the OrgamzatlOn [3 § (4)] In thIS case, the outsIder mvestor - WIth respect of the 
mformatIOn on the estabhshment of the ESOP OrgamzatIOn - can present It WIth 
knowmg that aCCIdentally the co-owner IS the ESOP Organizahon 

If the Pdrty, whIch mtends to obtam maJonty ownershIp alms to prevent that the 
ESOP OiganizatlOn be the co-owner, It IS possIble for It to come to an agreement 
\'\ lth the SPA, and mvolve m the Contract of Sale or m connectmg Supplementary 
Contract that the SPA Will not offer any part of ItS remalmng property share to the 
ESOP OrgamzatIOn 

\\ Ith respect to all of these, the SPA - mamtammg the current procedure of gIvmg 
assent - In the tendermg procedure for the ESOP OrganIzatIOns allows 60 days 
mstead of the standard 30 days for the oblIgahon to conclude a contract 

19 Under uhat conditIOns does the State Property Agency approve the 
establz5hment an ESOP organizatIOn? 

The SPA, as the maJonty owner of a Company, at an ordmary or extraordmary 
general assembly gIves ItS assent to the establIshment of an ESOP Orgamzahon, 
proVIded the legal ESOP Orgamzahon Commtttee submIts 

a all the documents proVIng that It bears the legal aSSIgnment of 25% of 
the employees, 

b a detaIled feaSIbIlIty study whIch meets the current SPA reqUIrements, 
and mvolves a descnphon of the proportIOn of the property shares It 
mtends to purchase, furthennore the sources of payment, and 
repayment and a broad busmess plan, 

c those resoluhons of the proposed deed of assocmhon, enablmg the 
SPA to determme whether or not the ESOP, m fact, means a 
management buyout In other words, It detaIls on, 
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tenns and condItIOns of partICIpatIOn (whether It IS substantIve law, 
whether It IS related to the length of employment or to the sIgnature of 
a letter of mtent, whether the condltlons for partIcIpatIOn of 
management and the employees are equal or not), 

pnnciples of dlstnbutIng the property shares (whether It stIpulates 
pnvdeges or the dlstnbutIon IS deformed by the fact, that It IS related 
to the - m some cases actually legally stIpulated 2% - mmnnum 
payment of the own resource and larger proportIon of the payment IS 
executed by some managers or not), 

the pnnciple of exerclsmg votIng nghts (whether or not It IS related to 
the payment of own resource or the general assembly of the ESOP 
OrganIzatIon IS secunng management dommance) 

II. Obtaining property, the tender 

20 Does the ESOP organlzmg commIttee have any opportunity to make a purchase 
proposal to the state asset manager wllhout a tender? 

The ESOP orgamzmg comrmttee has the nght, as anybody else, to submIt a 
pUlchase proposal to the State Trustee OrgamsatIon WIth thIS proposal the ESOP 
orgamzmg comrmttee only mdlcates Its mtentIOn of purchase for the property 
shales, and thIs mdicatIon must be accepted by the State Trustee OrgamzatIOn But 
the acceptance of the mdicatIOn does not mean the acceptance of the offer The so 
called "Tender Procedure Order" mandatory for the SPA and for ItS counsellors 
regulate, that state assets sales may only be affected by a publIc tender In case of 
the SPA and ItS counsellors acqUIttal can only be granted by the Board of DIrectors 
of the SPA should It be a closed, 1 e mVltatIon for tender based on competItIve offer 
InVItatIOns, or a sale Without a tender 

21 Is there a chance that the SPA WIll accept the purchase proposal of the ESOP 
organIzmg committee, and the ESOP organizatIOn WIll become a buyer wllhout 

entermg a tender? 

The SPA has the nght to sell state assets to the ESOP orgamsatIOn accordmg to 
-\rtIcle 76 sectIon (4) paragraph a) of the 1992 LIV Law concernmg the sale, 
utIlIzatIon and protectIon of the assets by the SPA, wluch assets are temporanly m 
the ownershIp of the state ThIS paragraph says 
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(4) The regulatIons of (1) need not be apphed 

a) If the State Property Agency sells state assets to employees m the extent 
regulated In the GUldehnes and accordmg to the stIpulatIOns of the 1992 
XLIV Act on the Employee Share Ownership Plan Above thIS extent the 
emplovees may acqUIre state property m a sImIlar way to other external 
mvestors 

Gmdelmes means here the ResolutIOn of the ParlIament named Property 
Pollcy Gmdehnes The (I) paragraph mentIoned m the quotatIon IS the followmg 

Miele 76 (1) The sale management, rent and the assignment of all these are made 
through tenders 

SPA m ItS practIce formed accordmg to the "Tender Procedure Order" used 
thIS opportumty only m spaCial cases - after the approval of the Board of DIrectors 
However thIS does not completely rule out the possIbIhty of such a request, as thele 
may be a change m the practIce of the SPA, and rarely though, but there have been 
e'XceptlOn It IS not probable that the SPA or Its counsellors accept the purchase 
offer of the ESOP orgamzmg comnuttee for the maJonty of property shares WIthout 
a tender, even If the purchase pnce and other purchase conditIons should be 
acceptable Thus the ESOP organIzmg cOlrumttee must be prepared for a tender 

Tende1s are not pWlted m the case, when the SPA or Its counsellor has sold a 
company's maJonty shares, and the remammg mmonty property shares - and by the 
force of the above mentIoned law - are sold to the ESOP orgamsatIOn wtthout a 
tendel BeSIdes the correspondmg sale and purchase mtentIon the acceptance of the 
ESOP orgamsatIon as partner by the maJonty share owner IS of course also needed 
The acceptance or rejectIon of an offer may have several reasons These reasons are 
lIsted and explamed m the answer to questIon 44 

22 Irs If po')slble for the employees to obtam property m an ESOP organizatIOn even 
if the maJorzty of the company's property shares had been sold already 

t/ the state assets orgamzatIOn? 

Of course there IS a possIblhty for thIS, especIally If the mode and drrection of the 
sale of the property shares In the ownershIp of the State Trustee OrganISatIOn has 
not been defmed yet by a deCISIon or agreement 

It may ocellI, that the State Trustee OrgarusatIon saves the rrunonty share property 
or a part of It for the converSIOn to compensatIon coupons, for the Small Investor 
Share Pul chase Program, m case of agnculture or food mdustry for the purchase to 
pI oduce! s, fO! the preferentIal sale to employees accordmg to the Property PolIcy 
Gmdelines or for other purposes 

It may occur, that the maJonty mvestor stIpulates or gets a purchase opportumty, so 
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called optIOn m the sales contract or m Its supplementary agreement for the reserved 
but for the reserved aIm not purchasable property shares In such a case - If the 
ESOP organIsatIOn has not been fonned preVIously - an ESOP IS only possIble If the 
maJonty mvestor renounces ItS optIOn m favOI of the ESOP orgamzmg cOIrumttee 

A fUl1her obstacle m the way of the FSOP obtammg property - even If the State 
Tmstee OrgamzatIOn would readIly accept the purchase offer of the orgamzmg 
commIttee - IS when the mvestors who had already obtamed property are entItled to 
the nght of first refusal In case of an mcorporanon thIS IS guaranteed by a specIal 
agreement, m case of an Ltd the partners - the members of the Ltd - thIs IS 
stIpulated by the regulatIons of the corporatIon law In case of such an event, any 
other owner besIdes the State Trustee OrganIsatIon may accept the purchase offer of 
the orgamzmg COmmIttee and, If he IS wIllmg, he may be the buyer Instead of the 
ESOP at the same pnce 

The Investor WIth maJonty ownershIp may prevent the success of an ESOP mltIatIve 
m other ways too As the maJonty owner he has or may have deCISIve vote, and may 
conn 01 the general assembly (m case of an LTD the shareholders meetmg) of the 
employer company whether to approve the fonnmg of the ESOP orgaruzatIOn or not 
[-\!1Icle 3 sectIOn (3)] ThIs resolutIOn of the general assembly (shareholders 
meenng) requmng maJonty vote IS only probable, If the company's maJonty owners 
(others than the State Trustee OrganIsatIOn) have an mterest ill the ImplementatIOn 
of an ESOP or at least they are not antagorustIc to It 

That IS why It IS Important when the owners (members of the company) approve the 
foundatIOn of an ESOP orgamsanon If for example the State Trustee OrgarusatIon 
as maJonty owner approves the foundanon of the ESOP orgaruzatIOn at the 
company's general assembly (shareholders meenng) before sellmg the maJonty of 
property shares [ArtIcle 3 secnon (3)], than the members of the company 
(shareholders) may not exercIse therr nght of first refusal - based on the regulatIons 
of the corporatIOn law or a contract (eg statutes of the company) - WIth regard to 
the property shares offered to the OrgarusatIon [ArtIcle 3 sectIon (4)] Tills means 
that the State Trustee OrgarusatIon may sell the property shares m ills ownersillp to 
the ESOP OIgarusatIOn after sellIng hIs maJonty ownershIp, even If any of the 
partnel owners should be entItled to the nght of fITst refusal But the condItIon of 
thIS 15 the approval of the foundatIon of the ESOP organIsatIon before the sale of the 
maJonty property Is It possIble for the maJonty owner to prevent the ESOP from 
becommg owner although the orgamsatIOn has been establIshed? (See questIOn 18 ) 

FlOm the pomt of VIew of the other owners (members) of the company the 
ImplementatIOn of an ESOP - beSIdes the several, mostly medIUm and long tenn 
posltIve effects - may have drawbacks too, willch make the owners antagonous 
to\\ ards the ESOP mItlatIve ThIS tOpIC IS handled m detaIl m questIOn 44 
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23 Is II neceHary 10 submlf a tender bId even if the state asset manager 
had already sold the maJorzty of the company's property share'}'? 

]\ot m evelY case If the State Trustee OrgaruzatIOn has property shares to purchase 
as mentIOned m questIOn 22 or above those factors than It IS worth to submIt an 
ESOP purchase proposal to the State Trustee OrganIzatIOn, whIch can accept It 
\\lthout a tendel BesIdes the authonzatIOn of the law [1992 LIV Act ArtIcle 76 
sectIon (4)] the State Trustee OrganIzatIon has thIS opportumty, because at the sale 
of the maJonty of the shares the purchase pnce rate IS establIshed, and to thIS the 
ESOP organlzmg cOIrumttee may taIlor ItS own proposal The purchase pnce 
ploposal has to be duly delIberated, as the mvestors mostly pay a hIgher pnce for 
the maJonty property as for the mmonty Tlus cntena must be understood by the 
ESOP orgamzmg commIttee when drawmg up theIr bId and at the later pnce 
negOTIatIOns 

2~ What reSOUlCe'l can the ESOP organzzatzon utIlIze In order to pay the purchase 
pl Ice In case ofpurchaslng property shares from a State Trustee Organzzatzon'? 

As the ESOP orgamzatIon cannot undertake any busmess actIOn It cannot have any 
own financIal resources Thus It can pay WIth the cash payments and/or 
compensatIOn coupons glVen by the partICIpants as own resource, or WIth money 
from other external financIal resources gIVen by non-partICIpants These external 
resources may be 

the preferentIal bank loans prOVIded for the purchase of property 
shares m the possessIOn of the state (let us call tlus loan ESOP loan 
hereafter), the mterest rate ofwluch IS always equal to the mterest rate 
of the E-Ioan [ArtIcle 15 sectIon (1)], 
the State Trustee OrgaruzatIon as vendor, who may permIt mstalment 
payment [ArtIcle 14 sectIon (1)], 
the pleference gIven by the State Trustee OrgaruzatIOn followmg the 
current regulatIons of the Property Pohcy GUldelmes at the expense of 
the state assets, 
the employer company Itself, 
the bank loan of banks 

The mterest of the ESOP loan - followmg the currently valId mterest rate of the E­
loan - IS 3%, for whIch the commercIal banks may charge a maXImum mterest 
margm of 4% The term of the ESOP loan IS 15 years, from wluch the first 3 years 
penod IS a grace penod ([ArtIcle 14 sectIon (5)] of the ESOP Law was amended by 
the 1993 XLIII Act winch came m force on 12 May, 1993) Dunng the grace 
penod the repayment of the loan does not have to be fulfilled, but mterest payment 
must be pel formed 

Of course the ESOP organIzatIon may receIve resources m the form of donatIons 
from anybody 
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25 Can the ESOP orgamzatlOn make use of the preference offered 
by the state assets management orgamzatlOn against state asset'} 
according to the regulatIOns of the Property Pohcy GUidelines? 

Yes, the allowance, supportmg employee ownershIp, can be obtamed by the ESOP, 
In a fOlm of pI Ice rebate The Asset Pohcy Pnnciples (hereafter referred to as APP ) 
fOl 1992 come to eXIstence as a Parhament ResolutIOn No 7111992 The APP for 
1992 was not m effect as of January 1 1993 (and the APP for 1993 was not 
apPlOved by the Pmhament untIl the dIaft had been fmIshed) but Its resolutIOns are 
applIed by the State Trustee OrgamzatIOn The adjusted APP has been presented by 
the Government to the Parhament, but these adjustments do not effect employee 
allowances The APP menhons the ESOP twIce under Pomt 5 

It states that 

Forms of allowances for employees and compames establIshed by them, 
furthermore for ESOP Orgaruzatlons, are treated by the Trustee 
orgamzatlOns on the bas1s of the same pnnc1ple and regard the different 
allowances as a whole 

It also states that 

the Trustee OrgaruzatlOn of the state 1S authonzed to grant pnce rebate 
and to allow payment by mstalments allowance to employees up to the 50% 
of the "ale pnce In case of payment by mstalments of the reduced pnce -
except of a sale wlthm the framework of ESOP which IS subject to the new 
Law on ESOP - mterest IS payable The rate of mterest IS equivalent With 
the mterest rate of the pnvatlzatlOn loan ("E-Ioan") For setthng the payment 
of the reduced pnce, pnvat1zatlOn loan ("E-Ioan") can also be used 

The allowance, m general, as per the current prachce, can be granted m the event of 
the pnvahzatIOn of the employer company The followmg statements charactenze 
the above mentIOned allowance WIth respect to the maximum amount and the l1ln1ts 

1 the amount does not exceed 10% of the own resource, but m most cases 10% 
of the pnce paId by the employee, projected to the total registered capItal (thIS IS the 
pnce, the mvestor would be reqUITed to pay If he'd buy the whole company), or 
rather the amount whIch equals to the one person's 12-month gross salary The 
lower amount IS gIves the baSIS of determmatlOn 

2 If 10% of the own resource (m practIce, the smaller amount, namely the pnce 
projected to the total regIstered capItal, IS regarded) do not reach the 12-month gross 
salary - V!<Ith a Jushfied request - the state trustee orgaruzatIon may mcrease the 
allowance compared to the own resource (to the pnce projected to the total 
regIstered capItal) from 10% to 15% 
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3 If wIthm the framework of the "allowance purchase program - as Its was 
stated before that the beneficIary of the allowance can also be the ESOP 
OlgamzatlOn - not all of the em .... loyees partIcIpate The amount of the allowance 
has to be determmed WIth respec of the number or wIth respect of the partIcipatmg 
emplo)-ees, m plOportlOn wIth the total number of employees (If only 60% of the 
employees mtend to partICIpate m the ESOP, the allowance can only be 60% of the 
above calculated) 

4 The allowance can be granted at a later date for those too, who have not 
requested It at the begmnmg 

The ESOP OrganIzatIOn (and the ESOP OrgarnzatIon COlmmttee, If the 
OlgamzatIon IS not yet establIshed) IS entItled to reqUIre m ItS tender or bId eIther 
that the calculated amount of the allowances be deducted from pnce, offered m the 
tender or bId of the ESOP, (or agreed m pnce talks), or may also request, that the 
portlOn of the shares, representIng eqUIvalent value WIth the acqUIred allowance, 
llmnedtately after SIgnature of the Contract of Sale be regIstered as the property of 
the OrgamzatlOn WIthout proVIdmg the counter value 

26 Should the preference offered by the state assets management organizatIOn 
agalJ1st state G'lset') accordIng to the regulatIOns of the Property Polzcy GUidelInes 

be lI~ed Individually or through the ESOP orgamzatIOn'? 

As a general adVIce, It can be saId that employees m the mterest of an earlIer 
acqUISItIOn of ownerslup nghts, which are free from restnctIOns, should endeavor to 
uuhze the allowances, mdlV1dually, If they meet those requIrements mdIV1dually 
whIch govern the payment of the reduced purchase pnce, and whIch are stIpulated 
m the APP 

1 the calculated pnce, whIch can be dumrushed by up to 50% of the pnce paId 
by the mvestor, can be paId off m mstalments WIthIn 3 years, WIth such a method, 
that upon signature of the Contract of Sale, 25% of the reduced pnce IS payable m 
cash and, 

2 the mterest rate on the remammg sum wIll equal to the mterest rate on the 
pnvatIzatlOn loan ("E loan"), 

3 or fOt the settlement of the reduced pnce, pnvattzatton loan ("E loan") can be 
requested mdividually, 

4 the reduced pnce can be settled WIth compensatIon bonds, as the SPA 
accordmg to ItS current practIce - accepts compensatIon bonds 

As an alternatIve possIbIhty, after transformatIon or pnvatIzatIon, the allowance can 
be utIlIzed for the purchase of employee shares on reduced pnce (the pnce 
reductlOn can be up to 90% of the face value) proVIded that for thIS suffiCIent funds 
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are aVailable and the State Trustee OrgamzatIOn decIdes to Issue employee shares 
and chooses the mcrease of the capItal on the account of those sufficIent funds 

The mcrease of the capItal, m case of companIes, whIch were transfonned m 
accordance wIth Act 12 of 1988 mto self-governmg enterpnses (governed by the 
Company Board, the General Assembly, and the Delegates' MeetIng), can be 
financed from that 20%, whIch IS returnable by the State trustee orgamzatlon to the 
enterpnse In thIS case, employee shares should be Issued Dependmg on the actual 
method of transfonnatIon or pnvatIzatIon, there are several verSlOns for thIs (whIch 
are not always benefiCIal for employees), but present chapter does not go mto 
detaIls 

BeSIdes the advantages of utIlIzatIOn of allowances m the fonn of purchasmg 
employee shares (e g the pnce can be 10% of the face value), there are 
dIsadvantages - whIch are also beyond the scope of thIS chapter 

27 May any prIce reductIOn derIvzngfrom the regulatIOns of the law other than the 
pJejerence accordmg to the regulatIOns of the Property Policy GUidelmes be used 

In case of a purchase through the ESOp? 

A.s a general rule NO,It may not 

Before laws on pnvatIzatIOn (Acts LIII , LIV and LV of 1992) came mto force on 
A.ugust 27 1992, the effectIve Law on TransformatIon [Act XII of 1989, ArtIcle 
21, sectIOn (1)] stIpulated that the State trustee orgamzatIOn IS oblIged to transmIt 
20% of the mcome resultmg from the pnvatIzatIon of the property shares of the 
gIVen company to the enterpnse, proVIded that the enterpnse was transfonned mto 
an enterpnse flom a self-governmg company ThIs amount should fonn the base for 
the oblIgatIon that the enterpnse IS compelled to Issue employee shares parallel WIth 
the mcrease of the capItal 

ThIS latter step can only be executed by companIes lImIted by shares, as law 
pI escnbes Smce the source for transmISSIOn of 20% of the purchase pnce - ill the 
e\ ent of purchase WIth n eXIstence Loan" - does not eXIst, that practIce took shape, 
that the buyer, bemg the maJonty owner of the enterpnse, waIves the amount and 
endeavors to assert a part of It as pnce allowance 

The oblIgatIOn of the State trustee orgaruzatIon for the transmISSIOn of thIs amount, 
unfortunately does not eXIsts, because the above mentIoned resolutIon of the Law on 
TransfonnatIOn should not apply to ESOP [3 §] The word "should not apply" does 
not mean "does not apply", so the enterpnse IS allowed to endeavor to attam the 
transmISSIOn of the 20% of the mcome The State trustee orgamzatIon probably WIll 
only be ready to do so upon the amount m questIon appears m cash as mcome from 
pnvatIzatIOn 
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28 What rewurces can ESOP use to pay the purchase price ifll IS not purchasing 
dIrectly from the ~tate assets managing company? 

The ESOP-loan \<vIth favorable mterest rate and matunty can only be apphed for, If 
the ESOP OrgamzatlOn executes the purchase drrectly from the State trustee 
OlganizatlOn OtherwIse, the pnce and tenns of payment entrrely depend upon the 
agt.eement between the seller and the ESOP OrgaruzatlOn, namely, whether the 
sellel 

- allows payment by mstalments and If yes, WIth what grace penod, 
- reqUIres own resource and If yes, m what proporTIon and wIth what 
allowances, 
- m case of payment by mstalments, what secunnes should be proVIded 

Upon payment m ready cash, m general only bank loan can be requrred WIth 
standaI d condinons 

If the seller of the property share of the employer enterpnse IS a state owned 
company or an enterpnse WIth maJonty ownershlp of State trustee organizanon mIt, 
then the State trustee orgaruzatIon as the owner - has Its mterest m thIs mdrrect 
pnvanzatIOn, decentrahzanon - can mfluence the decIsIOn of the enterpnse 
(company) VIa the govemmg bodIes In the event of an mdirect purchase, It IS 
therefOle reasonable not only to see the enterpnse (company) but the preVIOUS 
maJonty owner the State trustee orgaruzanon 

29 Can an ESOP OrgamzatlOn obtam loan if the owner of the employer company 
IS a ~late owned company or a partIally or fully state owned enterprise, mother 

words the seller IS not the state asset manager? 

No, It can not get As the Law on ESOP prescnbes -- SImIlarly to the EXIstence 
Loan - the condltlOn for obtammg the ESOP loan on favorable terms IS that the part 
of the purchase pnce paId off from the granted loan on favorable tenns, should 
dIrectly appear at the State trustee orgaruzatIon ThIs mcome has to be fully unhzed 
to dIminIsh the state debt [15 § (1)] 

30 Under ·what condItIOns can the state assets manager allow the ESOP 
orgamzatlOn Instalment payment? 

WIth respect of payment by mstalments the Law on ESOP has Its resolutlOns but the 
State tmstee orgaruzanon mIght also have Its rules Upon sale of the property share 
owned by the State trustee orgaruzanon by tilstalments, the mterest rate - except of 
the mterest margm -, applIed, equals to the mterest rate on the ESOP Loan (see 
QuestIon 24) [15 § (1)] There IS no rule goverrung the mterest margm on the ESOP 
Law It IS solely dependent on the agreement between the parnes ThIs mterest 
mmgm, however, remams under the 4% (as prescnbed m the government 
resolunon) mterest margm on the EXIstence Loan 
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The pI econdltlon of payment by mstalments IS that the ESOP OrganIZatIOn must 
have Its o\\n financIal resource MaturIty and the grace penod are the same as for 
the ESOP Loan The guarantor obligatIOn of the OrganIzatIOn (see QuestIOns 44 and 
52), the rIght of pledge (see QuestIon 77) and the oblIgatIon to payment by 
Instalments of the dIVIdend (see QuestIOn 77) IS applIcable m case of payment by 
Instalments 

t\ detaIled lIst on COndITIOnS of payment by mstalments (e g, the necessary 
guarantees) and prepnnted fonns are bemg edIted by the State Property Agency and 
the State Asset Management Co Ltd and hopefully WIll be avrulable In the near 
futUle 

Revenue of the State trustee orgamzatIon from payment by Instalments has not to be 
spent on dlmlnIslung state debts 

At thIS pomt, word of the Law on ESOP seems to be contradIctory so that It requITes 
qualIficatIOn [15 § (2)] of the Law on ESOP stIpulates "The COndITIOnS of sale on 
payment by mstalments of the property shares owned by the Sate Trustee 
OrganIzatIOn are the same as the ones stated m seCTIon (1) except of the Interest 
mcugm" Consequently, there IS a clear reference to Interest Tlus IS what [15 § (1)] 
stIpulates "The mterest rate of the credIt proVIded for the purchase of the property 
shares of the Sate Trustee OrgamzatIOn must always equal to the mterest rate of the 
pnvatIZaTIOn loan (E - Loan) 

Furthennore sectIon (1) goes on The State trustee orgamzatIon must spend all ItS 
ploceeds financed by credIt factlInes on dummshmg state debt Tlus can be 
explamed so that the State trustee orgamzatIOn must spend all revenue from 
pa) ment by mstalments on dtmImshmg state debt As [15 § (1)] clearly mentIOns' 
proceeds financed by credtt faCIlItIes and the reference In sectIon (2) to sectIon (1) 
mentIOns mterest, I personally agree WIth the mterpretaTIon , whIch says that 
revenue of the State trustee organIzatIOn from payment by mstalments not be spent 
on dlmIn1slung state debts 

ThIS mterpretaTIon IS Important, because the deCISIon of the State trustee 
01 gamzatlOn can probably be favorably modIfied If It can expect revenue m cash -
even If It IS receIved m Instalments 

31 What IS the mInImum own cash reqUIrement for the ESOP organIZatIOn to 
obtam property share? 

A.s the ESOP Loan stIpulates, a precondItIon of payment by Instalments a 
qualificatIOn for ESOP Loan IS that the ESOP Orgamzanon must have ItS own 
financIal Iesource The amount of own fmanclal resource depends on the value of 
the total pnce of the property share, purchased by an ESOP OrgamzatIon, dIVIded 
b) the number of partICIpants If tlus per head average IS under HUF 5 mIllIon, the 
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proportIOn of the own finanCIal ~esource IS 2% If the average exceeds HUF 5 
mIllIon per partIcIpants, the proportIOn of the own finanCIal resource IS HUF 
100000 -, plus a 15 % of the amount over HUF 5 mIllIon (m accordance wIth [14 § 
(.+)] of the ESOP Loan and the Act XLII of 1993 that adjusted the above referred 
[1.+ § (4)] on May 12 1993) 

The amount of own fmanclal resource, payable by the OrganIzatIOn IS determmed 
by the pel head value of the pnce of the property share [14 § (4)] and pnce -
stnpes The calculatIOn IS easy m case of the amount IS under HUF 5 nulhon Then 
the amount of own fmanclal resoUlce WIll equal WIth 2% of the total purchase pnce 
[14 ~ (4)] regardless the number ofpamclpants III the OrgamzatIOn 

If thIS pnce IS equal WIth or over HUF 5 mIllIon - and thIS WIll hopefully occur on 
rare occaSIOns - the proportlon of the own finanCIal resource WIll have to be HUF 
100000 - + 15 % of the amount over HUF 5 mIllIon (m accordance WIth [14 § (4)] 
of the ESOP Loan and the Act XLII of 1993 that adjusted the above referred [14 § 
(-+)] on May 12 1993) 

The result of addmg the sums up then multIplIed by the number of partICIpants m 
the OrgamzatIOn gIVes the total amount of own finanCIal resource The reason for 
thIS IS that the only way to get the total amount of own finanCIal resource If the 
amount calculated on the baSIS of pnce - stnpe projected to the whole OrgamzatIOn 
As the Law on ESOP descnbes "The amount of own resource - taken as a functIOn 
of the purchase pnce of the property per partICIpant - IS to be determmed by the 
PlOJ~ctIOn to the property share purchased by the OrgaruzatIOn [14 § (4)] 

3~ 15 It 'izifjiclent if the ESOP organzzatlOn pOS'iesses the minimum own resource 
stipulated In the law? 

The amount of own fmancial resource dIscussed under QuestIOn 3 1 IS the 
precondItIOn of obtatmng credIt and paymg by mstalments Ho\-\ever, the ESOP 
01 gamzatIOn may be reqUIred to pay a larger sum - a sum defmed m percentage of 
the purchase pnce - m order to submIt an acceptable bId or to have the chance for 
\\ mnmg the tender 

The state trustee orgaruzatIons usually demand depOSIt m cash that ffilght as well 
e"{ceed 2% of the proposed purchase pnce If the Trustee orgaruzatIon IS not 
satIsfied by the ESOP OrgamzatIon places the depOSIt at the bank, whIch IS to grant 
eledIt but requests to have the depOSIt be placed WIth Its own account, the bIdder 
also has to place the amount, wruch IS the precondItIon of the bank for qualIficatIOn 
for CIedlt, WIth the bank 

An addItIonal dIfficulty for the bIdmg ESOP OrgaruzatIon IS If the employer 
company belongs mto the category of the fIrst, second or thIrd phase of the 
SImplIfied pnvatlzatIOn (self - pnvatIzatIon) Should thts occur, the practlce and 
PlO\ lSIOns of the overall contract between the State Property Agency and the 
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aj\ )501, the adVIsor IS entItled to practIce Its nght to demand the fee paId by the 
State Propelty Agency for Its servIces, be paid as cost ofpnvatIzatIOn III cash 

ThIS IS the reason why tenders on self-pnvatlzatIOn detenmne the amount that IS 
pa) able as cost of pnvatIzatIon m cash, and what proportIOn of this IS consIdered as 
depo~lt Cost of pnvatIzatIOn generally exceeds the amount of own financIal 
resource that IS, as the relevant law stIpulates, requrred as the precondItIOn of credIt 
to be granted and payment by mstalments and whIch can be paid WIth compensatIon 
bond The cost of pnvatIzatIon --assummg that the ESOP OrgamzatIOn mtends to 
bId and won the tender -- has to be obtamed m cash from whatever resource 
pOSSIble 

A mam feature of ESOP IS that own resource should not be proVIded personally by 
pru11clpants but on ESOP OrganIzatIon level It IS the OrganIzatIon that has to have 
It presented and paId Tills amount, nevertheless, has to be collected by the 
paI1lclpatmg mdlVIduals If It can not be fmanced from any other fund, usually m the 
form of advance payment by the company 

ThIS IS why, the deed of aSSOCIatIon of the ESOP OrganIzatIon may prescnbe 
pel sonaI (mdIVIdual) contnbutIon obhgatIon as a condItIon of entItlement for a 
quota flOm the dIVIdable property shares but not as a condItIOn of partICIpatIon (see 
pomts 46 - 49) TIus contnbutIon per person, sometImes can be so illgh, - as a result 
of the depOSIt and cost of pnvatIzatIOn, as dtscussed earher - that It can not be 
firlaTIced WIthout external aSSistance, support 

Ho\\. ever, the Law on ESOP allows that support be proVIded by external natural 
pelSJn or legal entIty - or by the orgamzatIon Itself - for the ESOP OrganIZatIOn 
Othel rules govern the dIVISIOn and ownershIp of property shares paId from thIS 
support and others govern rules on property shares, whIch are patd from payment by 
Ij~dI\lduals [18 § (6)] (See QueStIon 34 for more detaIls) 

33 What regulatIOns apply to the utIlizatIOn of compensatIOn coupons In an ESOP'? 
('an the ESOP organIzatIOn pay Its own resource WIth compensatIOn coupons'? 

If the :,ale IS conducted by the State trustee organIzatIon, compensatIon coupons are 
to be conSIdered at par value - whIch means par value plus mterest m accordance 
\\ lth the law on compensatIon - and regarded as own fmanclal resource, when 
o btammg credIt and mstalment payment faCIlItIes ThIs means that own fmancIaI 
resoUl ce, payable by the ESOP OrgaruzatIOn - as dIscussed under QuestIon 31 - can 
be pro\1ded by the partICIpants m compensatIOn coupons, whIch are receIved by 
them eIther from the state, or from members of therr famIly or purchased on the 
secondary market 

F Ul1hennore, the ESOP OrgaruzatIOn, as well as the ESOP OrgaruzatIon CommIttee 
15 also entItled to purchase compensatIOn coupons, financed from own resource 
contI IbutIOns of partICIpants m cash However the best turung to execute thIS IS 
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upon \\ mmg the tender 

.\n ESOP Orgamzatton IS allowed to apply compensatIOn coupons as descnbed 
abo\ e, as own resource Nevertheless a tender may have dIsadvantageous 
lequnements - e g the prescnptIon that deposIt and/or cost of pnvatIzatIOn IS 
pa) able m ca~h In other cases, tenders often requrre the settlement of the purchase 
pI Ice m compensatIOn coupons as a precondItIon for wmrung the tender It IS always 
the content of the tender, whIch IS to be taken mto consIderatIOn If compensatIOn 
coupons wanted to be used 

3-1 h the employer company entltled to pay the own resource on behalf of the ESOP 
OrganizatIOn? 

The Law on ESOP allows that support be proVIded by external natural person or 
legal entIty - or by the organIzatIon Itself - for the ESOP OrganIzatIOn If It can not 
be fully accomplIshed, the eqUIvalent of the property shares remamIng In ownershIp 
of the Orgaruzatton must be regIstered on the share accounts m the same proportIOn 
[18 § (6)] 

A pmt of, or all of the own resource can be advanced by the employer company to 
the ESOP OrgaruzatIon Then a balance should be reached after use of the amount, 
upon establIshment of the ESOP OrgaruzatIon The amount m advance and settlmg 
the balance IS Important for the folloWIng reason should the employer company 
plO\,de more support to the ESOP OrgamzatIon that IS over the non-taxable hffilt 
[26 § (4), (5)] , It WIll be obhged to pay revenue tax on the support The sum that IS 
paid In advance IS consIdered as a loan, and so that, the same rules govern the 
purchase of property shares financed from It, as govern the purchase from loan or 
payment by mstalments (See QuestIon 93) 

If the support for the own resource IS financed on the account of profit reserve of 
the orgaruzatIon m the form of ultImate asset transfer, partIcIpants are oblIged to 
make proVIsIOns m the deed of assocIatIon of the ESOP Orgaruzatton freely on the 
ownershIp and posseSSIOn of property shares purchased form thIs source Property 
shal es purchased fonn thIs source should remam constantly m the ownershIp of the 
ESOP OrganIzatIon to enable It to exerCIse ItS nght of pre-emptIon, whIch can be 
financed from the dIVIded of these property shares (See QuestIOns 69 -70) 

35 Who 1') authorized to complete the feasibIlity study? What informatIOn should It 
contain? 

The ESOP Orgaruzatton Commtttee has to have the feaSIbIlIty study prepared [18 § 
(6)] ThIS means that the study has to be completed by someone else but the ESOP 
OlgmIzatIOn, possessmg a commISSIOn by It The person, completIng the study can 
be an mdependent external expert or adVIsor of even and employee of the 
organizatIon What IS Important, IS that the study should be profeSSIOnal and answer 
all tPose questIons, prescnbed by the law, requrred by the bank grantmg the credIt, 
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as \\ ell as at e relevant and Important from the essence of success of the ESOP 

The feasIbIlIty study has to contam - based on the agreement between the sellel and 
the credltOl (or If such agreement does not eXIst, then based on the would - be 
content of It) the followmg mfonnatlOn 

- the extend of ownershIp, 
- m case of a company lImIted by shares the face value of the shares, whIch 
enable to realIze the program, 
- whether the financial pOSItIon of the company, profitabIlIty and the 
expected profit WIll make repayment of the credIt, or executIon of payment 
by mstalments and the mterest pOSSIble, 
- what land of market (busmess) strategy and busmess plan IS the guarantee 
for mstalment payment 

The feaSIbilIty study should not be done exclUSIvely for the appomtees of the ESOP 
OrgaruzatIon COmmIttee, m other words for at least 25% of the employees 

A verSlOn of It has to be prOVIded to the owner(s) of the employer company, whose 
contrIbutIon at the general assembly IS reqUIred as a conditIon of establIshment of 
the ESOP OrgaruzatIon As these owners are the seller, whose mterest IS to mcrease 
the purchase pnce, the verSIOn of the feaSibIlIty study proVIded to them should 
merely show whether the program can be reahzed or not, but not the detaIled 
calculatlOn on profitabIhty and the ItemIzed busmess plan 

Ho\\ eyer, the bank, grantIng the credIt, should be furnIshed WIth these latter 
documents and calculatIons, furthennore WIth the lIst of orders, data on turnover 
and several other pIeces of mfonnatIon It prOVIdes the reason, why dIfferent 
vel SIOns of the feasIbIhty study should be prepared 

36 I'i the employer company IS oblzged to prOVIde the necessary datafor 
completlOn of the feaslblhty study? 

The company IS oblIged to prOVIde the requrred data for the preparatIOn of the study 
[2 § (4)] However should It not happen, the cruCIal questIOns are, what remedy to 
resort to and when? Due to the slow proceedmgs of the Court, the actIon to protest 
at mterest defense orgaruzatIons and at the representatIves of the owner(s) IS the 
most e?.pedient 

37 Who 1') to finance the costs of completIOn ofthejeaslblhty study? 

epon establIshment of the OrgamzatIon, the expenses connected to the preparatlOn 
of the feaSIbIlIty study WIll be born by the Company [2 § (4)] Tills means that the 
company IS obhged to pay upon establIshment of the OrganIzatIon That IS of 
celtam that the company IS allowed to cover these expenses m advance, at ItS own 
mltlatlve Should thIS not happen, partICIpants of the ESOP have to fmance It from 
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38 H' hen - how many days before the tender - should the organiZIng commlftee 
submit a loan applicatIOn to the bank(s)? 

Aftel the establIshment of the ESOP Orgamzahon Comnuttee, upon preparatIOn of 
the filSt velSlOn of the feaSIbIlIty study the applIcatIOn has to be submItted as soon 
as pOSSIble Dlffelent banks demand dIfferent mfonnatIOn to evaluate an applIcatIOn 
and usually, thele IS a long discussIOn plOcess pnor to Judgment Banks have to 
make therr deCISIOn withm 30 days but If the guarantee by the CredIt Guarantee Ltd 
IS 

requested, thIS penod WIll be 15 days longer 

The law on ESOP prescnbes "If dunng the process of sale of assets by the State 
trustee orgamzatlOn, there eXIsts the pOSSibIlIty for the utI1Izahon of an EXistence 
Loan "and allows payment by mstalments" the deadlme for the applIcatIOn for the 
sale of assets may not be less than 35 days" [2 § (2)] The State Property Agency 
prescllbes a 45-day-deadlme - because of the penod m whIch the credit guarantee 
can be obtamed Credtt applIcahon evaluahon has to be withm the 45-day-deadlme 
Tills IS the reason to enter mto connechon WIth the bank urgently 

39 What InformatIOn should the appltcatIOnfor ESOP Loan contaIn? 

FIrst of all, the ESOP Organizatton COIruruttee has to prove that It was 
commISSIOned m accordance WIth the law (If the ESOP Organlzahon has already 
have Its foundmg meehng, all the documents and the Judge's order venfymg It has to 
be subrrutted ) 

In addItIOn to thIS 

- the Orgaruzahon Comnuttee has to have a feaSIbIlIty study prepared Its 
profeSSIOnal substanhates and the realIty for repayment of the ESOP Loan 
has to be venfied by the SIgnature of the executIve body of the Company 
The study has to gIve mformahon on assumable revenues of the ESOP 
Organizahon that would make repayment of the loan and the mterest of tills 
loan pOSSIble 

-In the event of evaluatton outSIde of the framework of the tender, the 
agreement WIth the State trustee orgaruzatton on the condltlons of sale of the 
property shares has to be attached 

- There rue several banks, whIch reqUIre a wntten statement, m winch they 
request Organlzahon Comnuttee to undertake Jomt and several lIabilIty for 
any future ltabIhttes of the Orgaruzatton - over the granted mortgage and 
orgamzahonal guarantees, sttpulated m the Law on ESOP - and the Itst of 
mortgage the CommIttee offers 
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- The OrgamzatIOn cmrumttee has to submIt all documents relatmg to the 
establishment of the Company, (or of the separated structural orgamzatIOn) to 
the finanCIal pOSItIOn, and to the management of the Company (e g , 
documents of tItle, buyers, supphers, loans) whIch are to be provIded by the 
State trustee organIzatIOn or ItS representatIve 

-10 What are the documents needed for the evaluatIOn of a loan applicatIOn and for 
grantmg a loan promissory note? 

CommelClal banks request the followmg documents to be proVIded by an ESOP 
OrgamzatIOn Comnuttee, on the baSIS of the procedure of evaluatIOn of apphcatIOns 
for ' EXIstence Loan" and for payment by mstalments - whIch was approved by the 
Mimstry of Fmance, The State Property Agency, the Hunganan NatIonal Bank, the 
ASSOCIatIOn of Banks and the "OKFI" The lIst - wluch may vary from bank to bank 
- ]S the followmg 

- A wntten commISSIOn of the ESOP OrgamzatIon Comnuttee, the resolutIOn 
of the Court prOVIng regIstratIOn of the ESOP OrgamzatIOn (or the Mmute of 
the F oundmg Meetmg proVlTIg that at least 40% of the employees of the 
company approved the establIshment and the overall rules and regulatIOns 
govermng the OrgaruzatIon) 

- In the event of evaluatIOn outSIde of the framework of the tender, the 
agreement WIth the State trustee orgaruzatIon that states the pnce (or other 
condItIOns of sale of the property and auxIhary servIces, If any) 

- The feaSIbIlIty study, approved and SIgned by the executIve body of the 
Company (or by the separated orgaruzatIOnal umts) 

The study has to contam a busmess plan (covermg the penod up untIl the matunty 
of the loan but for at least for 3 years), mcludmg development of productIOn 
profiles, lay-off necessary mvestments and operatIonal condItIOns If needed, It 
should 1) contam a plan for cnSIS management, 2) evaluate future market 
condItIOns (demand, supplIes, competItIOn), 3) prepare a cash-flow statement m 
01 del to demonstrate that the future fmanclal pOSItIOn WIll enable the repayment of 
credIt and the mterest, 4) and the purchase pnce and ownershIp proportIOn of the 
progiam 

Documents m relatIOn WIth transformatIon 
• a detailed asset evaluatIOn and the extract of the balance sheet at 

transformatIon, 
• 
• 

a certIfied copy of the Deed of ASSOCIatIOn of the Company, 
a certIfied copy of the resolutIon on regIstratIOn by the Court 
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-\11 the 1 elevant documents wIth respect of operatIOn of the company 
• a certIfied balance sheet based on the last traIl balance as well as 

• 
• 
• 
• 

balance sheets for the preVlOUS 3 years, 
accounts payable and receIvable (bad debts on a separate lIst), 
Inventory of fixed assets, 
a statement ofmvested assets (ownershIp tItle documents), 
copIes of effectIve financial contracts, credIt contracts, financIal 
contracts of assets receIved, and copIes of other oblIgatIOns, (e g bIll 
guarantees) 

Guru antees secunng the credIt, documents on possIble guarantees 
• a wntten statement on undertakmg guarantor acuVlty of the 

OIgamzauon, m case of a company has not yet been transformed or In 

case of separated structural uruts are becommg mdependent, the 
corrumssIOn of the State trustee orgaruzatIOn allowmg the statement be 
made If the OrgaruzatIOn gets establIshed, 

• possIble bank guarantee contracts (drafts), 
• a request to the CredIt Guarantee Co to undertake guarantee of 

payment at first call, 
• documents ofutle, 
• secuntles, guarantees of payment at first call 

Other documents to be provIded as requested m accordance WIth the mternal 
regulatIOns of the bank 

WIth respect of the wntten statement on undertakmg guarantor acuVlty a note has to 
be made the OrgamzatIOn - If gets establIshed - IS lIable as stIpulated by the Law on 
ESOP as a guarantor for all ltabIhnes of the ESOP Orgamzanon, If there are no 
other guarantees exceedmg the value of the mortgage on the property shares (e g 
the guru antee of the CredIt Guarantee Ltd) So there would be no need for such a 
guarantor oblIgatIOn upon establIshment of the Organizanon 

41 What mformatlOn does the credll promISSOry note contam'? 

The credIt promISSOry note IS a prormssory note made out by a fmancial Institunon 
to the bIdder of a tender that 15 InVIted by (or of a sales offer made by) the State 
trustee orgamzanon for the purchase of property shares of an asset, It Intends to sell 

The credIt promISSOry note contaIns 

- InfOrmatIOn on the bIdder, applymg for a loan, 

- name and descnpnon of the property share (stock, busmess share) for 
\\ hlch the fmancial msntutIOn IS wIllIng to grant crewt, 

- the ma'\.lmum purchase pnce, should the actual pnce exceed thIS agreed 
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maxnTIum level, credIt and payment by mstalments facIlItIes can not be 
unltzed (ThIs can also be agreed and accepted under a separate agreement ), 

- a ce11Ificate, acknowledgmg the payment of the own 1 esource, 

- othel condinons (e g on guarantees) of the financIal mstItutIon m 
connectIOn WIth the credIt 

If a fOlmetly state owned Company mtends to transform or If - upon request by the 
01 gamzatIOnal cOIrumttee - the State trustee organIzaTIon mtends to transfonn the 
separated structural unIt mto an OrgaruzatIOn, the fmancial mstitutIOn wIll only 
Issue a condinonal promIssory note Tlus means, that obhgaTIons under the 
pIomlssory note are bmdmg If a statement for undertakmg guarantor aCTIVIty of the 
new organIzatIOn (contrIbuTIon to establIsh the ESOP OrgamzatIOn and a document 
prO\mg the regIstratIOn of the ESOP OrgaruzaTIon Cormmttee) IS avaIlable and all 
the 1 eqUIrements - as STIpulated on the promIssory note are fulfilled 

-12 What coverage may there be for obtaining the ESOP loan and company 
Instalment payments') Who are the guarantors') 

The financIal msntuTIon, grantmg credIt or payment by mstalments for the purchase 
of plopel1y shares and the State trustee orgaruzaTIon allowmg payment by 
mstalments IS enntled to assert the nght of mortgage over the property shares, 
legardless of the fact whether the purchased property shares, are STIll owned by the 
Orgamzanon or by partICIpants Mortgage on property shares of penSIOners or of 
successors who passed away m the meanTIme, Will be abohshed If there are no 
other secuntles beSIde mortgage, the OrgamzaTIon wIll be lIable for all the loans, 
obtamed by the ESOP OrgaruzaTIon and for payment by mstalments 

On the Itst of SeCUflTIeS, the guarantee by the CredIt Guarantee Ltd IS on the top, 
,\hleh - withm certam lImIts (detaIled under QuestIOn 43) - can be regarded as Jomt 
and several lIabIlIty 

Ho\\e\er, a number offinancIa1 msntuTIons are not saTIsfied by the mortgage on the 
pIopeI1y shares of the ESOP OrgaruzaTIon or of partICIpants - guaranteed by the 
La', on ESOP - (whIch IS someTImes accompamed by cautIOn money) or by the 
gUal antee of the CredIt Guarantee Ltd , but for qualIficatIOn for the loan demand the 
JOInt and several lIabIlIty of the Orgamzanon, and mortgage bemg regIstered on real 
estate, 

The OlgamzatlOn IS lIable fOT all habIhtIes of the OrgamzatIon to the extend of all 
assets and eqUItIes PartICIpants of the OrgamzatlOn are not lIable for such habilIties 
'\i\ 11h theIr pnvate property - except of those property shares and the dIVidend on 
them) whIch were bought by the OrgaruzatIon for credIt or for payment by 
Instalments and of whIch ownershIp was transferred to partICIpants for payment by 
mstalP1ents 
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-/.3 Ala) Ihe ESOP OrganizatIOn obtam the guarantee provided by the Credit 
Guarantee Co on ESOP loan? 

That 1S of certam that the ESOP OrgamzatIOn can obtam the guarantee of the CredIt 
G.laIuntee Ltd on ESOP loan from the CredIt Guarantee Co whIch offers Jomt and 
sevelal hablhty for loans granted by 25 banks and specIalIzed finanCIal mstItutIOns 
and -+0 savmg assocIatIons The guarantee must not exceed 80% of the amount of 
credit plus mterest and charges, as stIpulated ill the contract, or HUF 100 millIon 
The 1 est! rctlon on the number of full hme employed staff, wluch must not be more 
than 300 - at the tIme, when the credIt IS granted - does not apply for ESOP 
01 gamzatIOns 

Sen Ices of the CredIt Guarantee Co can be requested by an ESOP OrgamzatIOn m 
case of lack of funds at the tune of apphcatIOn for credIt and processmg thIS 
applIcatIOn by the bank Tills fact WIll be venfied by the fmancial mstitutIOn CredIt 
guarantee request forms are avaIlable at the relevant 65 finanCIal mstItutIOns 

The fOIm conSIsts of two parts 

Palt I - the qualIficatIon of the overall credIt undertakmg - IS filled 10 by the 
financralmstitutIOn, 

Part 2 - statement of chent - IS filled 10 by the OrgaruzatIon The latter part 
baSIcally deals WIth the apphcatIon for sefV1ces and It IS an acknowledgment of fees 
and chmges payable, furthennore a statement on qualIficatIon for the condItIOns 
stated by the rules and regulatIons of the CredIt Guarantee Co 

The deCISIOn on quahficatIOn for credIt guarantee IS made wlthm 15 workmg days 
The crmge, payable, IS 1% of the amount of guarantee In case of dIsqualIficatIOn 
the Ciedit Guarantee Co returns the half of the 1% to the applIcant The COndITIOn 
to stalt the qualIficatIon process IS to enclose the copy of the document of the bank 
transfer to the request form The Ltd evaluates the nsks of the credIt guarantee, 
WIth speCIal attentIon to market condItIons, hqUIdIty, profeSSIOnal expenence of the 
management, avaIlable sources for operatIon 

ThIS 15 the reason, why It IS adVIsable to detaIl m the busmess plan - beSIdes 
mtroductIOn of the opportumtIes for repayment of the ESOP loan - sources for 
development and fmancmg current assets A condItIon of undertakmg the guarantee 
by the ESOP OrgamzatIon IS that the OrgamzatIon be the guarantor - as stIpulated 
by the Law on ESOP and dIscussed under QuestIOn 44 - and the attachment of the 
draft of the artIcles of aSSOCiaTIon or the appi"oved artIcles of aSSOCIatIOn 

A fa\ otable deCISIOn on the credIt guarantee request IS lIkely to be made, If 

- the operatIOn of the Company IS balanced (and the finanCIal mSTItutIOn 
Ianked It as first class debtor, 
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- the IeqUlred amount of guarantee does not reach 80% (but remams around 
50 -60%), 

- the value of secuntIes reqUIred by the finanCIal mstItutIon or offered by the 
OrgamzatIon reach the amount of the loan and are easy to mobIhze, so that 
plOvlde OppOrtunIty fOl the Ltd to mmnllize Its loss m case of Jomt and 
several lIabIlIty IS has to be utIhzed, 

- the amount of own resource exceed the legally prescnbed mmlmum 
amount 

- the management IS also among the partIcIpants 

~~ W hal obhgatzons does an ESOP organiZatIOn mean and what benefits result 
flom an ESOP organIzatIOnfor the company where one has been establzshed? 

Why would II be the mterest of the other owners of the company 
to encourage such an mltIatlve? 

The part of the publIc, which IS generally sensIble for negatIve preconceptIons even 
If It IS not aware of the domestIc and foreign practIce of the ESOP, by readmg the 
La'AI on ESOP mIght get convmced that the ESOP OrgaruzatIon by obtammg a part 
of the property shares can only negatIvely mfluence the company Why? 

1 Once the employer company contnbuted to the establIshment of the 
ESOP OrgaruzatIon, It Will be responsible as a guarantor for repaymg 
the credIt and for competItIon of the payment by mstalment [2 § (4)] 
Certam banks are not satIsfied by thiS undertakmg guarantor actIVlty 
and the ban on alIenatIon and the nght of pledge - guaranteed by the 
Law on ESOP [19 § (1)], but demand guarantee of payment at first 
call, mortgage, and deposItmg the property shares obtamed by the 
utIhzatIOn of the loan or sometImes by the own resource 
Jomt and several ltablhty and mortgage WIll narrow the space for 
actIon, whIch wIll make fmancmg and hqUldIty difficult to achieve 
However thiS statement IS not only valId for the ESOP but for all 
cases, m which property was purchased mamly by the utIhzatIon of 
loan (E loan) 

2 The second argument IS that the m spIte of the authonzatIon of the 
OrganizatIon to transmIt funds from before - tax profit to the ESOP 
[26 § (4) - (5)] but tlus amount dlIDlllished funds avaIlable for 
development and dlVldend after taxatIon ThiS Vlrtually causes damage 
for the other owners but the ESOP, wluch IS allowed to pay 
mstalments from the non--taxed donatIon, whereas the OrganizatIon IS 
stIll oblIged for Jomt and several lIabIlity 
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3 By the fact that the ESOP-OrgamzatIOn becomes an owneI, whIch has 
not only mSIght mto the busmess deals of the OrgamzatIOn and able to 
defend Its mterest as an owner, but, It IS able to put pressure by ItS 
pmtlclpants, who mIght be the employees 

A.n at gument agamst these declaratIOns can be that employees, who have dIrect 
mterest In the success of the bUSIness, m the mcrease of the assets of the 
OrgamzatIOn and who are - to achIeve all of these - ready keep back theIr demand 
for \'11 age mcrease - represent such a value for the management and for the other 
0\\ net s, Vol hlch WIll worth facmg the dIsadvantages, outlmed above 

Funds TI ansfen ed, before taxatIon, for competItIon of repayment and payment by 
Instalments obligatIOns are more favorable for the OrganIzatIon WIth respect of cash 
- flo\\ than should these amounts be paid exclUSIvely from dIVIdend Methods, to 
balance the advantage of the ESOP OrgamzatIon WIth regard to the fact that It 
acquues a sum from the after - tax - profit to can be found (the Issue of speCIal 
stocks, dIVIdend preferences etc) However, the emphaSIS IS on the mutual Interest 
of the of the employees, notwithstandmg compensatIOns, whIch targets the success 
of the comp9.ny 

Interest of the employees, mdeed, prevaIls only m favorable condItIons and 
mdnec..tly If the cooperatIOn of the owner - employee IS provoked by the structure 
of the \\lhole (or parts of the) OrgamzatIon However thIs demands a delIberate 
sTIL1ctme-bUlldmg and -operatIonal conceptIon, furthermore practIce of the 
management, whIch IS accomphshed slowly 

VvT ell tt IS adv1sable for the management of an OrganIzatIon, whIch IS partly owned 
by the ESOP, to take mto account that the ESOP IS not only a way for employees to 
obtam property, and not only a burden for the management but also a mean for the 
ventUl e to be successful, and the utIlIzatIon of thIs source solely depends on them 

III. PartiCipants 

":'5 Who can partICIpate m the ESOP durmg the preparatory perIOd? 

DUrIng the preparatory phase of the ESOP everybody who IS employed at a Jomt­
stock company, a lImIted lIabIlIty company (below as Company) or a state owned 
company regIstered m Hungary may partICIpate [Arttcle 1 sectIOn (1) and Arttcle I 
sectIOn (5)] ExcepTIons are the finanCIal mstItutes and the msurance companIes, to 
whIch the ESOP law does not apply [ArtIcle 1 sectIon (6)] The employment 
requll ed for partICIpatIon does not mean occupatIon as well, that IS, It also mcludes 
those \\ ho are servmg m the army and who are on a matermty leave But those are 
exd uded, \1\ ho have a mandate contract WIth the company or who have any other 
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connectIOn (a legal connectIOn wIth the purpose of fulfillmg some work) wIth the 
ccmpam 

It at least 25~o of the above mentIOned employees decIde to obtam property shares 
In the employel company, or m the company formed of a state owned company or 
of one of Its separate orgamzatIOnal umts through the ESOP, they may appomt - or, 
Ii they" Ish to gIve a legal form to the ImtIatIve, they must appomt - a three member 
ESOP Olgamzmg commIttee for the preparatOly tasks 

The pleparatory phase ends WIth the foundmg assembly of the ESOP orgamzatIOn, 
\~lhiCh all the employees of the company may attend The support of 40% of the 
employees IS needed for the establIshment of the organIzatIon [ArtIcle 4 sectIOn 
(3)] But If an employee wants to partICIpate m the ESOP, that IS, he wants to 
become a partIcIpant of the ESOP orgaruzatIOn, hIS vote m the questIOn of the 
estabhshment of the ESOP organIZatIOn IS not enough These condItIOns are treated 
In the answer to questIOn 46 

-16 Who are elzglble to partIcipate In the ESOP, and who can be the particIpant 
of the ESOP organizatIOn at the tIme of Its establishment? 

-\"'1 employee IS elIgible to partICIpate m the ESOP, I e become a partICIpant of the 
ESOP OlgamzatIOn If the company employs hIm at least ill half of the offiCIal 
\\ 01 ],.mg hours, and he has been employed at least for SIX month - mcludmg the 
sen Ice penod at the company's legal predecessor The statutes of the ESOP 
01 ganlLatIOn may stIpulate a longer servIce penod than SIX month as a condItIOn of 
elIglbilIty, but thIS penod may not be longer than five years [ArtIcle I sectIon (2)] 
Thus It IS Important that all the employees of the company should have the 
0pl)Oltumty to look at the draft statutes, and to express therr oplmon about Its 
cOfltents make proposals for amendments to the orgamzmg COmmIttee of the ESOP 
at the fOllndmg assembly or even before that 

47 Do the elIgIble partIcipants automaflcally become participants of the 
organizatIOn? 

f 0 become a partICIpant of the ESOP orgaruzatIOn It IS not suffiCIent to be ehglble 
-\ '''l1tten statement about the wtlhngness of the ehgtble to partICIpate In the ESOP 
needs to be submItted to the orgamZIng cormmttee pnor to the estabhshment of the 
01 g'llllzatlOn or to the board of the orgamzatIOn after the establIshment of the 
OlgalllzatJOn [ArtIcle 1 sectIon (3)] Those employees, who are elIgIble to 
Pclrtlclpate m the ESOP accordIng to the accepted statutes, can waIve theIr nght 
onh b) a \\ntten statement [ArtIcle 1 sechon (2)] 
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-IS (an pelf fIe [patTOn In the ESOP organIzatIOn be denzed an employee of the 
(OIl1]7W7\ Hho l'i elIgible and who declared In writing hl'i lHsh to become a 

parllclpant? 

Par1I21patlOn cannot be demed flom an employee, whose servIce penod at the 
company 1 eaches the tIme stIpulated m the statutes, whIch had been accepted by the 
genel11 assemblY' of the ESOP orgamzatIon as the condItIon for eltgibIltty, and who 
declated m \vlltmg hIS WIsh to partIcIpate [ArtIcle 1 seCTIon (1)-(2)] The ESOP 
OIgamzatlOn can stIpulate condItIOns In Its Statutes, regardIng who out of the 
ehglble pel sons and In what extant may partIcIpate from the shares, after they have 
been teleased and ready to be allocated These stIpulatIOns are also vahd for 
paltIcIpants JOinIng the organIZaTIon after Its estabhshment and for those, who were 
membeis 11ght form the start 

-19 Doe, an employee JOining the organIzatIOn after Its establIshment have any 
dIsadvantages? 

JOIn 1ng the orgaruzatIon must be allowed, It IS - as we could see m questIon 48 - the 
subjectIve lIght of the employee At the same tIme the law allows the possIbIlIty that 
partIcIpants Jommg the orgamzatIon later may have certam dIsadvantages at the 
dlstrlbntlOn of the property, 1 e, partICIpants, who paId the cash payment at the 
founnanon of the orgamzatIon may have proporTIonate advantages Although the 
ESOP la\\ does not dIrectly stIpulate, that employees Jomlllg the orgamzatIOn later 
must receIve a portIOn of the shares already paId off and thus freed up for 
allocat.on, the SpInt and context of the law ImplIes It The only aIm and mearung of 
pall1clpatIOn IS to acquIre property, and the baSIS of thts may not be the amount of 
the o'\n resoutce payment - a relaTIvely small amount compared to the property 
purchased by the orgaruzatIon It should be rather the proporTIon of contnbutIon to 
the pi ofit, as the employer company's profit IS mostly the only source for the 
fulfilment of the mstalment oblIgatIOns 

The stIpulatIons of the ESOP Law regardmg the allocaTIon of the property shares 
(see t1-}e answer to quesTIon 68) may mclude many condItIOns, but one should not 
forget the expenence of foreIgn countnes, WhICh says, that If the maJonty of the 
emplo}ees are not partIcipatmg m the orgaruzatIOn and/or are not gettmg shares 
from the plOperty, than there may be conflIct among the dIfferent employee groups, 
\\ hleh 'WIll affect the operatIon of the company, hInder ItS market success, and the 
commItment to ItS profitabIhty (see questIon 44) Therefore such condItIons are 
reasonable, legardmgJommg and allocatIOn, whIch encourage the employees to Jom 
the organiZatIOn and thus to become owners of the company 

50 h If (ol1lplll~(}}y for all the employees of the company to become partiCIpants of 
the ESOP organIzatIOn? 

Of C(;UI~e not but It IS adVIsable FIrst of all It IS adVIsable because partICIpatIOn m 
the ESOP olgamzatIon enables the acqUISItIon of such property (shares or busmess 
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"hpI~s) and dlvIdend-mcome, whIch non-partIcIpants do not get, whIch they may 
obt1 n under much less beneficIal condItIOns But partIcIpatIon IS not only the 
e nnlo\ ~e's mtelest The company should also aIm at all Its employees elIgIble 
Jcccmmg member of the ESOP The mterest to mcrease the company's property and 
1 e\ ~nue (the partICIpants), and the mterest only m compensatIOn (non-partIcIpants) 
1TI1.\ te:;Lllt m such tenSIOn between employee groups, whIch damages the 
cocpel attOn wlthm the company 

51 Can an employee remain partICIpant of the ESOP orgamzatlOn if hIS 
employment terminates? 

f\0 Upon tennmatlon of employment, the Employee looses hIs nght to partICIpate 
11l the ESOP [ArtIcle 1 sectIon (4)] Tills does not mean, that the employee looses 
e\erythmg m hIS ownershIp he obtamed through the ESOP He looses the nght to 
acqullc fU11hel shares after hIS tenmnatIon Upon tenrunatIOn the orgamzatIon must 
settle accounts WIth the partICIpant accordmg to the ESOP Law and the Statutes of 
the 01 gamzatIOn 

52 41e the participants of the ESOP orgamzatlOn responSible WIth theIr own 
lflcome and/or private property for the ilabIlztles of the orgamzatlOn? 

'\ () the paI11clpants are not responSIble for the habilIties of the organIzatIon WIth 
then 0\\ n property, as the organIZatIOn IS responSIble for It WIth ItS entrre property 
[~\ltlcle 13] ThIs property IS usually the value of the shares purchased by a loan or 
\\ .tn mstalment payment by the organIzatIon So that the banks should, m spIte of 
tlll:, g. \ e credIt, and the vendors allow mstalment payment, the law stIpulates the 
ma'1datOlY walTanty of the company m case of the establIshment of an ESOP and If 
t he l e at e no guarantIes other than the pledge (eg the guarantee of the CredIt 
Gum a,ltee Inc) 

S}} Jl.ild the! e be lack of suffiCIent profit, the partICIpants, m spIte of the warranty (or 
The ImmedIate paymg guaranty and mortgage on mdlVldual real estates, assets of the 
1.,,0P1pC'ny requned by the bank), may be forced to make a deCISIOn m order to keep 
the comJany eXlstmg either they donate own resource payments to help the ESOP 
01 hamzatlOn's mstalment and mterest payment, or they deCIde the tenrunatIOn of the 
O1gamzatIOn to protect the company, whIch IS therr place of employment In the 
la+- er case the banks are paId WIth the released and not yet released shares (busmess 
S"(1H~S) 

The deCISIOn of the partIcipant to donate money for the mstalment and mterest 
p.1\ ment from hIS own pnvate mcome, may only be a voluntary deCISIOn It IS WIse 
to ITJclude a IegulatIon III the statutes or make a deCISIOn at the general assembly, 
\\ hlCh encoUlages the partICIpants to make such a donatIon 
T1e mtc'l ests of the credItor bank and, III case of mstalment payment, the State 
Tn,stee OlgamzatIOn are protected by the nght of pledge and alIenatIOn prohIbltIon, 
\\ h:h applles to the paId off and allocated property shales III the ownershIp of the 
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pa111Clpants as well [ArtIcle 14 sectIOn (2) and ArtIcle 19 sectIOn (1)] Thus the 
pm1 cr~ant IS only responsIble WIth the shares already paId off, allocated and 
tIansfcped mto hIS ownershIp [ArtIcle 13 and ArtIcle 19 sectIon (1)], and wIth the 
dl\ lc'end on these shares [ArtIcle 14 sectIOn (3)] 

53 '1'// //z(! c;hClle'l purchased through the ESOP become and remaIn In col/eLlne 
(}ll, ~ J \/11]1 OJ In private ownership? How wllf the property shares purcha5ed by the 

) )()}> orgaruzatlOn be transferred Into the ownership of the employees? 

The \\ hole backglOund theoIY of the ESOP Law IS based on the concept, that the 
plOpelty pUlchased by the ESOP orgarnzatIOn whIch had been establIshed by the 
comp:my's employees - and whIch organIzatIOn IS proceedmg m ItS own name as an 
mdependent subject, but m the mterest and favor of the partICIpants as beneficianes 
dlll mg the entIre process of obtammg property -, should not remam collectIve 
pI opel ty, but become as soon as possIble the pnvate property of mdIVIduals with all 
pt opiletar) tIghts It IS a baSIC pnnciple, that the shares, whIch can be credIted to the 
shm e accounts of the partICIpants or transferred mto theIr ownershIp dunng the 
process of paymg the purchase pnce or the mstalment payments, should be allocated 
among the partiCIpants at the general assembly accordmg to the statutes The rules 
of the ,dlocatlOn a1 e stIpulated by the partICIpants themselves withm the frame of the 
ESOP ~a\\ 

The pa,11Clpants may, of course, deCIde to keep together part of the shares (busmess 
shaIes) whIch can be allocated to them, as a collectIve, but any tIme allocable 
plOpe~ If It IS Ieasonable They have the exclUSIve deCISIOn makmg nght The 
mam aim IS to gIve property and connected nghts to the partICIpants as pnvate 
enntles But dependmg on the resources utII1zed for the purchase of the shares and 
the 1 epa),ment of the credIt or the mstalment payment there are different rules 
apph mg for the allocatIon and the propnetary nghts These are stIpulated by the 
ESOP Law and the statutes of the ESOP orgaruzatIOn As you WIll see m the 
ans\\ el s to questIOns 76 to 83 there are mandatoIY regulatIOns stipulated by law 
regm dmg these questIons, and there are regulatIons which may be deCIded by the 
statutes of the orgamsatIon or as a resolutIOn of the general assembly of the ESOP 

IV. The Statutes and the General Assembly 

5 -f. 1 ~:n c.o e the ')tatutes of the ESOP orgamzatlOn Important? Can the partiCIpants 
freely stIpulate zts regulatIOns? 

The Str,ultes IS the most Important document of the ESOP organIzatIOns, It can be 
cons de' ed a~ a constItutIon ArtIcle 9 of the ESOP Law enlIsts all Items whIch the 
Statutes have to regulate but It many aspects It allows free mterpretatIOn of the 
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lcgt']cltIOns ThIS freedom, however, often males the partICIpants feel that they have 
(l light to develop solutIOns, wluch do not comcide with the Statutes, but which IS 

\\ cu1d not be mime wIth mternattonal practIce It IS not at all sure that all those 
solutIOns ",hlch ale legal are useful and helpful for the ESOP orgaruzatIOn/and or 
tl1': emplo"el company there rue of course several alternatIves, whIch are not 
agam~t the law most probably local mterests and pressure groups wIll deCIde the 
most cpplOpIlate ones 

55 What are the mandatory reqUirements of the ESOP Statutes? 

The Statutes of the OrgaruzatIon must speCIfy the followmg 

a) name, obJectIve, dorrucIle of the OrganIzatIon, and the name of the Company 
\\ hose property shares were purchased by the OrgaruzatIon, 

b) name of the organIzatIon's representatIve, 

c) the mode of summomng the general assembly, Its quorum, the procedure m 
case the general assembly does not reach Its quorum, the mode and 
condItIons of exercIsmg votIng nghts, 

d) the number of members of the ExecutIve Body, the mode of theIr electIon, 
theIr scope of authonty, and the duratIon of theIr aCtIVIty, 

e) tle manner and amount of payments effected by the partICipants, 

f) 

g) 

h) 

1) 

h) 

1) 

t1' e mode of transfemng the property shares from the ownership of the 
01gamzatIOn to the ownerslup of the partICipants, and the prmclple of theIr 
allocatIOn, 

the rules for repurchasmg the property shares whIch are already m possessIOn 
of the prutlcIpants, and the mode of exerclsmg the nght of first refusal m 
case of their sale, 

the mode of announcmg deCISIOns, 

the regulatIons concerrung the affilIatIon of Employees WIth the OrgamzatIOn 
after Its establIshment, 

lIghts and responSibIlItIes of the partiCIpants, 

the lUles of ahenatmg (sellIng) the property shares remaImng m posseSSIOn of 
the OlgamzatIon after repayment of the credits and mstalments, 

t'1e pnnclples of distrIbutIOn of assets m case the OrgaruzatIOn ceases to 
e'\.lst, 
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m) am thmg wluch the partIcIpants whIch to regulate m the Statutes 

5{> H IWI 1'1 the role and 'icope of authOrIty of the ESOP general assembly? 

The sU~Ieme body of the OrgamzatIOn IS the general assembly, whIch consIsts of all 
the pm11Clpants of the OrgamzatIOn 
The fo11o\\ mg belongs to the exclusIve scope of authonty of the general assembly 

Establishment and modIficatIOn of the Statutes, 

Dete! mmatIOn of the annual budget, 

ElectIOn and recall of the Executive Body, and determmatIOn of the salary of 
Its membels, 

r\pplOval of the annual report of the ExecutIve Body, 

DetennmatIOn of the extent of property shares transferred mto the possesslOn 
of the partICIpants, 

DeclSlOn about the approval of the condItions of takmg credIt and of 
mstaiment payment and about everythIng whIch Statutes remIt to the 
e'(~luslve scope of authonty of the general assembly 

The above Items are those WhICh accordmg to the law belong to the exclusIve scope 
of authorIt) of the orgamzatlon Apart from these the Statutes can gIve several other 
respcl1S1bllltles to the organIzatIon such as 

- detelmmatIOn of the roles and responSIbIlItIes of the ExecutIve Body, 

- appro\ al of the OrgamzatIon's baSIC regulatIons, 

- appomtment and approval of a Steenng CommIttee, 

- declslOn on selhng or retammg shares repurchased by the OrganIzatIOn, 

- g1\ mg orders to the representatIve of the organIzatIOn how to exerCIse 
\ otmg nghts on the employer's assembly (what deCISIOn to take concermng 
the dIfferent agenda Items), 

5- H()]I often, when and how must the general assembly of the organizatIOn be 
summoned? 

The gerelal assembly must be summoned as needed, but at least once a year The 
gene] al as.:.embl) must also be summoned If the court so orders or If one-thrrd of the 
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membel S - or a smaner number of them specIfied m the Statutes - wIshes to summon 
It \\ htle pomtmg out the reason and ObjectIve The admmlstrative body of the 
01 gamz 1tlOn summons the general assembly IS summoned by sendmg out wntten 
lIl\ It~tlOns The mVltatIOn letter should contam the date, locatIOn and the agenda of 
the assembl) In addItIOn to the ongmal agenda mdicated new agenda Items can be 
dlsCl,ssed If all partICIpants rue present and agree unammously 

The Statutes should also determme cases, when the ExecutIve Body IS oblIged to 
sumtncn the general assembly, for mstance, 

If court, or the ESOP law m force or the Statutes requrre the ExecutIve Body 
to summon It, 

If the orgaruzatIOn cannot meet ItS payment oblIgatIOns, 
or If thIS would endangel the employmg orgaruzatIon, 

If one-thIrd of the members or a smaller number of them specIfied m the 
Statutes) wIshes to summon It whIle pomtmg out the reason and obJectIve, 

If the Steenng COmmIttee formed mime WIth the Statutes 1ll1tIates It, 

If the number or mIX of the ExecutIve Body, due to some changes IS not m 
hne WIth the Law or the Statutes, 

It IS <1d\ Isable to gIve the mVltatIon personally or by mall - and ask for a wntten 
e\ 'dence of receIpt The letter should be sent tImely to allow enough tune to 
summon the general assembly If the employer IS a IImtted lIabIlIty company, 
the deadhnes WIll be shorter to allow for a potentIal repetItIon of the meetIng 
ot the general assembly (wlthm 15 days) Apart from the sendmg the 
InVItatIOn letter other channels of commumcatlOn could also be used 
(bIllboard, newspaper of the orgaruzatIon, or company) 

58 (~a17 [he general assembly be held In the form of a partIal assembly, and In what 
case'; should thIS form be used? 

The genelal assembly, apart from the first general assembly, may be held m the 
form of a partIal general assembly m the way regulated m the Statutes PartIal 
genel al assemblIes may be held m those large companIes WIth many outlets where It 
\\ ould be dIfficult for a slgmficant number of staff to take part m the meetmg 
Regulanons regulatmg the partIal general assemblIes should be mIme WIth the 
genelal assembly regulatIons and should allow that partIal general assemblIes be 
held paJ allel the quorum should be counted separately The Statutes should exclude 
the poss.bllIty of addmg on further Items on the agenda withm the frames of the 
par1Iai assembly 

55 



59 ,[ hen LI )C'l the general assembly have the quorum and what are the regulatIOns 
regardmg liS chaIrmanship? 

The beTlelsl assembly has the quorum, If the maJonty of Its particIpants or the 
lep!c~entat ves of Its partICIpants IS m attendance The authonzed person can be a 
metllbel of the OlganlzatIon or anyone else The authonzatlOn should be regIstered 
offie lall) 

If the benet'll assembly does not have the quorum a new general assembly has to be 
summoned Concernmg the agenda Items,the new assembly Will have the quorum, 
mdeoendently of the number of partICipants The new general assembly should be 
summoned for a date (mm 5 max 10 days) 

In the gener al assembly partICIpants WIll vote eIther personally or through an 
authollzed pelson The resolutIons of the general assembly have to be voted openly 
WIth ~lmple maJonty Accordmg to the law members of the executIve body (the 
selected members, smce not more than one-thIrd of the members of the executIve 
bod\ COuld be delegated by the employer company), the general assembly Will vote 
tlu oLlgh a seC1 et ballot The statutes can also demand secret ballotIng m other Issues 
as ,\ ell 
The Statutes can reqUIre mstead of SImple votIng maJonty a two thIrd or three 
quarte1 maJonty m all questIons ThIS can be for mstance an Item modIfymg the 
Statutes 01 a deCISIOn to tenrunate operatIons of the orgaruzatIon after repayment, 
befm e all the shares are handed over to the partICIpants, etc 

60 May the statutes of the organIZatIOn be amended? 

It IS p1 esumable that there Will be several occasIOns dunng the operatIon, m whIch 
the n'oddicdtIon of the artIcles of associatIon wIll be reqUlred Adjustment of the 
articles of a~soclatlOn -- as theIr completIon -- IS m the exclUSIve power of the 
general assembly An adjustment, If approved by the general assembly, has to be 
announced to the Court of regIstratIon Wlthm 30 days after the general assembly 
meetlag The Court IS entItled to refuse regIstratIon, If the adjustment IS mconsistent 
\\>11h the lele\ant law 

61 What votmg rights and how many votes do the partIcipants have 
at the general assembly of the meetmg? 

It IS 'A Ise to stIpulate -- as a pnnciple -- In the artIcles of aSSOCiatIon, that all 
pal11ClpPllts of the general assembly are entItled to vote and a mtnlmum of one 
numbe1 of \ote IS due to everybody However, regardmg the number of votes of 
paILIClpmts the artIcles of aSSOCIatIon may mclude several versIOns ThIs offers the 
chanl.e to mah.e a selectIon on the baSIS of expedIence, smce the Law on ESOP does 
not gl', e " 'TIethod for It Here IS a lIst -- WIth explanatIon -- of some of these 
altel11atn es On the baSIS of mternatIonal expenences, the first three seem to be the 
mC'st advantageous 
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Par1ICIpants of a general assembly are gIVen one vote on each Issue on the 
(lgenda ThIs IS not the best optIOn, because It Ignores the proportIOn of ownershIp, 
n,unel \ that as a result of payment of the own resource, (and later, at payment by 
llbta1.m'nts and at dlstnbutmg the property shares) mIscellaneous amount of 
ptOpCltv shares can be owned by dIfferent partIcIpants Smce a part of the deCISIons 
of the genelal assembly dIrectly effe\;ts shares, owned by partIcIpants, such an 
elrel n ltlve whIch gIves one vote for each attendant IS not adVisable 

..., -\t the general assembly meetmg the executive body calculates the total 
,hnnbel of shares that have been transferred to the partICIpants of the ESOP and the 
l1umbct of those shares, whIch could be transferred -- If all condlhons are unaltered 
(numbel of partICIpants and theIr composihon, etc ,) -- to partIcIpants The numbers 
cf, ot~~ equal to the total number of shares 
ThIS solutIOn employs the pnnciple that the number and composihon of the ESOP 
Otg1.'11zatIOn are changmg It conSIders the potential to obtam those property shares, 
\\hlch ale shll owned by the Orgaruzahon but theIr dlstnbuhon depends on the rule 
of alioultIOn 
Pm allel \i\ Ith the nght of vote assocIated WIth shares owned by partICIpants, the 
.e'\.ecutn e body takes the nght of vote assocIated WIth shares that are owned by the 
~}lg~111zatIOn, mto account m such a manner -- m the process of determmahon of the 
lllL n Gel of votes due to each partICIpant -- that It applIes the rule of the relevant 
1 csoL ... tIon of the artIcles of associahon 
Thls means that they regard these shares, as If they were to be dIstnbuted to the 
pm11C'p'1nts at the tIme of the general assembly IS takIng place ThIS IS, nevertheless, 
d t~eOl etlcal dIstnbuhon because that IS absolutely not sure that these figures wIll 
ap"Jh at the end of payment by mstalments 

-\t the general assembly meetmg m case of vote on mternal affaIrs of the 
01g,~nlzatIOn (e g, the modificahon of the artIcles of aSSOCIation, elechon of the 
,1'~-l1Lel::' of the executive body) applIcants should have only one vote Should other 
questIOr::, anse the determmatIon of the total number of votes should be as follows 
The numbel of votes, already transferred withm the framework of the ESOP to the 
pal1!clpants, should be added to the number of shares, whIch could be transferred -­
Jf all condItIOns are unaltered (number of partICIpants and theIr compOSItIOn, etc ,) -­
to pamclpants The number of votes equals to the total number of shares 
ThIS dltematIve merges the above two ones, therefore constItute the best and most 
fle lble v.ay of operanon -- as mternanonal expenences show -- desplte the 
pel :::enllon that complex registranon and combmanon methods should be apphed 
Ho\\e\et thIS method IS easy to follow by usmg a computer software Except of 
Cjl.iestJoT.::, In whIch vote follows the rule of "one partICIpant -- one vote" pnnclple 
thel e mIght be a need for ballots, whIch should be handed over upon the partICIpants 
me ... -=rnmg the attendance sheet Though authonzatIon IS also have to be taken mto 
(lCCCl,"1t 
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-+ Attendants are gIven the nght of vote In accordance wIth the e"Xecuted 
payment of own resource 
ThIS selectlOn -- even If It IS applIed somenmes -- IS legally Inadequate, because It 
mean:::. that those who JOIn the OrganIzatIOn after Its establIshment, would have no 
llght of vote Should the number of votes at the general assembly be connected to 
the i'ace \ alue of the property shares of the partICIpants, thIS would assume a fix 
numbel of partICIpants wlthm the lO-year repayment penod (If there IS no change 
m t~e nUPlber of partICIpants compared to the tIme of estabhshment of the ESOP, 
and If thet e IS no change m other condItIOns and further dlstnbutIOn would be based 
on In a (,,(,,01 dance WIth the executed payment of own resource 
ThIS IS however, ImpOSSIble, smce there can be several reasons, why the 
emplo) ment of an employee ceases (Note pamclpants of the Organlzanon have to 
be employed by the employer company) Appltcanon of thIS alternative would 
soonel 01 later concentrate the nght of vote m the hand of a small group 

5 A..ttendants are gIven the nght of vote m accordance WIth the number of 
ploperty shares transmItted to members of the ESOP 
Th1s optlOn IS -- even If It IS apphed somenmes -- legally madequate too, because It 
rre21lS that a number of patttcIpants would have no nght of vote The reason for thIs 
IS that thIS alternanve conSiders exclUSively those shares, whIch dad been gIVen to 
partlcIpants, but not those whIch are snll owned by the OrgaruzatIOn 
ThIS altemanve means preference for those old members of the OrgamzatIOn, who 
had already have the chance to obtam shares (by the payment of own resource and 
e .... ecutmg payment by mstalments) and dIsclose those new members from makmg a 
deC1SlOn over the affarrs, who have not been gIven shares by the OrgamzatIOn 

62 if ho /'l allthor/zed to represent the OrganiZatIOn VI'l-a-VlS thIrd party. the Court 
and other authOrIties? 

The name of the representatIve of the OrganIzatIOn IS mcluded m the artIcles of 
asso;':tahon Adjustment of the amcles of aSSOCIatIon IS an exclUSIve nght of the 
gerel al assembly Tllis explams the fact that the representatIve of the OrganizatIOn 
can be elected by general assembly from among the members of the executIve body, 
01 -- m accordance WIth a resolutIon of the artIcle of aSSOCIanon -- It can be the 
preSIdent of the executIve body, prOVIded that the preSIdent 15 also a member of the 
Orgamzatlon 

63 What rules govern the efJtabhshment of the executIve body? 

A member of the executIve body can be any natural person, who 15 not forbId to be 
actlve In publIc matters They can be elected or delegated At least two-thIrd of the 
members are voted for by ballot, and maxlffium one-thIrd IS delegated by the 
erPployer company MlI1lmum the half of the number of members should be elected 
from partICIpants Members are elected for a determmed penod of tIme, but thIS 
tllne fram~ !:Ihould not be the same for all of the members, m order to aVOId the need 
to .:lect the whole executIve body at once and to secure that there are always 
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e\.peI lenced members In the body 

The e\ecutIVe body can have, together With the elected representatIves of 
partICIpants and the delegated representatives of the employer orgamzatIon, not­
pm tlclpatIng elected members For Instance, the bank, grantIng the credIt, may 
req lIl1 e to appoInt a not-partICIpatIng person However, that IS of certaIn that these 
candIdates should be elected by ballot votIng 

It IS the responslbIhty of the of the executIve body to keep track of any change In 
the constItutIOn of the executIve body, and to take the necessary steps If any 
PIopOlilOnal change VIOlates the disciphnes of the ESOP 

6-1 What IS the scope 0/ authority o/the executIve body and what IS the duty O/lts 
members? 

-\ resolutIOn on powers and dunes of the executIve body has -- or adVIsed --to be 
Included In the artIcles of aSSOClanon (and In the operatIonal statutes, If any) Here 
aJ e some of the most Important ones 

The e'\.ecutlve body should 
- should set up the operatIonal organIzatIOn of the ESOP OrgamzatIon and 
conduct Its operatIon, 

- prepare and conclude contracts of sale, contract of credIt, contract of 
payment by Instalments and other relevant contracts, 

- keep record of the Income of the OrganIzatIon, prepare the books and all 
statutory reports, lIsted m the AccountIng pnnclples (Balance Sheet ), 

- orgamze and call the general assembly of the OrgaruzatIon If It IS 
mandatory In accordance WIth relevant resolutIons of the artIcles of 
aSSOCiatIOn, or when It IS needed The executIve body should conduct the 
meetIng consIstently wIth rules and resolutIons of the artIcles of aSSOCIatIon, 
fmihermore, announce ItS resolutIons, 

- declare the resolutIOns of the general assembly m the form of an 
announcement In order to Inform all partICIpants and gIVe opportumty to 
apply hIS nght -- guaranteed m the Law on ESOP -- to appeal agamst 
unlawful resolutIons, 

- guarantee the nght of mspectIon of mmutes of the general assembly and 
that attendants are free to make copIes of It, at theIr own expense, 

- mform those employees of the employer company who got entItled, m 
ac..:;ordance WIth the artIcles of aSSOCIatIon, to partICIpate m the meetIng and 
ask them to declare theIr mtention to partICIpate, 
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- keep recOl d of the partIcIpants of the OrganIzatIOn, 

- mom tor the share-accounts and mform partICIpants on the face value and 
1 ate of shares on the share-accounts, 

- plepale and announce the budget for the general assembly, 

- pI epare the annual report on the performance and of the OrganIzatIOn of on 
the Its own performance, 

- 01 gamze and coordmate repurchase of shares and theIr sale (on the mtegral 
!:)hock market), 

- outlIne Its own proceedIngs, 

- prepare and announce the operatIonal statute of the OIganIZatIOn to the 
general assembly, 

- contInuously appnse partICIpants of the OrgamzatIOn on the deals of the 
employer company, prOVIded that thts InformatIon IS not stnctly confidentIal 

65 What responsIblizlles do members of the executIve body have'? 

!\Iembels of the executIve body are responSible to the extent of their own property-­
\\h]ch correspond WIth resolutIOns of the CIVIl code for Illegally caused damage 
Thel ale Ieheved form thIS obhgatIOn If they prove that m the gIven CIrcumstance, 
the) 1.cted as they would have been expected to act It IS worth paymg attentIOn to 
thl~ ImpOltant resolutIOn, because, often tremendous value of asset IS bemg managed 
by ttl>;: e'(ecutlve body Members of the body, the partICIpants, mIght as well assert 
then ownershIp nghts -- to the extent of therr full pnvate property too ThIS IS the 
reason why It IS wise to share the responsIblhty of deCISIons -- parallel WIth 
suffiCIent InfOrmatIOn -- WIth the (owner) partICIpants of the general assembly 

66 Is It reasonable to set up a supervIsory Committee'? 

The general assembly IS authonzed -- WIth respect to the relevant resolutIOns of the 
art,cles of assocIatIon -- to set up a supervtsory board to help and control the work 
of the executIve body It IS sagaCIOUS to Include detaIls on the SIze of such a board, 
electIOn of ItS members, authonty and ItS actIVIty, partly Into the artIcles of 
aSSOCIatIOn and partly Into the operatIOnal statute 

67 What are the rzghts and rec;ponsIbIiztIes of the partICIpants'? 

DutIes and obltgatIOns of partICIpants have to be recorded In the artIcles of 
aSSOClat'on In conSIstence With Para 9 of the Law on ESOP, but It should be dealt 
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m d\.~taIls under thIS questIOn Here are some of the most Important ones 

- pamclpatlOn, nght of vote at the general assembly, appeal on Court agamst 
unlawful IesolutIOns, 

- demand to have a shru e-account be opened, 

- takmg shares mto posseSSIOn, for whIch a partlclpant paId from the 
utIlizatIOn of hIS O\vn resource and executmg all nghts, - WIthout lImItatIOn -
attached to shares (nght of vote, nght for dIVIdend, and nght of sale), 

- parallel WIth executmg payment by mstalments, partIcIpants are entItled to 
receIve those shares, whIch got dIVIded m comphance With regulatIons of the 
aitIcIes of aSSOCIatIon and the decIsIon of the general assembly, -- prOVIded 
that these are already mcluded on the share-account and restrIctIons under 
[14 § (3)] and [19 § (1)] of Law on ESOP are met, 

- parallel WIth executIng payment by mstalments and obtammg the shares, 
partICIpants are entItled to assert theIr nght of vote, 

- executIon of nghts attached to shares and power of dIsposal to the extent of 
shares lIsted on the share-account or shares receIved III case of retrrement 
death and termmatIOn of employment, 

- executIon of nght of pre-emptIon of shares (m the order, whIch IS 
deterrnmed by the Law on ESOP), whIch were repurchased by the 
OrganIzatIOn, 

- demand the final settlement upon the OrgaruzatIon ceases to eXIst, 

- the partICIpant IS lIable -- to the extend of shares (deposIt, restnctIOn on 
sale) acqurred by payment by mstalments or fmanced from dIVIdend -- for the 
eXIStIng lIabIlItIes of the OrgaruzatIOn, as prescnbe m the Law on ESOP 
PartICIpants are not lIable to the extend of therr own property -- beyond what 
has been saId above -- for the habIhty of the OrgaruzatIon 

68 What 'Should be the rules concermng the allocatIOn of the shares purchased 
by the ESOP wah credrt or WIth Instalment payment be lzke? 

ThIS questIon IS not governed by the Law on ESOP ThIS IS solely dependent upon 
the agleement of partICIpants (See [9 § f] of the artIcles of aSSOCIatIon and [7 § 
(2)e] of resolutIon of the general assembly) TheoretIcally, all rules can be applIed, 
\\ hlCh rue voted for by the maJonty of the partICIpants (or of the proportIOn, 
pI escnbed by artIcles of aSSOCIatIOn 
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Hon 2\ cl mternatIOnal expenences reveal some general pnnclples, whIch are 
lea~cnclble to be kept III focus when the artIcles of aSSOCIatIOn or resolutIons of the 
gend ell assembly are bemg drawn up It IS recommended to conSIder the fact that 
the ESOP IS an OrganIZatIOn that (as a communIty) produces the fund to be dIvIded 
to ta .... I'lta.te payment by mstalment of mdiVIduals ThIs leads to pnvate property 
T~b p lvate plOperty IS not only valuable for mdividuais but for the OrganIZatIOn, 
becl lse It WIll result m mterest of medIUm and long term profit 

CO"l"e luently, contnbutIOn to total productIOn (profit) should be the baSIS for 
dn lSlon 

In an ESOP OrgamzatlOn the source of Interest payment and of payment by 
Instalment IS the profit of the OrganIZatIOn, whIch -- to 20% of the before-tax profit 
[::6 ~ (4)-(5)] -- can be utIlIzed wIthout tax-oblIgatIon as a dIVIdend due to the 
0\\ nel ThIS IS the reason, why the contnbutIon to total productIon (profit) should be 
the measure for dIVISIon However, It IS eVIdent that there IS no exact measure for 
thIS tough a celtaIn combmatIon of the wage and the tune, spent at the company, 
could give a relatIvely good baSIS Wages at a prospenng company m the market 
should evaluate performance 

\\ nen consldenng the tune spent at the company -- what could be a baSIS of dIVISIOn 
for .:t celtam proportIon of the total number of shares -- workmg expenence, and 
pel~clal connectIOns (whIch can be used In the Interest of the company) could be 
honm ed When considenng the tune spent at the company, effort to mcrease the 
as::,et-; of the company gets acknowledged too 

FUItLrmlOre, It IS reasonable to dIVIde a certam (small) part of the property shares 
amo"'g partlclpants on the nght ofbemg a partICIpant, because, m thIS way a chance 
IS g i en to those employees, who were not able to take part m the process of profit 
makns -- due to reasons, beyond theIr control 

TheJe me countnes, m whIch (e g, the USA) the Law on ESOP stIpulates so called 
"mles of honelS" WIth respect of dIVISIOn of shares ThIS prevents certam groups 
from acqUlnng too bIg "shces of the cake" (as a result of the allotment, the 
proportIOn of the smallest and the bIggest shares can not be bIgger than the 
prop..:rtlOn of the lowest and hIghest wage on a per year baSIS, or an another rule 
ma~ '1gel s or employees WIth hIgh wages together can not receIve more than one 
thIrd of the dIVIded property shares Etc) 

The pnmary baSIS for dIVISIon should not be the own resource, (ESOP loan own 
If' 50' l1 ce of the payment by mstalments) paId upon estabhshment of the ESOP 

E\ et'J if these payments, whIch enable the ESOP OrganIzatIon to submIt a bId for 
the t.~ndel places enormous burden to the partICIpants, It IS faIr to honor --to a 
cel1am ex.tend -- thIS actIon The way of appreCIatIon can be e g , the dIstnbutIOn of 
10 - 20o~ of the dIVIdable shares ofa year on the baSIS of those payments 
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I' ):; extremely unfarr to dIstrIbute property shares on the basIs of InItIal payment, If 
It dId not exceed the mInImally reqUIred 2% of the purchase pnce Such actIOns 
, 1C'late e g , the "rules of honers" of the BntIsh and of the UnIted States Law on 
C ';op There are two reasons for It 

The first one IS that In return of mInImal cash, In a SItuatIon, whIch IS free for 
1I.dn Idual nsk dlsregardmg contnbutlOn to total productIon (profit) guarantees 
multIplIed eqUIty to the partIcIpant (as payment by Instalments IS executed form the 
'1on-taxed contrIbutIon of the OrgamzatIon and from the dIVIdend, guaranteed by the 
guarantor actIVIty of the OrgaruzatIon) 

J Secondly, thIS pnnclple prormses that the partICIpant WIll receIve 10 tunes 
tI'e InItIal mvestment, though thIS IS true, If the partICIpant IS a member of the 
01 gamzatIOn and an employee of the company untIl the matunty of payment by 
1l1stalments' oblIgatIon 

In thIS way, the dIVIdable property would be concentrated m the hands of a smaller 
a71d smaller group prOVIded that untIl the matunty of the oblIgatIon more and more 
l(111)10yees leave the company 

F a,hel, necessary voluntary payments durmg payment by mstalments should be 
tWhored 

St1( ,uld there be a need for addItIonal payment dunng payment by mstalments due to 
d1fllcultIes, voluntary mdlVIdual payments mIght be reqUIred to maIntam the ESOP 
plo::ess ThIS IS, of course, settled by donatIng property shares WIth eqUIvalent value 
OI~ the payment However It IS reasonable to honor to a hIgher extend thIS sacnfice 
b\ e g , a celtam proportIOn of property shares mIght be donated or regIstered on the 
~ '~cle-account on a ., one for two" baSIS 

69 What rzghts and responsIbIiltIes do those have, whose employment at the 
emplOyer company term mates or who termmate theIr partICIpatIOn In the 

organzzatIOn and remaIn employees of the company? 

l pon tennInatlOn of employment, the employee loses the nght to partICIpate In the 
ESOP [1 § (4)] but certam nghts and obhgatIon WIll supersede, dependmg on the 
.... ,dlse of termmatton 
~ Jetllmg employee, and the perpetuate of one who passed away, IS entItled to get 
lh..:::se shares (busmess shares), wluch were purchased by the OrgamzatIon on 
1 d\ ment by mstalments or by the utIhzatIon of loan and got mto the property of the 
Ptlrtlcipant by repayment These property shares WIll be freed from the restrIctIon on 
~1lc nght of pledge and adrmnIstratlOn nght of the OrganIzatIon, whIch normally 
.... plIe upon full completIOn of payment by mstalments Nevertheless, the 
(II gaJ11zatlOn v. III -- untIl the end of the repayment penod -- mamtam ItS nght of pre­
e '11 otIOn [19 § (3)], whIch IS governed by the proVISIOns of the CIVIl Code 
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Thel'; t~ a need for further explanatIOn of the Low on ESOP Property shares, 
me (tloned 111 the paragraph above ralse the questIon of whether a retmng employee, 
anJ .1 e perpetuate of one who passed away, are entItled to receIve dIvIdend? In my 
Icc,.1trt! yes he/she IS, because admInIstratIOn nght of the OrgamzatlOn and all the 
oth~l h.~tnctlve lesolutIOns cease to eXIst In the event of retIrement and death 

HO\v~\ er a counter-argument can be the words of [14 § (3)], whIch says "The 
plofit (dIvIdend) of the property shares purchased by utIlIzIng credIt or payment by 
Insta ment IS to be spent on repayment of the current debt ThIS IS the gUidIng 
pnnclple In the process of repaymg mstalments 

In an~ other cases, If the employment / partICIpatIOn IS termInated, dunng the 
rep ~ \ ment penod for any other reason, the OrgamzatIon IS entItled to repurchase the 
shal;:::' already owned by the partIcIpant wttrun 6 months from the termInatIOn The 
e"X-pdI11cIpant IS oblIged to allow repurchase of property shares at a certaIn value, 
defip(;'j In the artIcles of aSSOCiatIon In case the partlCIpant unlawfully dIscontInues 
hIS r~r employment, or the employer mitIates termmatIOn by a speCIal notIce, the 
Ol:;;lrlzatIOn may pay the purchase pnce In mstalments wlthm five years [19 § (3)] 
In ot~d cases of termmatIon of the partICIpatIon -- whIch mclude termInatIOn of 
partie patlOn, whereas the employment IS not termmated -- the OrgamzatIOn IS 
enN1ed to pay the purchase pnce m mstalments WIthIn two years [19 § (3)] 

If tlw OrgamzatlOn does not exerCIse ItS nght of redemptIon, the ex-partICIpant IS 
nct e ltltled eIther to sale the property shares, he / she obtamed m the process of 
rep:!" rrent, because, untIl fulfillmg the oblIgatIon of repayment, shares are under 
I es~ kl10n of sale, nght of pledge and are bemg managed by the OrgamzatIOn [19 § 
~ 1)] 

Thel e IS a need for further explanatIon of the Low on ESOP Property shares, 
mentl.::ned m the paragraph above raIse the questIon of whether an ex-partIcIpant IS 
ent,tl.:d to receIve dIVIdend? In my readmg, no, he Ishe IS not because 
ad", 1 mstratlOn nght of the OrgamzatIon stIll m effect, even If It does not mfluence 
ng;,ts allSIng from stock ownershIp Anyhow, [19 § (3)] of the Law on ESOP (as 
quotLd befOle) proVIde feedback for my explanatIon 

-0 ~! uhat purchase price should the ESOP orgamzatlOn exercise Its repurchase 
r1r;z:lli / What should the schedule of the Instalment payment of the repurchase price 

be'? 

.l..s ·h.= Law on ESOP stIpulates, the repurchase pnce has to be defined for the 
0' g2 olZ1tIOn, whIch mtends to utIlIze Its nght of redemptIOn, m the artIcles of 
asso~ ctlon ThIS can not be less than half the market pnce However, It would need 
specu1 conSIderatIOn whether It IS clever to fix thIS value for the entIre penod, or 
not [J,e leason for thIS, IS that as the end of the repayment penod IS commg closer -
- \\ It ~ the pIomlsmg e-xprratIOn of the nght of pledge, restrictIOn on sale, shares WIll 
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b2 "1101 e "aluable than before Consequently, repurchase pnce should be detennmed 
lP 'uch a mannel to allow floatmg 

\\ neH decldmg the purchase pnce, WhICh should be lowel than the market value, the 
het should be taken mto account, that the OrganIzatIOn IS not authonzed to perfonn 
cr' c[ aCtIVIties but what IS stIpulates m the law Accordmgly, the OrganIzation IS 
112 c?ntltled to sell the repurchased property shares for higher value, because thiS 
\\ auld be consIdered as busmess actIVIty 

It 1 ~ extremely Important to be very thoughtful when tlus pomt, but especIally a 
prJ agIaph on undertakmg repurchase oblIgatIOn, are bemg mcluded mto the artIcles 
or <lssoclatIOn, due to lack of funds of the OrganIzatIon It should be consIdered that 
I lc 1 epUl chase pnce be set lower m case the partIcIpant unlawfully dIscontInues rus 
cI1'ployment or the employer termmates the employment by a specIal notIce, than m 
C"Se of the termmatIon IS a result of an another reason, (except of retrrement and 
d~rth) 

Ho\\ ever It IS JustIfied to prescnbe m the artIcles of aSSOCIatIon that the repurchase 
pll.:e IS settled m fixed proportIOns (e g, same amount m each year) The 
OI,;r.mzatIOn might as well undertake mterest payment but as there are no relevant 
\";,JlutIOns m the Law on ESOP contractual oblIgatIons WIll be bmdmg m such 

c l~e~ 

71 What are the condlflOns for sellmg the repurchased property shares? 

it b not requested to sell repurchased property shares However, If the orgaruzatIon 
lilt ~l1ds to sell them (see questIon 69), employees of the company (non-partICIpants), 
~r ~JClpants and the members (shareholders) of the employer company -- m thIs 

011.. el -- have the nght of pI e-emptlOn 

\ = ertheless, restnctIOn of sale, nght of pledge (of fmancIaI mstItutlOns grantIng 
eled1t asset management orgaruzatIOns, allowmg payment by mstalments) and the 
1cmmistratIOn nght of the OrgamzatIon on repurchased property shares Will not be 
Lberated untIl the OrgaruzatIon has lIabIlIty or payment by mstalment IS fully 
c:comphshed [14 § (2)] 

h rthennOIe, the relevant resolutIon of the Law on ESOP has to be met, which 
stores that the profit (dIVIdend) of the property shares purchased by the utIlIzatIOn of 
C cJIt or payment by mstalment facIlItIes -- and repurchased property shares are also 
Ifl thiS group -- has to be spent on repayment of current debts [14 § (3)] 

1 h = artIcles of aSSOCIatIOn should set forth the detenmnatIOn of tunmg of sale of 
Il t- Llrchased property shares, the apphcable method for appraIsal of purchase rate, 
~;:; pllOI lty order of groups that are entItled to buy such shares, management of over 
s~ h~Cl1ptlOn and payment and repayment of deposlt 
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-:; Tv 170 can eXerClfJe the votmg rtghts for the shares (busmess shares) m the 
() I ncnhlp of the partIcIpants at the employer company's general assembly 

(shareholders'meetmg)? 

The lIght of vote, represented by property shares purchased by the utIlIzatIOn of 
0\\]1 l ,)OUI ce and property (busmess) shares obtamed from the OrgamzatIon by 
repa\ I lent of the credIt, are due to partIcIpants at the general assembly The Ieason 
fOl tl' J J IS that even If property shares, whIch remamed m the ownershIp of the 
01 g~ r EatIOn Will remam under the admIll1stratlOn of the OrgaruzatIon untIl the 
repa\ ment of the credIt or competItIon of payment by mstalments, WIll not effect the 
shaIelh)Ider nghts denved from the legal relatIOns of corporate membershIp [19 § 
(1)] In other words, nght of vote that IS determmed by Act VI of 1988 on EconomIC 
corprr atlOn 

The 11 ticles of aSSOCIatIon must not restnct thIs nght but partICIpants have the nght 
to allth0nze the representatIve of the OrganIzatIon for the occasIOn of the general 
asse T~ ly 

'_' Who can e'(erClse the votmg rights for the shares (busmess shares) m the 
Oil nershlp a/the organiZatIOn at the employer company's general assembly 

(shareholders'meetmg)? 

The II tlc1es of aSSOCIatIon may contam resolutIon only on exercIsmg the nght of 
vote '\ hlch IS represented by property shares -- purchased by the OrganizatIon by 
utlhzahon of credIt and payment by mstalments facIlitIes -- that have not yet been 
trC'nsfe,Ted mto the ownershIp of partIcIpants Trus nght IS generally practiced by a 
memN'1 of the executIve body who IS gets authonzed m accordance With the 
resolUtlon of the artIcles of aSSOCIatIOn The representatIve must not act accordmg to 
his/hel own reactIons but the prehmmary resolutIOn of the general assembly 

Ho\,.c \ el It IS JustIfied that the artIcles of aSSOCIatIOn should requITe that the agenda 
of tre ~eneral assembly of the employer company be dIscussed first on the members' 
meetJ11g (general assembly) of the orgaruzatIon Here a resolutIOn has to be 
accoPlphshed determmmg the common approach of the OrgaruzatIon, wruch IS to be 
stuel.. to ThIS safeguard has to be apphed, due to the responSIbIlIty of the 
Olgrtnlzanon towards ItS members 

\\ Ith 1 espect of what has been saId above, the representatIve of the OrgamzatIon IS 

not crtltled to approve new Items to be mc1uded ill the agenda, announced pnor to 
the meetmg It should also be compulsory to reqUIre the pubhc announcement of the 
resol1!tlons of the general assembly of the employer company 

\\ lth I espect to exercIsmg the nght of vote, the artIcles of aSSOCIatIon mIght, as 
'\-"ell dctermme that partICipants -- accordmg to the applIcatIOn of the pnnclples on 
dn b ),1 -- can also be authonzed [19 §] 
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-.f Who can the parllclpant turn to if he suffers damage because of the actlvlty of 
the ESOP organIZatIOn or zn case of an unlawful act? 

J. pamcipant, III case of complamt and If an actIOn SUSpICIOUS to be unlawful, can 
tlUll to -- as the last chance -- to Court However, the first step, to make IS to 
~0mplam at the executIve body, or at the matunng general assembly If there IS no 
I :medy the partICIpant IS entItled to summon an extraordmaty general assembly by 
pomtmg out to the reason and obJective, If he / she IS supported by at least one thrrd 
of the pruiIcipants [7 § (3)] 

J.n) deCISIOn of the general assembly or of the executIve body, wluch VIolates the 
Law may be challenged at the Court by any partICIpant withm 30 gays after a 
partICIpant gets aWait of It [10 § (1)] 

Challengmg the resolutIon may not mterfere WIth tlus nnplementatIon, however m a 
JustIfied case the Court may suspend the nnplementatIOn of the resolutIon [10 § (2)] 

lI' case of an actIon SUSpICIOUS to be unlawful, can tum to the ProsecutIOn, wruch 
u:mtlols the aSSOCiatIOn from the legal pomt of view In case of the operatIOn 
(lccOldmg to legal resolutIOns can not be guaranteed, the prosecutor may appeal to 
COUlt [11 §] 

The Court -- regardless of whether a partIcipant drrectly or VIa a Prosecutor mitIates 
legal proceedmg -- may 

- termmate (abohsh) a resolutIOn, whIch VIOlates law and may order a new 
resolutIOn to be constructed, 

- summon the general assembly m order to restore lawful operatIon, 

- suspend the operatIon of the OrgamzatIon and may order a supernsor to 
guarantee lawful operatIon 

v. Ownership and transfer Into ownership 

-5 Hi hat 1') a share-account? Should a busznes') share of a lzmlted llabillty company 
be regIstered on the share account? 

The ESOP OrgamzatIon opens a share account for all partICIpants to regIster the 
qlue (and the face value) of property shares obtamed by the partICIpant For 
s rnphficatIon, the term "share account" w1l1 be used m connectIOn WIth lnnited 
I abIhty companIes (ltd) The executive body keeps an exact record of property 
~ 1aI es acqurred by partICIpants withm the framework of the ESOP ThIS account 
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ha~ ~ c\ el al sub-accounts, because a partICIpant may possess property shares that are 
to b(~ tI eated separately 

The c\.ecutIve body has to keep a separate lIst for those property (busmess) shares 
that wele 

leceIVed by the partICIpant m exchange for own resource but are deposIted 
voluntanly at the dIsposal of the ESOP OrganIzatIon for admInIstratIOn, 

paId for but It was not pOSSIble to tranSmIt the ownershIp of the property 
share, because the amount does not reach the value of one property share, or 
-- In case of a ltd -- the mmImwn level of one busmess share (HUF 
100,000), or can not be fully dIVIded by 10,000 Consequently, the balance 
has to kept I eglstered, untIl It IS not completed to reach the value of one 
property share, or -- m case of a ltd -- of the mmunum level of one bus mess 
share (HUF 100,000), or the ownershIp of parts of property shares WIth a 
face value of 10,000 -- attached to property shares, whIch have already been 
handed over, can not be transmItted However, thIS property IS already not 
free fonn restrIctIons, 

dIVIded and the ownershIp of whIch was transmItted by the general assembly 
of the ESOP OrganIzatIon to partICIpants as a result of repayment of the loan 
or payments by mstallments Rules, whIch are dIscussed under QuestIOn 82, 
govern transmISSIon of ownershIp Therefore, It can also occur, that 
transmISSIOn of ownershIp IS not accomplIshed or not fully accomplIshed (a 
balance remams) 

not handed over, because the ESOP OrganIzatIon was not able to do so 
(These are property [busmess] shares that were dIVIded as a result of 
payment by mstallment) These WIll be regIstered as a balance untIl It gets 
completed at the next round of payments by mstalments, to become SUItable 
to be handed over 

In ",ddltIOn to what has been lIsted above, cash payments are also have to be 
adnunIstrated, which are executed by newcomers m the ESOP OrganIzatIon m order 
to Cl eate the finanCIal basts of the OrgamzatlOn to complete ItS nght of pre-emptIOn 
to I epurchase those shares which belonged to partIcIpants whose employment gets 
teml.1nated thus they mtend to sell theIr shares Therefore two share-accounts are 
reasonable to be opened one for the admlll1stratIon of property shares (face value 
an d type of shares) whIch were handed over by the OrganIzatIOn, and one for the 
ad-nmIstratIOn of amounts paId for the benefit of the employee (own resource, 
dIVIdend), but property shares have not yet been gIven m exchange for them 
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76 What kmds of ownershIp nghts do property share';, acqUJredwahm the 
framework of ESOP, represent? 

The ownershIp of a property share of a company generally represents two 
1\ peS of nghts Exerclsmg these nghts are restncted by the ESOP OrganIZatIOn, the 
La\\ on ESOP and the articles of assocIatIOn of the ESOP OrganIZatIOn or a separate 
conn act These nghts are 

lIghtS of property (nght for dIvIdend, nght to receIve a part of the net value 
of assets upon the OrganIZatIOn ceases to eXist and the nght of sale), 

lIghts at the general assembly (nght of vote, nght of mspectIOn, nght to file a 
motIOn -- m general mmonty nghts) 

The operatIOn of the ESOP can be charactenzed well by the process that at the 
begmnmg property shares get mto the posseSSIOn of the OrgamzatIOn Property 
nghb of shales can be restncted to lower or greater extent, dependmg on the 
sources, whIch had been utIlIzed, to obtam those shares After the begmnmg, 
plODerty shares can either get mto the property of partICIpants or remam m the 
po-:seSSIOn of the OrgamzatIOn RestnctIOn of property nghts gets abolIshed m 
ceI1am cases (retrrement or death of a partICIpant) before full completIOn of 
pa) ment by mstallments 

Th1s pnnciple IS m effect regardless the fact whether the OrgaruzatIOn purchased 
dIrectly nom the state trustee organIzatIOn or not Inasmuch as m cases whIch the 
OlgamzatIOn has not purchased dIrectly from the state trustee orgaruzatIOn, the 
mtel ested partIes are allowed to depart from certam rules of the Law on ESOP [14 
§ (1) and (4)--(6)] as stated m [21 §] Should thIS occur the need for further 
explanatIOn of the Law on ESOP anses 

Let s e'{amme the pOSSIble sources of the ESOP OrgamzatIon, whIch can be applIed 
to get the ownershIp nght of property shares from the state trustee orgamzatIOn 
ThIS proVIdes the baSIS to dIstmgmsh the dIfferent types of property shares that 
diftel flOm each other m the method of dIVISIOn, transfer of ownershIp, and 
e'\.ecutIOn of property nghts 

The sources are 
own resource of partICIpants (regardless of the ongm, wluch mIght be for 
savmg, loan, compensatIOn coupon If the latter one can be used for thIS 
purpose), 
O\\TI resource of non-partICIpants (cash or compensatIOn coupon If the latter 
one can be used for thIS purpose) Tlus generally means an advance payment 
of the employer, 
applIcatIOn of allowances of the Asset Pohcy GUIdelInes (APG) for the 
settlement of the purchase pnce of property shares, If the allowance IS not 
conSIdered as a factor to decrease the pnce but as a free eqUIty transfer, 
ESOP loan or agreement on payment by mstallments 
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-;- What rer;trzcllOm apply over ownership rights a/property (buszne5s) shares, 
\1 hiLh ure trans/erred/rom the property a/the ESOP Organzzatzon 10 the property 

0/ partIcipants? 

The rule 1S that the property shares whIch are transfelTed from the possessIOn of the 
OlgamzatIOn to the possessIOn of partIcIpants may not be alIenated, untIl repayment 
of the debt and Installments The credItor bankIng InstItutIOn or In case of payment 
by Installments the state trustee OlgamzatIOn, has the nght of pledge on the above 
mentIOned shares [19 § (1)] ThIs resolutIOn, however does not apply to shares, 
pUlchased by the utilIzatIon of own resources [19 § (5)], but does apply -- accordmg 
to the La\\ on ESOP -- to property shares, obtamed free of charge by utilIzatIOn of 
the p1 eferences of the APG 

PIoperty shares transferred from the posseSSIOn of the OrganIzatIOn to the 
posseSSIOn of partICIpants -- except of those, whIch were purchased for the own 
resource -- WIll remaIn In the admImstratIOn of the OrgamzatIOn untIl repayment of 
the debt or Installments ThIs, however, does not affect shareholder (membership) 
nghts [19 § (1)] and the nght of vote 

Types of property shares, descnbed under QuestIons 75 and 76, are completely 
diffeI ent accordmg to the stIpulatIon of the Law on ESOP on nght for diVIdend The 
rule IS that the plOfit (dIvIdend) on the property shares, purchased by the utIhzatIOn 
of credIt or Installment payment, IS to be spent on repayment of current debts [14 § 
(3)] ThIS IS the pnnciple for property shares transferred to the ownershIp of 
partIclpants In the process ofrepaymg the mstallments [14 § (3)] 

ThIS leads to the fact that dIVIdend of the property shares, whIch were not purchased 
by unlIzatIOn of credIt or payment by mstallments faCIlItIes, can be used openly 
The method of use IS solely dependent on mdependent or collective deCISIOn of the 
partICIpants PartICIpants can use the dIVIdend of the property shares, purchased by 
utIlIzatIOn of credIt or payment by Installments faclhtles, openly, If the dIVIdend IS 
not neLessary to be spent on repayment of current debts, mdependently from the 
fact '" hether the property (busmess) share, earrung the profit (dIVIdend) IS m the 
pOSSeS'ilOn of the OrgaruzatIon or, as a result of competItIon of payment by 
mstallments, It IS m the posseSSIOn of the partICIpant 

78 What rules govern the transfer of ownership of property (business) shares, 
H 11lch are purchased from own resource -- cash or compematzon coupons -- of 
partlclpantsfrom the posseSSIOn of the ESOP to the property a/partiCIpants? 

Ploperty shares, purchased wIthm the framework of the ESOP first get to the 
property of the ESOP OrgamzatIon, smce the ESOP OrgamzatIon IS the contractIng 
part) In the sale Property shares, purchased by the utIlIzatIon of own resource must 
ImIDr dlately be transferred by the OrgaruzatIOn mto the ownership of the 
partICIpants In proportIOn to mdlVIdual payments [18 § (6)] However, ill some 
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cases, propelty shales purchased by the utIlIzatIOn of own resource get drrectly to 
the posseSSIOn of partIcIpants 

'\ c\ el1heless, It IS not certam, that the face value of the transferable property share, 
1 eaches the face value of one property share, or Its mtegral multIple, or -- III case of 
an ltd -- the mInImum level of one busmess shale (HUF 100,000), or If It IS hIgher, 
It I111ght not be fully dIV1ded by 10 000 As property shares can only be transferred 
mto the ownershIp of the paI11CIpant, If the sum total, mdicated on the share account 
equals the par value of shares, or, m case of busmess shares, If It IS m accordance 
\\ lth relevant proVIslOns regardmg eqUIty rate of bus mess shares (namely that It can 
not be less than HUF 100,000-- or It has to be fully dIvIdable by 10,000 [18 § (3)] 

If It cannot be fully accomplIshed, the eqUIvalent of the property shares WIll have to 
lelllam registeIed on the share accOllllt [18 § (6)] ThIS remammg part can get mto 
the posseSSIOn of the paI11cIpant upon completIOn of the value, m accordance WIth 
\\ hat has been saId above However, general restrIctIons on exercIsmg property 
lIghts WIll remam 

Th LIS, It IS reasonable to purchase property shares by utIlIzatlOn of the dIVIdend of 
p opelty shares, whIch were ongmally purchased from own resource The law on 
ecrnomlC corporatlOns allows that one share (busmess share) be owned by more 
thai one oVlrner As a result of restrIctIons that apply to ownershIp nghts of the 
01~amzatlOn, the worst solutlOn IS to leave the balance of own resources on the 
Sh~I e-account III the posseSSIon of the Orgamzatton 

-Y AI e par11Clpants allowed to dIspose openly of property (busmess) shares, whIch 
me plllchmedfrom own resource? What ownership rzghts can they assert? 

The mIe on plOperty shares, purchased by the utIlIzatIOn of own resource must be 
t 1 lsfen ed by the OrganIzatIon mto the ownershIp of the partICIpants III proportIOn 
to tndrvtdual payments unmedlately [18 § (6)] 

P111ICIpants ale allowed to dIspose openly of these property (busmess) shares, 
be.:ause the restnctIOn on alIenatIOn [19 § (1)] does not apply to those property 
shm es whose ownershIp nght has been transferred Consequently, the credItor 
banlmg IllstItutlOn or In case of payment by mstallments the state trustee 
OlbcnlzatIOn, does not have the nght of pledge eIther [19 § (5)] 

D1\ I dend of these property shares IS allowed to be dIsposed of openly by 
.Jm~lclpants who are also allowed to assert therr nght of vote freely and tndIV1dually 
O! \ 1a then authonzed representatIve (who mIght as well be a representatIve of the 
ESOP OrgamzatIon) 
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(\ J I r hat IlIles govern the tramfer of mlnelshlp ofproperty shares, which were 
p"lLhcl\edftom own resource of the ESOP OlgamzatlOn but notfrom the own 

rewurce oj the partlclpantfi? 

If the 0\\ n resource or a patt of It was not paId by the partIcIpants mdividually then 
the t1 ansfer of ownershIp IS govemed by the statutes The relevant paragraphs are 
\\ hler deal wIth nansfer of ownershIp of shares, fmanced from funds from external 
natm'1.1 at legal person In thIS case, ownershIp nghts are not restncted at all 

The ownel shIp of these property shares TIllght, as well, be transferred ImmedIately 
upon acqUlsltIOn by the ESOP Restncnon on alIenatIOn, the nght of pledge and the 
nght at the OlgamzatIOn for adrrumstratIOn does not apply III thIS case ThIS own 
I esoUl ce can be patd or advanced to the ESOP OrgaruzatIOn on the account of profit 
I e~el \ e of the employer company The balance can be settled later upon 
estaoh"hment of the OrgaruzatIOn and utIltzatIon of the fund III the form of dIVIdend 
and a sum, whIch can be transferred tax-free to the account of the company 

Property shares, purchased thIS way, should be kept at the dIsposal of the 
OlgqpIZanon m order to make the OrgaruzatIon capable to utIlIze dIVIdend for 
exelcl~mg ItS nght of pre-empnon and redemptIon (See QuestIon 69) The reason 
for tr's 15 that the OrganIzatIon Will face dIfficultIes to make funds for It 

Shon!a the artIcle of assocIatIon allow dIVIsIOn (dIstnbutIon) of such property 
sh.lres and dIVIsIOn (drstnbutIon) IS actually executed, the OrganIzatIon WIll face 
se\eJ'1l ta"\. payment oblIgatIOns 

81 J~ hat fihould happen with property shares, which were purchased by utl/zzatlOn 
of ul'UHance5 offered by the Property Pohcy GUldelmes wllhm the framework of 
L ~(J?I What are the appllcable rules governmg ownership transfer, exerCIse of 

ownershIp rIghts, dIVISIOn prmciples? 

It ha~ been mentIOned under QuestIOn 25 that the allowance offered ill the PPG can 
abo be used withm the framework of the ESOP ThIS can also be accomplIshed m 
such a manner that the state trustee orgaruzatIon does not deduct the allowance from 
the J1l11chase pnce of the tender, but transfers the nght of ownershIp of certam 
plopornon of property shares free of charge mto the possessIOn of the ESOP 
OlgamzatIOn The ownershIp of these shares (busmess shares) mIght as well be 
diStI tbuted among partIcIpants The Law on ESOP has no specIfic regulatIon 
Ho\\ e\ el, these property shares, or a part of them, can be possessed by the 
OrgamzatIOn too 

The general assembly of the ESOP OrgaruzatIon or the statutes IS free to make or set 
fo th q cleclSlon on dIVISIOn Nevertheless, It IS more reasonable, If diVISIOn IS based 
Oil pe f0l111anCe III the past Whereas the dIVISIOn of shares purchased for credIt or 
pC') meTC by mstallments should be connected to contnbutIon of profit, whIch IS the 
SOlP ce of Instalment and mterest payment 

72 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

The 1 estllctIOn of abenatIOn, the nght of pledge, the adm1n1stratlOn nght of the 
;::S 0 P 01 gamzatlOn unttl full repayment of the credIt [19 § (1)] IS relevant to 
plopert)' shares, purchased by utIlIzatton of allowances offered by the Property 
PolIcy GUIdehnes and the ownerslup of such shares IS transferred mto the 
possessIOn of partIcIpants -- proVIded that the PPG allowance IS not consIdered as 
utIlIzatIOn of own resource [19 § (5)] However, the owner IS enntled to receIve 
dI\ tdend and practIce hIslher nght of vote 

l,\,Ioreover, If these shares are not transferred to the posseSSIOn of partIcIpants, but 
remam at the dIsposal of the Orgamzatton, then the ESOP OrgaruzatlOn -- as I 
mtlfpl et the Law on ESOP -- IS entltled to dIspose over them, WIthout any 
1 estI1ctlOn It can eIther sell them (m complIance wIth relevant snpulanons of the 
Lav. on ESOP or of the statutes) 

The OrgaruzatlOn IS not allowed to sell only those property shares wluch were 
pm chased by utIlIzatIOn of credIt or mstallment payment --except for transformanon 
to pmtlclpants -- and the nght of pledge of the credItor fmanclal msntutlOn--or m 
Lase of mstallment payment that of the state trustee orgaruzatlOn--ls valId over only 
these shales [14 § (2)] Thus, It IS reasonable that PPG allowance be granted m the 
b om of transfer of property shares free of charge, and the PPG allowance used 
\\ ~hm the framework of the ESOP be consIdered as own resource 

82 What rules govern the transfer of ownershIp of property shares, whIch are 
plIlchasedfrom creda, obtaIned by the ESOP OrganizatIOn or as a result of 

concludmg a contract on payment by Installments? 

T1I': most Important pnncIple of the ESOP IS that property shares, obtamed by the 
ESOP orgamzanon are transferred mto the ownerslup of the OrgamzatIon and the 
01 g"lmzatlOn WIll transfer them to the ownershIp of Its partICIpants, accordmg to the 
cOl1dItlons of the statutes Tlus ownerslup transfer IS executed m two stages 

j 'Jlage One The execunve body of the OrgamzatIOn opens a share account to 
the partIcIpants [18 § (1)], on wluch the value and the face value of the 
property shares transferred mto the possessIOn of the partICIpants should be 
mdIcated The total amount In the share accounts of the partICIpants (the 
value of the total property shares transferred or mcluded m the account) may 
not exceed the par value of the paId-off property shares [18 § (2)] In other 
words, only those property shares can be mdicated on the share account -­
\\ hether they were purchased for credIt or for payment by mstallments -­
whIch has been paId off 

? Stage Two Property shares, mdicated on the share account, WIll be 
transfelTed mto the ownershIp of the partICipant, prOVIded the face value 
mdIcated on the share account reaches a certam sum that equals the par value 
of shares, or, m case of busmess shares, If It IS m accordance WIth relevant 
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prOVISIOns Iegardmg eqUIty rate of busmess shares (namely that It can not be 
less than HUF 100,000-- or It has to be fully dIvIdable by 10,000) 

The le,namder IS kept by the executIve body on a share account or Its sub-account 
unt1\ It leaches the value of one property share and after completIOn the shares are 
gl \ e1 . lto posseSSIOn (See QuestIOn 75 for more detaIls) 

The d'W on ESOP does not requue that the ownershIp of property shares purchased 
by the ESOP OrgamzatIOn be transferred -- except for property shares purchased for 
0\\ [1 1 esource -- but allows the statutes to deterrnme the penod of tIme and other 
concltlons to keep the property shares m the posseSSIOn of the OrganIZatIOn [18 § 
(5)] ThIS way, the statues have to deterrrune the method of dIVISIOn of property 
shar es In the posseSSIOn of the OrganIzatIon (See also QuestIon 87 ) 

83 H hat proH \ IOns may the arllcles of assoczatzon set forth with respect of actual 
'und alii of property shares to partIcIpants who had been given the rzght of 
0' l 11.!} 'ihlP of property shares during the perIOd of payment by Installments? 

Plopert} (busllless) shares, purchased by utIlIzatIOn of payment by lllstallments or 
cIedlt facIlIties, WIll remam at the dIsposal of the OrganIZatIOn, until full repayment 
of tne Cl edIt or fulfillment of mstallments oblIgatIOns The adIDlrustratIon nght of 
the ESOP OlgamzatlOn over property (busmess) shares transferred mto the 
0\\ nel ShIP of the partICIpant ceases upon retrrement or death of the partIcIpant 

H ov., e\ er, pal1Icipants may mclude m the statutes that property (busmess) shares, 
plll chased by utIlIzatIOn of payment by mstallments or credit facIlItIes, Will remam 
at (he dIsposal of the OrganIzatIon, after full repayment of the credit or fulfillment 
of lrl~t tJlment payment oblIgatIons except for property [busmess] shares, owned by 
pat11l.1;Jants whose employment IS terrnmated) Should tills happen, the ESOP 
Olg~l1.1ZatlOn has to Issue a document cemfymg their own property (busmess) 
shale" enless such proVISIOn IS mcluded m the statutes, property shares have to be 
g1\ en mto the posseSSIOn of partICIpants after full repayment of the credIt or 
fulfllP1ent of lllstallment payment obhgatIons 

8-1 15 11 advIsable to reqUIre own resource contrzbutlOn ofpartlclpants? 

Such plOVISIOn may not be mcluded m the statutes (see QuestIons 46 -- 49) 
None"1eless, It can be adVIsable to attract own resource by mentIOrung own resource 
contr1butIOn as a factor taken mto account dUflng the dIVISIOn of property shares, 
espec ally, If partICIpants of the ESOP OrgarnzatlOn have to pay conSIderable 
amoun~ of cash to purchase Iruhal property shares 

Shadd tIllS happen, those partICIpants, who Jom the ESOP OrgamzatIon later -­
pOte lHally also those who were employed by the company when the ESOP 
Olgc101zcltlOn was establIshed but for a certam reason dId not want to Jom, -- have 
th:: ~C' artage of not haVIng to share the burden (own resource contnbutIon,retentlOn 
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l.loney etc) ThIS IS a very Important component, even If those, who contrIbuted 
\\ lth theIr own lesoUlce, are compensated unmedlately by receIvmg property shares 
(flee flOm restrIctIOns), because own resource contrIbutIOn places a great burden 
d'lC IlS!.. (of changes m the rate) to mdiVIduals 

l pon becommg elIgIble, becommg a ,partIcIpant IS a natural enjoyment of nght 
Thus precondItIOn and proVIsIOns to become a partIcIpant may not be prescnbed by 
the OlgamzatIOn (See QuestIons 46 --49) However, It can be adVIsable to attract 
0\\ n 1 esource by mentIOnmg own resource contnbutIon as a factor taken mto 
acceunt dunng the dIVISIOn of property shares 

To attI act own resource mIght also be advantageous from the pomt that dunng the 
fil st years of the repayment penod of the credIt or the mstalment payment usually 
th ':1 e are only a few property shares wluch can be reallocated Later, the number of 
pt operty shares, whIch can be purchased, WIll mcrease, and those, who Jom the 
ESOP OlgamzatlOn later, would have bIgger advantage, unless a proViSIon on 
p.lOlltlzmg purchase of those, who contrIbuted WIth therr own resource, IS 
st1pulated 

O'\n leSOUlce contrIbutIOn can be eased by credIt or mstalment payment faCIlItIes 
~he amount paId, can guarantee that the contrIbutor gets property shares, smce by 
llsmg thIS money, the ESOP OrganIzatIon WIll be able to exerCIse Its nght of pre­
c,U;JtlOn and repurchase property shares owned by partIcIpants whose employment 
I'; H'Immated and offer them to the contnbutors after havmg offered them to non­
panclpant employees who have pnonty [19 § (4)] 

'15 -11 e partlclpants obliged to pay tax / duty on property shares, upon they get mto 
theIr ownershIp? 

-~~le acqUIsItIOn of property shares from the ESOP OrganIzatIOn IS free of tax or 
L!~1,"\ [18 § (4)] and they have no tax or duty oblIgatIOn after the amounts credIted 
cn theu share account [18 § (3)], untIl they do not alIenate the shares whIch are 
il ee from restrIctIon on alIenatIon [19 § (1)], [26 § (1)] Upon sale, personal 
11come tax IS payable m conSIstence WIth the effectIve law 

86 What tax allowance can be demanded by a partICIpant of an ESOP 
Of gamzatlOn after payment to the ESOP OrganizatIOn upon establIshment and 

tll{} InX I1~ operatIOn, if thIS payment was executed from hIs/her after-tax mcome'? 

-\ p,uiIcIpant of an ESOP OrgaruzatIon may deduct from ItS assessable mcome -­
inc onh up to 30% of the assessable mcome --the payments executed In the current 
,erl (oVl-n resource payment), accordmg to the proViSIons of the effeCTIve personal 
1,1.:ome ta"'\. law 
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8- WI \ I': It remonable to leave a part of the property shares at the disposal of the 
1 'Ii )1) I); gClJ1l:!allOn, even if they could be handed over to partICIpants, durmg the 

perIOd of payment by Imtallments? 

In mam countlles ESOP IS applIed m order to wIden ownershIp and to encourage 
ernplo' ees TheIr expenences mdIcate that owners of OrganIzatIOns -- also 
pal tlC jJ1nts of ESOP OtgamzatIOns -- should also thmk about thIS questIOn 
Pal1l~I lants appteCIate plOperty (busmess) shares, If they are proVIded dIVIdend on a 
leguld' baSIS, and If they can be sold for a good or reasonable value If necessruy 
HO\\ e\ el the Law on ESOP proVIdes thIS opportumty before full repayment of the 
CI cd,t 1)1 Instalment payment oblIgatIOns only when partICIpatIOn IS termmated, m 
the case of partICIpants who retIre or successors only m a way lImIted by repurchase 
Ilghl \' hile In other cases only If the OrgamzatIon IS able and ready to practIce Its 
leplllC1.aSe nght Nevertheless partICIpants are entItled to exerCIse theIr nght of 
vote but It WIll hardly satIsfy an average employee 

Agam It IS more Important, that shares prOVIde dIVIdend on a regular baSIS and they 
can be sold The cruCIal pomt of ESOP IS that It creates the long term mterest m the 
[ann of mtelest m hIgh dIVIded through prospenty on the market, mcrease of 
as~ds -- agamst short term mterest of wage mcrease Thus, thIS 15 the way to 
encourage employees to cut expenses and mcrease qualIty, and thIS IS the benefit of 
the na;,agement and for the other owners 
ThI>: eTlCOUlagement IS the reason, why property obtamed wIthm the framework of 
the ESOP should remam m the posseSSIOn of employees and why funds and 
IT'ethoc1s ale created to enable partICIpants to purchase shares from one another and 
enCible the ESOP OrganIzatIon to repurchase shares from employees leaVIng the 
companY 01 flOm those who want to sell them and enable the OrganIzatIOn to offer 
the"" to new employees of the company (US laws proVIde SIgnIficant tax 
pie rtences for the tepurchase) 

Tl1t Lrl\\ on ESOP does not allow to use as an mcome the diVIdend paid on shares 
which ha\ e already been transferred mto the property of partICipants, even If that 
dl' derd 15 not essentIal to meet the mstalment payment oblIgatIOn of the current 
j eat P lr allel WIth tills, the law forbIds the ESOP OrganIzatIon to use the dIVIdend 
Iece~ved by the OrganIzatIon for repurchase dunng the mstalment payment penod 

Hc\' e\ er upon completIon of the payment oblIgatIon, repurchase on a pnce stated 
b) an mdependent audItor or by the stock exchange becomes an extremely 
lP1portmt mstmment to regulate the market ThIS helps to keep the employees' 
0\\ net ~hlP at a certam level and prevents that property shares get mto the ownershIp 
of "pel sona non grata" and also creates and mamtams confidence m property and 
"h'lles Ho\\e"er repurchase has a great dIsadvantage It dImInIShes before-tax 
pI c tl t and -- If no allowances are granted -- after-tax profit too 

ClllOCi'" es and ESOP OrgamzatIons are trymg to compensate thIS dIsadvantage by 
not gl vn~ the ownershIp of redemped shares to employees by keepmg a 
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C0"" ~,delable plOportIOn (even 50%) m then own possessIOn even after completIOn 
of payment oblIgatIOn Shares, whIch are not reallocated, do not have to be 
1 Cf. 11 chased, theIr dIVIdend can produce the basIs for redemptIOn, furthermore, a 
Dr ,1 of votes" can be kept togethel DIVIdend on shares, whIch have not been used 

fOr I cJemptlOn, WIll be dlstnbuted among partIcIpants 

Y,,\ H hal Aznd of 50urces can be utIlIzed by compames and ESOP OrganzzatlOn'i 10 

execute repurchase of property shares'? 

Ol.;amzatIOns have very luruted sources to execute theIr nghts of pre-emptIOn and 
I edemptIOn dIscussed m QuestIOn 69 FITst of all, the questIOn arIses whether the 
company IS entItled to support -- WIthOut paymg tax -- redemptIon The company IS 
allov.ed to transfer funds up to 20% of the before-tax profit [26 § (4)], -- wIthout 
pa\ mg tax. -- to the ESOP OrganIZatIOn, dunng the penod of meetmg the mstalment 
ra~ ment oblIgatIOn [26 § (5)], to help the OrganIzatIon to realIze ItS baSIC target 
(See QuestIOn 95 fOI more detaIls on legal regulatIOns regardmg transfer of funds) 
If ti1ele IS no tax allowance, redemptIon of shares can only be fmanced from the 
l ampames' after-tax profit or the OrgaruzatIons' dIVIdend 

--he ESOP OIgamzatIOn IS entItled to utIlIze WIthout lImItatIons (also for 
er: lI1 chase) the dIVIdend of shares purchased for credIt or for mstallments and 

\~\\ le~ by the OrgamzatIOn only after the mstalment payment or credIt payment 
obll~atIons ale fulfilled As repurchase IS more dIfficult before thIs oblIgatIon IS 
T leL (a lmge proportIon of property shares can be repaId m the last 1-2 years), It IS 
d brtble to constItute the relevant Item os the statutes m such a manner that a large 

Plc.p011IOn of property shares remam m the property of the OrgaruzatIOn after full 
,eD" ment ofmstalments The OrgaruzatIOn should posses them at least untIl-- as a 
I ::s Ltl t of modIficatIOn of the relevant law creates tax allowance for such funds -- It IS 
alJc\\ed to utIlIze this dIVIdend for redemptIOn and offer these shares WIth 
111('\\ ance for new employees 

DL.llng the mstalment or credIt repayment penod, mdIVIdual payments by 
pql-tlllpants and the estabhshment of an mternal share market mIght contnbute to 
col e the problem of redemptIOn 

89 f<i 11 oblzgatory for the OrgamzatlOn to repurchase shares'? 

"0 It]S not Nevertheless, the establIshment of methods of redemptIOn and creatIon 
I It tUIlds IS m the mterest of both the company and the ESOP OrganIzatIon, but 
1'lLJ .:11akmg thIS oblIgation reqUIre careful conSIderatIOn because creation of funds 
1JUt'; a neavy burden to the OrgaruzatIon and to the partICIpants (See also Questions 
4-+ ( nd 87 for detaIls on trust and POSItIve undertakmg) 

77 



91/ 1" the pm llcipan! allowed to sell property shares received wrthzn the framework 
of ESOP? If yes who can be the buyer? 

Thl. "d'e!:> OppOltumtIes and the potentIal buyers are deterrmned by the way and hme 
whe.l ~hose plOpelty shaIes were transferred mto the ownershIp of the partICIpants, 
S1i1~ ~ c.Iffcl ent lUles apply to property shares wIDch were financed from own 
leSCt.tce!:> of the partICIpants, from own resources denvmg from the after-tax mcome 
of T1op-palilcIpants and to property shares purchased by means of credIt or 
mstrln ent payment Certam property shrues possessed by the partIcIpants may be 
flee hom restllctIOns, (those financed from own resources of the paIiICIpants), 
""hleh C,ln be freely sold, whIle others (financed from credIt and Instalment 
paJ men!) may only be repurchased by the organIzanon Pens lOners and successors 
of P1rtlcIpants who dIed are m a specIal sItuanon because they are allowed to sell 
all tllen shares obtained wIthm the frmnework of the ESOP organIzatlOn openly 
The orlv lestnctlOn for these shares IS that the orgamzatIOn has the nght of first 
Iefu"al dunng the repayment penod 

~ I n hat (actors affect the prIce ofproperty shares owned by the parflclpants'? 

F'Lt Jt all the rate of the property share, whIch can be exactly deterrmned If the 
sh~u es at e publIcly traded -- m case of share-holdmg comparues mtroduced on the 
stoc]< e;;:change In other cases, an mdependent audItor can be asked to deterrnme 
the )..,l1\..e on the baSIS of the audIted balance sheet or other mformatIOn However, 
the pllce can be effected to a great extent by regulahons of the Law on ESOP or by 
the s mutes WIth respect to restncnons of sale or exerclsmg membersIDp nghts As a 
Iesult of these elements, an external pnce (stock exchange or outsIde the stock 
e;;:cral1ge) and an mternal pnce (Wlthm the organlzanon) IS formulated whIch, 
Uf1 fortl,m'ltely WIll be lower untIl full repayment of the credIt 

9:J Why and how IS It reasonable to create and mternal stock market? 

As dl5ul!:>ljed m QuestIOns 2, 44 and 87, It IS m the mterest of the company and of 
the E50P OrganIzatIon to encourage and mamtam better performance In order to 
achIeve trust m the ownershIp of the company as well as successful operatIon A 
ve."\ lmp011ant element of the above task IS to offer a chance for the employee, 
bcu1g ,lbo an owner of property (busmess) share, to sell hIslher shares, m case 
rus/hel employment IS tennmated or m the case of neceSSIty 

Desp1t~ the fact that the OrgarnzatIon has the nght of pre-emptIOn and redemphon, 
It 1 ('1 el / has sources to pracnce these nghts Thus stIpulatIons of the Law of ESOP 
alP10st e'\.clude the establIshment of mternal stock market and put obstacles to 
ope' atlOn However, It IS extremely Important to establIsh mternal market -- beSide 
redf',!I!.:t on and pOSSIble sale on the stock exchange -- where employees are free to 
bu) ::.'J.Clles flOm one another m a regulated way for a pnce that IS defined by an 
1l1r1 t"pe'1C1ent expert 
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l{e.;'llatlOn could mean that m case of demand, pnonty should be gIVen to non­
,Ja111Clpants, whereas supply would be coordmated by pnonty to those partIcIpants 
\\ hJse employment was termmated and to those who mtend to sell theIr shares 
Leuuse of financial trouble The creator and coordmator of the mternal market 
ee' lei reasonably be the ESOP OrganIzatIOn The performance of thIS duty could 
'1 bJ JustIfy the eXIstence of the of the OrganIzatIon after fulfillment of the 
L _ P(\\ ment oblIgatIOn 

) j Are participants entItled to dIVIdend from the ESOP Organzzatzan on their 
property shares In their po ')sesslOn? 

\' e... they are, but not on all of therr property shares PartIcIpants are entItled for 
Gl\ Idend from the ESOP OrgamzatIon on theIr property shares m theIr posseSSIOn 
onh If the OrgamzatIOn purchased the shares from the partICIpants' own 
cOf1tllbutIOn But dIVIdend cannot be paId m the rest of the cases before fulfillment 
of Ihe I epayment oblIgatIon 

Th;: I cason for thIS IS that the Law on ESOP prescnbes that repayment should be 
ccmpleted as soon as pOSSIble Thus the law forbIds open utIlIzatIon of dIVIdend of 
property shares--whIch were purchased for credIt or payment by mstallment--untII 
the oblIgatIOn of repayment IS met ThIS dIVIdend may entIrely be used for 
I epa\ ment, regardless the fact, whether It IS possessed by the OrgaruzatIon or by 
lJan,t..1pants [19 § (1)] and regardless whether, upon execuhon of current year's 
ob IdatlOn, the remaImng part of the dIVIdend of property shares purchased for 
.:;' e~lt 01 Instalment payment IS needed for or not 

Co,::.equently, partICIpants, m comphance WIth the statutes or the deCISIon of the 
gerel?l assembly, dunng the mstalment payment are entItled receIve the ownershtp 
,If .:.hmes purchased by the OrganIzatIon for credIt or for mstalment payment but 
11e' ale not \oested -- because of the restrIctIon of sale, nght of pledge, and the 
~1~amzatlOn's nght of management [19 § (1)] -- not entItled to dIVIdend as mcome, 
~mct only have the nght of vote (no other ownershIp nghts) However, there would 
re 1 desperate need (from the pomt of partICIpants and the company) for a pOSItIve 
encouragement that would be expressed by payment of the remammg part (whIch IS 
TIC T needed fm repayment) of the dIVIdend on property shares to partICIpants 

-\CC21dmg to the stIpulatIons of the Law on ESOP, partICIpants are entItled to 
ul\ !Jend only If the repayment IS accomplIshed ThIs may take at least 8-10 years, 
.. '=' ceptIonal cases 5 years Even m cases m whtch there would be no need for the 
eu'ammg part of the dIVIdend m addItIon to the sum wluch IS transferred tax-free to 

tJ'C' ESOP OrgamzatIon, the restrIctIon of the law on dlstnbunng the dIVIdend would 
.: r 1TI1sh the pOSItIve encouragement for better performance Tills way better 
";:1-0 mance IS not enjoyed by the employees but by the credItor bank and by the 
~ - t e ~lUstee organIzatIOn whIch allows mstalment payment m the form of a shorter 
e 1 ~\ ment penod ThIS can also be an Important objectIve but employees 

,,' ST~ctlOn IS of greater sIgmficance 
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A:, " [ 1S dIvIdend dIstrIbutIOn IS concerned, pensIoners and successors of those who 
dt,: 112 exceptIOns because they have the nght to dIspose of theIr shares openly [19 
~ (: I] \ hlle respectmg the OrganIzatIOn's nght of pre-emptIOn 

VI Tax related and other questions 

9..;. 11 hat lewurces are avaIlable for the ESOP OrganIzatlOnfor the repayment of 
'h.! ({ ~>d/! and the Interest or, In the case ofpayment by Installment'), to pay the 

Installments and the Interest? 

The m 1m source of meetmg the credIt and mterests repayment obhgatIOns of the 
ESOP OlgamzatIOn IS the dIVIdend of property shares purchased by means of credIt 
01 lr stJlment payment DIVIdend of these shares can exclUSIvely be utIlIzed for 
1 epa dl'cnt [14 § (3)] regardless the fact that these shares are possessed by the 
01 g2illl'zanon or Its members 

In ~c!C!ltIon of the above source, the ESOP OrgaruzatIon may receIve tax-free 
donpt1011s flom the company -- as dIscussed under Questlon 95 If these sources plus 
\ olll lL:er contllbutIOns of partICIpants are stIll not suffiCIent to meet the repayment 
oblIgation of the current year then the company -- actlng as a guarantor -- has to 
til c:nce the dIfference on the account of Its after tax-profit (profit reserve) 

As 11'cl1tlOned, partICIpants WIth thetr volunteer contnbutIOns may also support the 
013~r zanon to meet Its repayment obhgatlon durmg the repayment penod They 
get ~a\. allowance 1 e the effectIve amount of payment can be deducted from the 
tot1.1 pClsonal mcome, but up to 30% of the mcome 

Of C.JUlse, the OrganIzatIon IS allowed to accept donatIon-lIke supports from any 
othe source, but there IS a slIght chance for It 

95 If hat conditIOns and restrrctlOm apply for the company to provide support for 
lilt.: ESOP OrganIzatIOn to help to execute repayment of credIt and Interest? 

110 ~ c~ployel company IS allowed to gIve donatIOn (support) to the ESOP 
01 g1nlzatIOn -- m order to help realIze ItS fmal target, and to fulfill ItS credIt 
leD,"\I~~ent obllgatlon The amount transferred IS deducnble from the before-tax 
pIoiit f the ESOP IS connected to the pnvanzatlOn of a fully or partIally state-
0\\ .:C ::cmpany [26 § (4)] 

If state-owned and non-state-owned property shares are purchased Jomtly by the 
~a r.e SSO? O1gamzatlOn then, when calculatIng the taxable mcome, only that 
PIO l' '-tton of the support can be deducted whIch IS equal to the state-owned 
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h'pOItlOn of the property shares [26 § (4)] 

r; 1ne ESOP OlgamzatIOn buys the property shares of a fully or partly state-owned 
lOI1P:->n\ then, when calculatmg the taxable mcome, that proportIon of the support 
l 11 he deducted WhICh ]S equal to the state-owned plOporhon of the property shares 
l/( \(4)] 

l-'c \e\ eI, when calculatmg the assessable mcome, only 20% of the modIfied 
(IJl1\)I111t nansferred to an ESOP organIzatIOn, can be taken mto account (See the 
(o'"p01ate tax law for calculatmg the adjustments Act LXXXVI of 1991, [4 § (3)] 
lVt deductIOns and [4 § (3)] for mcrease ) 

96 Is the amount ofsupport, whIch can be transferred tax-free to the ESOP 
I), ~a17catJOn, dependent on the proportIOn of ownership of the Organzzallon In the 

company? 

2 J Qlscussed m QuestIOn 95, the company IS entItled to deduct form Its taxable 
, lC Jdle the amount transferred to the ESOP OrgaruzatIon to help to execute Its 
1 "'L'1) ment oblIgatIon but up to 20% of Its pre-tax profit ThIS 20% whIch can be 
t1 .11 'fen ed tax free, IS not connected to the proportIon of the property shares, 
,I lcnased b) the ESOP from the state trustee organIzatIon In other words If the 

ES)P OrgamzatIon owns 10% of the property shares, the company IS allowed to 
I 1 stet ta'\.-free 20% of Its pre-tax profit Or even If an ESOP OrganIzatIOn owns 
( 0' 0 of the property shares, the company IS not allowed to transfer tax free more 

11 r 1 20~/o of Its pre-tax profit 

;- - 10 li!7at extent IS an ESOP OrganzzatlOn entItled to receIve tax free support, if 
the purchase was not dIrectly made from the state tru')lee organIZatIOn? 

Tl,~ Items of the Law on ESOP regardmg the corporate tax allowance to a company 
, I len supports an ESOP OrganIzatIOn [26 § (4)-(5)] does not go mto detaIls 

:g'11 dmg the extent of the allowance If the ESOP organIzatIon buys the shares not 
lII1.:::tly from the state trustee orgamzatIon, but buys the property shares of a 
c ;vnpany ~ hlch IS owned by another firm whIch IS state-owned or at least partIally 
- \ led by the state trustee organIzatIon 

1'1:; 'nam aspect m the mterpretanon should be the proportIon of the purchase pnce 
~I n:,talment payment receIved by the state trustee organIzatIon Concernmg tax 
< I \, ances, there mIght be 4 cases to be dIstIngUIshed based upon whether the state 
1 Lt-=e orgamzatIOn has dIrect or mdirect mterest m the company from whIch the 
-~ ,0:> 01 gamzatIOn acqUIres property shares, and also based upon the fact whether 
, : ~SOP O1gamzatlODs purchases non-state-owned property share WIth dIrect or 

, , ;;:::t state ownershIp share 
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1 \Ph,J1uflOIl /01 tables 1--1 
STO ploperty of the state trustee orgamzatIOn ~~ 
OP uthel (not state-owned) property ~~ 
ESOP plOperty of the ESOP ~!J1 
.., S lIel CorporatIOn's property ~D 

\ \ hen the sale was realIzed, the company ill whIch the ESOP OrgamzatIOn obtamed 
o\\nebhlp \\as fully or partly owned by the state trustee orgamzatIOn and the 
Olgan,zatlOn purchased the shares dIrectly from the state trustee orgamzatIOn In 
thIS CJSc the ESOP Law supports the illterpretatIOn accordmg to WhICh, at the tIme 
of calLulatlng the tax base the company IS enntled to reduce ItS pre-tax profit wIth 
the amcunt tIansferred to the ESOP OrganIzatIOn, unnl the amount exceeds 20% of 
the 1 e ,u t befm e the adjusted taxanon (See QuestIOn 95 ) 

FI";Ule 1 <1 

~===:3 

,....-,----f=~ 

Propomon of ownershIp m the % of the regIstered capItal, 
pnor to the purchase by ESOP 
STO 70% 
OP 30% 

ProportIOn of ownershIp ill the % of the regIstered capItal, 
after the purchase by ESOP 
STO 10% 
OP 30% 
ESOP 60% 

The avaIlable tax-allowance IS 20% 
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( ({ ( i 

TLc: ESOP OrgamzatIOn pm chased property shares, whIch at the tIme of sale were 
p" '1\ ~'1 the owneIsmp of the state trustee organIzatIOn (state-owned property 
, 11, C) P 11tl) 0\\ ned by somebody else (non-state-owned property share) In such 
C' ~ ~ t1 e ESOP Law [26 § (4)-(5)] supports the mterpretatIOn accordmg to whIch, 
at lie t !l,e of calculatmg the tax base, the company IS entItled to reduce Its pIe-tax 
p10r,~ \\ lth the amount transferred to the ESOP OrgaruzatIOn, untIl the amount 
e'\ceed~ the proportIOn of 20% of the adjusted pre-tax result correspondmg to the 
plOpo.11011 purchased from the state trustee orgaruzatIon by the ESOP orgamzatIOn 

ProportIon of ownershIp m the % of the regIstered capItal, 
~~~~= ~= ~= pnor to the purchase by ESOP 

\" STO 70% , ' 
OP 30% 

I---......,"',...-=~ ProportIon of ownershIp m the % of the regIstered capItal, 
, ; after the purchase of ESOP 

, ''''~ STO 28% 
t OP 12% 
'\ ESOP 60% (42 % was purchased from STO and 12 % from OT) 

T1.:::;-\ 'lable tax-allowance IS 20%*[42% 60%]=20%*0 7=14% 
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Tll~ E.30P CIgamzatIOn purchased plOperty shares of an employer company whIch 
\\ 1-; tv!. \ l jJaI tly state-owned, 01 owned by an enterpnse m whIch the state trustee 
olgal'll,lt'C"1 had mtelest at the time of the sale In such cases the ESOP 
clgarI::',ltlC n may also be supported by the employer company WIth tax-free grant 
dl 1l11g the e'Jayment penod In such cases -- based on Art 26 sectIOns 4-5 of the 
ESOP Ll'\ -- at the tIme of calculatmg the tax base, the company IS entItled to 
I edUCe: Its pI...-tax profit WIth the amount transferred to the ESOP OrgamzatIOn, untIl 
the '1tnCllnt exceeds the proportIOn of 20% of the adjusted pre-tax result 
CJn.:sp0TlUng to the proportIon of state-owned share m the company sellmg 
pI apert\ shl1es (thIS may only be 100%) 

ProportIOn of ownershIp m the Seller CorporatIOn m the % of 
! - the regIstered capItal, pnor to the purchase by ESOP 
t ~~~ STO 50% r OP 50% 

-\ ('O! r !Jr.1 Dn, 70% owned by the Seller CorporatIOn 

ProportIOn of ownershIp m the % of the regIstered capItal, 
pnor to the purchase by ESOP 
Seller Corp 70% 
OP 30% 

ProportIon of ownershIp m the % of the regIstered capItal, 
after the purchase of ESOP 
Seller Corp 10% 
OP 30% 
ESOP 60% 

flle ~"atlable tax-allowance IS 

21)J L < [ PlOperty share of the state III the Corp] = 20% * 0 5 = 10% 
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TI11~ 1 basIcally a combmatIon of Cases 2 and 3 The ESOP OrgamzatIOn 
lJl'l:1 I, -d plOperty shares a part of WhICh was sold by a company m whIch some 
st~l-' It L ",tee Olgamzanon owned a part and another part of whIch (non-state-owned) 
'\ ~s _l d by somebody else In such cases -- based on Art 26 sectIOns 4-5 of the 
[~U? Ltv.. -- at the tIme of ca1culatmg the tax base, the company IS entItled to 
Iedu'-L IlS pIe-tax profit WIth the amount transferred to the ESOP OrganIzatIon, untIl 
th~ 11 ,ount exceeds the proportIOn of 20% of the adjusted pre-tax result 
LOP ~ ~;011dmg to the product of multIplIcatIOn (1 )of the ownershIp proportIon of 
tl1~ Cvl lpan) as on seller and (2) of the proportIOn m wruch the partIally state­
O\\Jlf'J I..ompany rece1ves a part of the purchase pnce 

( e4'b 

ProportIOn of ownershIp m the % of the regIstered capItal, 
pnor to the purchase by ESOP 
Seller Corp 70% 
OP 30% 

ProportIon of ownershIp m the % of the registered capItal, 
after the purchase by ESOP 
Seller Corp 28% 
OP 12% 
ESOP 60% (42% was purchased from Seller Corp 

and 18% from OT) 

Th~ ,t\ ,'dable tax-allowance IS 20% * 05 *[42% 60%]= 20%*05*07= 7% 

~JS f, ,111 E'lOP OrganIZatIOn 15 entaled to tax allowance provIded that the ESOP 
o J-,' ( :::dlJOn hC15 no! executed the purchase -- nellher dIrectly nor mdlrectly -- from 

the state trustee organIZatIOn? 

-\ 1=11, Ite no IS the answer The reason IS that the Law on ESOP prescnbes that the 
cOP(J' n fOl deductmg the (lurnted) amount transferred to the ESOP organizatIOn 
\\ 1l.1 L 1]culatmg the assessable mcome IS that the transacnon IS connected to the 
p'" '''+l~ '·lOll of a fully or partly state-owned company and to the sales of the 
f1 Jre1\ :;hmes III theIr ownershIp 

1"'1 ill \ 1'ie of so called "non-pnvanzatIOn ESOPs", corporate tax allowance can not 
1 e '11 1 'ed Ho\'vever, participants can deduct their own resource contnbutIOn from 
l:l:: l 'J.)cssable mcome up to 30% (together With other deductIOns) of theIr 
3':; r ,r )le Income 
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yy vVhat co''i/s can be accounted/or as operatIOnal costs a/the ESOP 
(h gal7lZatlOn, and what 'iOurces are crvazlable 10 cover these co')/s? 

OIlI, -hose costs can be accounted for as operatIonal costs whIch are dIrectly related 
to tilt JbJectIves of the orgamzatIon These mclude costs related to establIshment 
ant.: )fl~lJtIOn of the ESOP OrgamzatIon (e g, wage, socIal secunty contnbutIOn, 
mlt~ 1111 expendIture, fees to experts, etc) These costs -- Just hke repayment of 
CI edl t 01 executIOn of mstalment payment -- are covered from the mcome of the 
OI,S'Wlh atlon (It was dIscussed under QuestIOn 95 that transfers can be made based 
on t}e pre-ta, profit of the company, however restrIctIons apply) The mcome of 
the 01 gafolzatIOn mcludes remIttances by the company, payments made by 
pam' ,Kmts and other natural persons and legal entItles, dIV1dends on property 
Sh312.l o\\ned by the organIzatIon and mcome from sale of property shares [16 § 
(31J 

Ho\\ c. \ el costs related to the operatIOnal body of the organIZatIOn, can not be 
fimlll! \ d flOm dIvIdends of property shares owned by the organIZatIOn because that 
full 11S to be spent on repaymg current debts DIV1dend on shares IS not a dIrect 
!TIl-OlT c of the orgamzatIon but It IS receIved by the orgamzatIon It IS due to the 
pat tIl.. :Jants on the shares whIch were transferred mto therr ownershIp dunng the 
lepa' lent peil0d but It also has to be spent on repayIng current debts [16 § (3)] 

1(' ') 1m what perIOd IS the OrganzzatIOn establzshed, and when does It cease to 
eXHt? What Will happen to Its property? 

The 0 samzatIon IS always establIshed for a defmed penod of tune, but It can be 
tel t 1 1 ted any tune by deCISIOn of the general assembly or Court Assummg that 
the (J ~l nIZatlOn has transferred all the ownershIp of shares to Its partICIpants, or the 
err.') :'-~ \ er company ceases to eXIst WIthOut legal successor, the executIve body IS 
01i~I_C:' to summon a general assembly WIthIn 30 days, whIch has to pass a 
re~( I .... t on on the tennmatIOn of the orgaruzatIon and the dIV1SIOn of the rest of the 
pre'} :!-ty Nevertheless, It IS not necessary to tennmate the OrganIzatIon upon 
[ult J Ip1ent of Iepayment oblIgatIon PartIcIpants may decIde so that property shares 
acqll], r"c1 by the OrganIzatIon wIll remam In the posseSSIOn of the OrganIzatIOn -­
UT'td t~.; end of the penod, detennmed In the statutes 

Shot \1 the OlgamzatIOn not be able to realIze It mam purpose, and should the 
Imp\~"'1entatIOn of the terrmnatIon be unsuccessful, the state trustee orgamzatIOn 
\\ h ~ 1., ~'1clhtated the mstalment payment or the credItor bank have to tum to court 
Th = l-,':.:rt \\ III decIde on ImmedIate tennInatIOn of the OrgamzatIOn and WIll Inform 
the ,!l,lic Prosecutor about It 

Tl .. J ~ amzatIOn may be termInated as a result of such deCISIOn of Its partICIpants -­
Ut or 1'1 lTIItmtlve of the maJonty -- before the ownershIp of all property shares IS 
h<l"'1_.f.11ed Should such deCISIOn be made, It can be executed upon sIgmng an 
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rg' eement by the company, the cledItor bank or by the state trustee organiZatIOn 
\\ h,eh facIlttated payments by mstallments and upon settlmg the fmal balance wIth 
r c'l-+lclp'mts 

\\ 1 en the OlgamzatIOn IS termmated, there mIght be several alternatIves for dIVIsIOn 
of ire plOpeIty It can be dIVIded 

• among partICIpants m proportIOn to the shares owned by them, 
• among partICIpants m proportIon to the shares owned by them and to those 

shares whIch could potentIally be owned by them In accordance WIth relevant 
provlslOns of the statutes, 

• among partICIpants, penSIOners, and successors of those partICIpants, who 
dIed rn proportIOn to the shares owned by them 
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Act XLIV of 1992 on the Employee Stock OwnershIp Plan* 

FOI aLceleratmg pnvanzanon and m order to promote that the employees can 
aC0Ull e - III addItIOn to preVIOUS fonns of property acqmsinon - ownershIp share III 
the economIC aSsocIatIOn employrng them, dependrng on theIr deCISIOn, III orgaruzed 
fOlm and rn a preferennal system, ParlIament enacts the followrng Act 

General PrOVISIOns 

Article 1 

( I) The shares [busmess quotas (heremafter property share)] of a company 
lUT'lted by shares or lumted lIabIlIty company (herem after company) mcorporated m 
Hungarv can be acqUIred by the persons employed by the company as beneficianes 
(heremafter employees) m the framework of the Employee Stock OwnershIp Plan 
(hel em after ESOP) m the way regulated by tills Act 

(2) An employee employed for at least half of the legal workhme, and has 
been employed by the company for at least SIX months, IS enntled to partlCIpate m 
ESOP mcludmg the employment WIth the legal predecessor of the company The 
statutes of the ESOP orgamzatIOn (heremafter organIzatIOn) can snpulate a longer 
tllne as condItlon of eltgIbIlIty, but thIs shall not exceed 5 years The employees 
er Itled to partlcipatIOn can WaIve theIr ennt1ement only m wntlng 

(3) Employees, who comply WIth the condInons defined m secnon (2) and 
announce then mtentlon to partlcIpate m wntmg to the orgaruzmg COmmIttee 
[\Jtlcle 2 secnon (1)], or, after the InstItutIOn of the organIzatIon, to the 
qd rnnIstratrve and representatIve body (heremafter executIve body) can partlcIpate 
m the ESOP 

(4) Upon the tenrunatlon of the employment the employee's nght of 
pmtlClpatIOn m the ESOP tennmates as well 

(5) ESOP can also be started m the course of the transfonnatIon of state-
0\\ ned enterpnses, of SubsIdIanes or of companIes owned by certam legal entItIes 
L p':m the request of the organIzmg commIttee, the state trustee orgaruzatIon can 
\\ ,thdla\\ the property of a separated organIzatIOnal urnt of the state-owned 
enterpnse and transfonn It mto a company WIth the purpose of startmg ESOP there 
In these cases the nghts to whIch the company IS entItled under thIS Act are 
e"\dclsed by the property admmistenng organ whIch partICIpates as founder m the 
t1 a 1sfonnatIon process 

(6) The financIal mstItutIons and Insurance msbtutIons do not come under 
tf,e force of thIs Act 

T e A;::l ,\<lS passed b\ Parhament at Its seSSIon on 9 June 1992 
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ArtIcle 2 

( 1) If at least 25% of the employees want to acqUIre property share m the 
fiamt:\ ork of ESOP, they shall entrust m wntmg for thIS purpose an organIzmg 
COl1'n' ttee conslstmg of 3 pel sons If the property of the separated organIzatIOnal 
umt of the state-owned enterpnse IS WIthdrawn by the property adminIstenng organ 
\\ l~h t}1e purpose of startmg ESOP, the baSIS for the calculatIOn of the 25% ratIO of 
partl~lpatlOn shall be the number of the employees employed at the separated 
olgamLatlOnal umt The orgalllzmg cormmttee agrees, m the name of the mandators 
and m lonsensus WIth them - WIth those owners who want to sell thetr property 
shat es to the orgamzatIOn to be founded by the employees - for the case of the 
fOlT1atlon of the organizatIOn - on the condlhons of the sale, espeCIally on the 
sel \ Ice to be performed and the compensatIOn, m case of payment by mstalments, 
on Its condItions as well as on the collateral oblIgatIOns guaranteemg the contract 

(1) If m the case of sale by the state trustee organIzatIOn there IS a pOSSIbIlIty 
to haH~ lecourse to the EXIstence Loan, the term of the property sale tender shall not 
be shotter than 35 days Tllis rule shall also apply If the state trustee orgaruzatIOn 
gI 111tS 'J~yment by mstalment 

\ i) The OlganIzmg cotnmlttee shall prepare a feaSIbIlIty study (heremafter 
stcld\) un the pOSSIbIlIty of fulfillmg the agreement referred to m sectIOn (1) Tllis 
shall IndIcate whether under the condihons defined m the agreement the finanCIal 
SlDl1t lOn of the company allows the amortIzatIOn of the sellmg pnce and mterests of 
the pI C'perty share the employees WIsh to acqUlre, and the degrees of property share 
and face values of shares at whIch the programme can be reahzed The study shall 
be COU,]tei SIgned by the company certIfymg that Its contents are techmcally correct 

( 4) The company shall supply the data reqUIred for the preparatIOn of the 
<;;tLd\ In case an organIzatIon IS formed, the costs ansmg m connechon WIth the 
pI epaY2tlOn of the study are borne by the company 

Article 3 

( 1) In posseSSIOn of the study the orgaruzmg commIttee may have recourse to 
a finarctal mstItuhon With loan apphcahon or can make an offer for payment by 
Instalments to the owner sellmg the property share 

(2) As a result of the credIt reVIew, the finanCIal mshtutIOn can Issue a loan 
pIorrllse and the owner as seller can make a declaratIOn, accordmg to whIch he shall 
accept the offer to pay by mstalments m case an orgaruzatIOn IS formed 

(3) The statutory meetmg of the orgamzatIOn shall be called by the 
om~imL mg committee In addillon to what has been laid down above, thIS also 

~ '-' 

requlIes that the shareholders' meetmg (members' meetmg) of the company consents 
to the fOlmatlOn of the organizahon m accordance WIth the content of Act VI of 
19S5 on economIC aSSOCIatIOns (CompanIes Act, heremafter CA), and the amc1es 
of <bSO':latIOn (the statutes) of the company 

~ -) In case of consent the nght of pre-emptIOn due to the members (shareholders) of 
t1c ;:'0 1panv (on the baSIS ofCA) or the artIcles of association (the statutes of the company) 
C8. -d1 .)t l-.e e'\.erclsed WIth regard to the property share offered to the orgarusation 
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The FormatIOn of the ESOP OrganIzatIOn 

Article 4 

( 1) The organIzatIon IS a legal entity wIth self-government and regIstered 
pal tlclpanb created voluntanly by the employees for the purpose of acqumng 
pI eperty share m the company employmg them The statutes cannot deViate from 
th~ purpose defined m thIS sectIon 

(2) The property share acqUIred by the organIzation becomes the property of 
tlle or gamzatIOn WhICh shall delIver It mto the property of the partIcIpants accordmg 
to the COndITIOnS set forth m thIs Act and m the statutes 

(3) For the formahon of an orgaruzahon It IS necessary that at least 40% of 
the employees of the company declares the formation of the organIZatIOn at the 
stalltory meetmg, they adopt ItS statutes m accordance With the requIrements set 
torth m tlus Act (ArtIcle 9) and elect Its adnurustratIve and representatIve body 
(helemafter executIve body) The orgaruzmg cmmmttee ceases to eXist after the 
fonnatIOn of an organIzatIOn 

(4) One employer can partIcIpate only m one orgaruzatIon at the same tIme 

Article 5 

( 1) After the formatIon of an orgaruzatIon Its court regIstration has to be 
ap;Jhed for The mmutes of the statutory meetIng, the statutes of the orgaruzatIon 
and the declaration of consent of the company [ArtIcle 3, sectIon (3)] shall be 
rltt ered to the applIcatIOn 

(2) The regIstratIOn of the orgaruzatIon cannot be refused If the founders 
h" \ e complIed WIth the condItions set forth m tills Act The orgaruzatIOn becomes a 
legal entlty by the regIstratIon 

Article 6 

( 1) The orgaruzatIon shall be regIstered by the relevant County Court or the 
BLdr.pest Comt (heremafter together Court) havmgJUflsdlchon over Its seat 

(2) The Court deCIdes on the regIstration out of tum, m non-contradIctory 
P' ccedure The Court sends the resolutIOn on the regIstration to the attorney's office 

(l) The change of the data of the statutes shall be reported to the Court 
\\ I1hm 30 days after the change has taken place 

The FunctIOnIng of the ESOP OrganIzatIOn 

ArtIcle 7 

(1) The supreme organ of the orgaruzatIon IS the general assembly consIstmg 
of lPe all the partICIpants 

(2) The followmg are withm the exclUSIve competence of the general 
a:,~eI'lbl) 
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.1) the adoptlOn and the amendment of the statutes, 
b) the defimtIOn of the annual budget, 
l. ) the electIon and revocatIOn of the executive body, the determmatIOn of the 

lemuneratlOn of Its members, 
d) the acceptance of the annual report of the executIve body, 
e) detelmmate the measure of the property share to be transferred mto the 

piopeity of the partICIpants, 
f) deCISIon on the acceptance of the condItIons of raIsmg a loan andlor of 

payment by mstalments and on all matters WhICh are referred by the 
statutes to the exclusIve competence of the general assembly 

(1) The general assembly shall be convened as necessary, but at least once a 
yeal The general assembly shall also be convened If thIs IS ordered by the Court or 
If thIS IS the WIsh of one-thIrd (or smaller proportIOn as defined m the statutes) of 
the p2 1 ticipants mdlcatmg the reason and the purpose for the conventlOn 

~ -+) The general assembly meetmg can also be held m the form of an 
mcomplete sessIOn m the way defmed by the statutes 

Article 8 

( 1) The members of the executIve body shall be elected by the general 
assendy by secret ballot for a defirute penod 

(2) The executIve body represents the orgaruzatIon through ItS member 
nal1'1ed m the statutes VIs-a-VIS thrrd partIes as well as m court, and before other 
authol1t' es The executIve body elects Its preSIdent from among ItS members by 
Itself 

\ 3) Unless the statutes prOVIde otherwIse, each member of the executIve body 
IS en~ltled to management of the organIzatIOn 

-+) A.ny person, who IS not prohIbited to partICipate m publIc affaIrS, can be a 
member of the executIve body of the orgaruzatIon At least half of the members 
sh111 be elected from among the partICipants of the orgaruzatton At most one thIrd 
of the '- \ecutlve body can be delegated by the company 

(5) The members of the executive body are responsIble for theIr actIVIty 
accOi dmg to the general proVISIOns of CIVIl Law 

ArtIcle 9 

The followmg shall be defined m the statutes of the orgaruzatIon 
1) ItS name, purpose, seat, and the name of the company whose property 

share Will be purchased by the orgaruzatlOn, 
D) name of the representatIve of the orgaruzatIon, 
c) the way of summonmg the general assembly, ItS quorum and the procedure 

m case of the lack of quorum, the condItIOns and way of exercIsmg the 
lIght to vote 

d) the number of the members of the executIve body, the way of theIr 
electIOn, theIr sphere of competence and the term of theIr functIonmg, 

e) the way and degree of the contrIbutIons paId by the partICIpants, 
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f) the '" ay the property share owned by the orgamzatlon IS transferred mto 
the property of the prutIcIpants, the pnnclples of ItS dIstrIbutIOn, 

g) the rules of re-purchase of the property share that has been transferred mto 
the ploperty of the partICIpants, and m case of therr sale, the way of 
eXerCISIng the nght of pre-emptIOn, 

h) the Vvay the resolutIOns are pubhshed, 
1) the rules of JomIng by the employees after the foundatIOn of the 

organIzatIOn, 
J) the nghts and obhganons of the partICIpants, 
k) the rules of the alIenatIOn of the property share remammg m the property 

of the orgamzanon after the full amoI1lzanon of the loan and the Interests, 
1) the pnncipies for the dIVISIon of the property In case the orgaruzanon 

ceases to eXIst, 
m) anythIng that the partICIpants WIsh to regulate m the statutes 

Article 10 

( 1) Any Illegal resolutIOn on the part of the general assembly or the execunve 
bod) of the orgamzatIOn can be challenged by any partICIpant m court WIthIn 30 
dCl, ~ flom obtamIng knowledge thereof 

(2) Challengmg of the resolunon does not hInder the tmplementanon of the 
1 t's81utlOn In Jusnfied cases, however, the Court can suspend the tmplementanon of 
the 1 csolutlOn 

ArtIcle 11 

The Attorney's Office exerCIses supervISIon of legalIty over the organIzatIOn 
ace 01 dmg to the rules of Its government If the legalIty of functIOnIng cannot 
.-)th~rnlse be ensured, the attorney may have recourse to the Court 

ArtIcle 12 

On the basIS of the statement of c1rum by the partICIpant and the attorney, the Court 
a) can repeal the Illegal resolutIOn of the organIzanon and can order, If 

necessary, the adopnon of a new resolutIOn, 
b) can convene the general assembly for the resntunon of legalIty of 

fun ctIOnmg , 
c) If the legalIty of the funcnonmg of the orgamzanon cannot otherwIse be 

ensured, It can suspend Its actIVItIes and appomt a supervIsmg 
corrurusslOner for Its control 

ArtIcle 13 

The whole property of the orgamzanon IS a guarantee agamst ItS debts WIth 
the e'\.ceptIOn of the content of ArtIcle 19, secnon (1), the partICIpants are not lIable 
f01 the debts of the orgaruzanon WIth therr own property 
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Article 14 

\ 1) The orgamzatIOn purchases the property share offered for sale through a 
loan 01 pay ment by Instalments, as well as by usmg Its own fmancIaI resources m 
acc(lHilnCe WIth secnon (4) In case of sale by the state trustee organIZatIOn the 
m.lemt'lt) bIll shall be taken mto account at face value, as own finanCIal resource 
neces~ary f01 the loan or for the payment by Instalments 

(2) \YIth the excepnon of transfer to the partICIpants, the orgamzatIon cannot 
aLer 'lt~ the ploperty share acqUlred by loan or by payment by Instalments untll the 

terrmnatlOn of the amortIzatIon, the lendmg financIal mstItutIon, or, m case of 
payme'lt by mstalments, the state trustee organIzatIon have nght of pledge thereon 

(1) The profit (dIVidends) due for the property share purchased by USIng loan 
01 pa\ ment by mstalments shall be spent on the amortIzatIOn of the eXlstmg debt 
ThIS p, 0\ ISIOn shall also apply to the property shares transferred Into the property of 
the pm tlclpants m the course of the amortIzation 

( -l) A condItIOn of grantmg a loan and payment by mstalments IS that the 
orgam2(1tlon should have ItS own fmancial resources The measure of the own 
leS011l~e IS defmed as follows, as a functIOn of the average purchaSIng pnce fallmg 
on a rcrtlclpant 

T1le avelage bands of BaSIS of own resources 
Pl..fC lasmg pnce fallIng 
on one partICIpant 

0- 5 11111lton HF o HF plus 

Abo\ e 5 mIllIon HF 100 000 HF plus 

% of the part 
WIthIn the band 

2% 

15% 

The ratio of the own resources m accordance WIth the above shall be 
est8b I ,1led by proJectmg It on the property share purchased by the organization 

(5) The term of the loan and of the payment by mstalments IS maXlmum 15 
year~ n om which at most three years can be the grace penod 1 

(!)) The company IS responsible as guarantor for the repayment of the loan, or 
fOl the performance of the payment by mstalments m default of other secuntIes 
offel eel III addItIOn to the nght of pledge defined m ArtIcle 14, section (2) and In 
Al11cle 19, sectIon (1) 

(7) Article 38, sectIon (3) and ArtIcle 39, sectIOn (2) of Act LXIX of 1991 on 
fin~nc al mstltutIOns and the actlVItles of finanCIal Instltutlons shall not apply WIth 
respec~ to thIS Act 

Article 15 

\ 1 ) The mterest on the loan granted for the purchase of the propelty share 
o""n~d Ly the state trustee organizanon shall be Identical WIth the prevaIlmg mterest 
con8lt1.JnS of the EXIstence Loan The revenues of the state trustee organIzatIOn 
fina'lI,,,ec' by the pleferentlalloan scheme shall be spent wholly on the reductIOn of 

1 1 h('~~ hst 1\\0 sectIOns amended ""ere announced on May 4 1993 

94 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

the ::.tate debt 
(2) The condItIOns of the sale of the property share owned by the state trustee 

OIgamzatIOn m the fiamework of payment by mstalments are IdentIcal With those 
de .... cl bed In sectIon (1), wIth the exceptIon of the Interest margm 

ArtIcle 16 

(1) In additIOn to those descnbed In ArtIcles 14 and 19, the orgaruzatIOn 
emmot engage m any other econorruc actIVity 

(2) From the pomt of View of reportIng and book-keepmg, the rules of 
accountancy relatmg to other orgaruzatIons shall apply to the orgamzatIOn 

(3) The receIpts of the orgaruzatIon mclude the sum remItted by the 
cOlDpan:~, the payments of the partICIpants, other natural persons and legal entItIes 
as ¥.ell as the dIVIdends (proceeds) due on the property share owned by the 
OI gamzatIOn, furthermore, the receIpts resultIng from the ahenatIon of the property 
:,hme 

( 4) The orgamzatIon can only charge the dIsbursements drrectly connected 
'h Ith and necessary for the realIzatIon of the auns of the organIzatIon to Its 
op""ratIOnal costs 

ArtIcle 17 

In accordance WIth the statutes, the orgaruzatIon shall exerCIse Its 
l11embeship nghts denved from the ownershIp of the property share through Its 
1 er esentatn e Other persons, too, can be entrusted WIth exercIsmg the votmg nght 
II1 t];e Vva) defined by the statutes 

ArtIcle 18 

( 1) The executIve body shall open a share account for the partICIpants on 
"hlCh the value of the property share transferred mto the property of the 
pal nCIpants shall be mdicated 

(2) The aggregate sum on the share accounts of the partICIpants cannot 
t'\.ceed the face value of the property share already amortIzed 

(1) The property share becomes the property of the partICIpants If the sum on 
t11C' share account reaches the face value of the share, or, m the case of busmess 
qJot1S It complIes WIth the prOViSIons m ArtIcle 159, sectIon (1) of Act VI of 1988 
Crt economIC aSSOCIatIOns relatIng to the measure of the pnmary stake fallmg on the 
b LI "II.less quota 

(.f) The acqUISItIon of property on the baSIS of sectIOn (3) IS free of stamp 
(iln" 

(5) The statutes can also prOVIde that the property shares acqurred by the 
OJ glnIZatlOn - WIth the exceptIon of those purchased from own resources - remam 
f'l n defimte penod and measure m the property of the organIzatIon even after the 
t~rp1, natIOn of the amortIzatIOn 

( 6) The orgamzatlon shall transfer the property shares purchased by usmg 
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0\\1, [;n,lnclal resources unmedrately mto the plOpert)' of the partICIpants m the 
pr or or lOTI of the mdividual payments If thIS proVISIOn cannot be met m ItS entIrety, 
the, ollnten alue of the property share remammg m the property of the OlgaruzatIOn 
sh111 111.. leg,steIed ill the same proportIOn on the share account lfthe own resources 
al e 110 paId m by the partICIpants, the delIvery of the property shares purchased 
f.ol11 J,\n IeSOlllces shall be governed by the statutes 

ArtIcle 19 

( 1) The pi operty shares transferred mto the property of the orgamzatlon m 
accoru.:lnce WIth ArtIcle 18, sectIOn (3) cannot be ahenated untIl the termmatIOn of 
the <lmOl1IzatIOn of the loan debts stIll subSIstIng m relatIOn to the property of the 
orgal.lzatlOn, the lendIng finanCial InstItutIon, and/or, III case of payment by 
mcta"nents the state trustee orgaruzatIOn IS entItled to nght of pledge thereon 
Thec,c pIopel1y shares contInue to be adImrustered by the organIzatIOn, thIs, 
hO\\evt~l does not affect the shareholder's (member's) nghts denvmg from the legal 
relanon::,hIp of company membershtp 

(:2) The orgamzatIon IS entItled to the nght of pre-emptIOn for the property 
shm eS all eady transferred mto the property of the partICIpant ill case of the 
1 em c.rr..ent or death of the partICIpant dunng the penod of amortIzatIon In other 
re~pects the prohIbitIOn of alienatIon and nght of pledge descnbed m sectIOn (1), as 
\\ e 1 as the light of admIll1stratIon of the orgaruzatIon cease to eXIst at the tune of 
the 1:; lfemem or death 

(:) In other cases of the termmatIOn of the partICIpant's relatIonshIp dunng 
the p= lod Df amortIzatIOn, the organIzatIOn can repurchase the property shares 
tIan.::.felleci mto the property of the partICIpant WIthIn the penod defined m the 
st, ~tl;~ but at latest WIthIn 6 months The nght of repurchase shall be exercIsed by 
the I.. 1 ~ 1nIZatIOn at the value defined m the statutes, but thIs shall not be less than 
halt of the mat ket value In case the employee termmates hIs employment Illegally 
or if J e employer termmates It by extraordmary notIce, the orgaruzatIon can pay the 
purcna:-,e pnce withtn the maxunwn of five years, and m other cases, WIthIn two 
)- eal S In m:,talments, too If the orgaruzatIon does not make use of Its nght of 
repu chasf' the proVISIOns of sectIon (1) shall apply untIl the termmatIon of the 

( 4) L nder the condItIons defined In the statutes, the other employees of the 
cem _l~l'l\ t~e paltlclpants and the members of the company are entItled - m thIs 
or dfl - to the nght of pre-emptIon for the repurchased property shares 

(5) The proVISIOns of thIs ArtIcle shall not apply to property shares purchased 
flam .) \i\ n 1 esources 

Artlcle'20 

( j) If the orgamzatIon does not comply WIth ItS obltgatIOns towards the 
fiPCt ~ ::>1 mstltutIOn or the state trustee orgaruzatIon at due date, the further 
proc-e'J.! e shall be governed by Decree 39/1984 (XI 5 ) MT on money cIrCUlatIOn 
ao\l 1)<11i\. loans 
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(2) If the procedure of exeCUTIon agamst the orgaruzatIon was unsuccessful, 
t11.: financIal mshtutIOn or the state trustee orgamzatIon shall mfonn the Court about 
thb sImultaneously attachmg the documents, and the Court shall - mfonnmg at the 
... ,rne tune the A.ttorney's Office - abohsh the orgamzatlon WIth unmedlate effect An 
nl']'t:~Ll can be lodged agamst thIS decIsIOn on abolItIon wlthm 15 days 

Article 21 

In case the property shares are not sold by the state trustee organizatIon, the 
partIes can deViate from the proVIsIOns of ArtIcle 14, sectIons (1) and (4) to (6) 

Article 22 

If pursuant to the proVIsIOns of another Act, a defimte part of the revenues of 
tilt 5tate trustee organizatIOn from pnvanzanon are due to another orgamzatIOn, for 
th13 part, the benefit of payment by mstalments can be granted mstead of the 
ptefelentlal loan constructIon regulated by thIs Act, under condItIOns IdentIcal 
tbl:te\'"lth 

Article 23 

I f the state trustee orgaruzatIOn sells property shares to the orgamzanon, 
~l pde 21, secnon (1) of Act XIII of 1989 on the transformatIOn of busmess 
01 garllZatlOns and economiC aSSOCIanons shall not apply 

The CessatIOn of the ESOP OrgamzatIOn 

Article 24 

( 1) Once the orgaruzatIon has transferred the property nght of all the 
plOpert) shares the executIve body shall convene the general assembly Wlthm 30 
dC'" S, \\ hleh shall decIde on the abohnon of the organIZatIOn and the dlstnbutIOn of 
It!:. ,)10perty 

(2) The proVISIOns of sectIon (1) shall apply also If the company IS abohshed 
\, I'hout a legal successor 

(3) Apart from the cases descnbed m sections (1) and (2) oftlus ArtIcle and 
in -\lt1cle::W the organIzatIOn can only be abohshed on the baSIS of the minatIve of 
the m"tj011ty of the partICIpants, after an agreement concluded WIth the company, the 
le.-,dmg financIal mstItutIOn or the seller proVldmg the benefit of payment by 
F'stalments, and after the fmal settlement WIth the partIcIpants 

Concludmg PrOVISIOns 

Article 25 

Th,s Act comes mto force on the 15th day followmg Its promulganon 
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Article 26 

(I) -\.tl1cle 6, sectIon (1) paragraph e) of Act XC of 1991 on the Income tax of 
pll\ (lte pel sons shall be replaced by the followmg proVIsIOn 
['\ I] I e en ue lInless proVIded otherwIse by law] 

lie) the pecumary value obtamed In the fonn of co-operatIve busmess 
shale, co-operatlve property share, property blll or share granted WIthout 
d1l eet eompensatlOn (countervalue) WIth respect to hIS legal relatlOnship to 
the member, ex-member of the co-operatIve, to the heIr of the member, to 
the employee of the co-operatIve, In case of agncultural co-operattves to 
the helpmg member of famIly, furthennore, the property bIll granted by 
the employer to the employee WIthout dIrect compensatIOn (countervalue), 
the sum of the face value of the employee's share reduced by the 
compensatIOn of the share (busmess quota) acqUlred In the framework of 
the Employee Stock Ownershtp Plan (ESOP), the sum WIth whtch the 
mdivIdual share (busmess quota) account of the partICIpant of ESOP has 
Leen credited above the own payment (heremafter, all of them together 
glatLs secuntIes), untIl thIS has been alIenated by the pnvate person, andlor 
t.rc othel condItIons enumerated m Arttcle 33, sectIons (4) to (6) have not 
ansen" 

(1) Article 35, sectIon (1) of Act XC of 1991 on the mcome tax of pnvate 
per';;Jn3 srall be complemented by the followmg 

11 furthermore, the sum actually paId m by the partICIpant m the year of 
leference m the framework of the Employee Stock Ownershtp Plan under 
tne title of own payment from hIS after-tax mcome II 

[ 3) The 01 gamzatlOn IS not subject to corporatIOn tax, as It does not engage m 
bus,ne;)s aetn lty 

1-+) ~u1Icle 4, sectlOn (2) of Act LXXXVI of 1991 on corporatlOn tax shall be 
complemented by the followmg paragraph k) 
[ -\t tnt. ulct..lahon of the basIS of tax assessment., the pre-tax profit shall be reduced by ] 

'I..) the sum remItted by the subject of taxatton to the Employee Stock 
OwnershIp Plan (heremafter ESOP) orgaruzatlOn m the framework of 
ESOP connected WIth the pnvattzatIOn of state-owned enterpnses or 
companIes owned m part or as a whole, by the State, as well as WIth the 
S2 Ie of the propel1y shares owned by them, m the mterest of the reahsatIon 
of the baSIC objectIve of the ESOP organIzatIon, dunng the penod of the 
OlgamzatlOn's obhgatlOn of loan amortIzatIOn, but not more than the sum 
defined m ArtIcle 5, sectIOn (7) In case of the Jomt alIenatIon of state­
owned and not state-owned property shares (m the framework of ESOP), 
the palt of the sum remItted, proportIonal to the quota of the State property 
ca'l be taken mto account, whIch, however, shall not exceed the measure 
defined In Arncle 5, sectIon (7) In case of the alIenatIOn of the property 
sh .. lre m a company owned m part, or as a whole, by the State (m the 
framewor1... of ESOP), the proportIonal part correspondmg to the State's 
0\\ nership quota m the company can be taken mto account whIch, 
hO\\e\-el shall not exceed the measure defined m ArtIcle 5, sectIon (7) " 
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(5) ArtIcle 5 of Act LXXXVI of 1991 on corporatIOn tax shall be 
",('111jJ]~mented by the foIlowmg sectIOn (7) 

"( 7) m the course of fixmg the basIs of tax assessment, not more than 20% 
of the pre-tax profit mcreased by the Items defined m Arttcle 4, sectIOn (3) 
and reduced by the sums defined m ArtIcle 4, sectIOn (2) paragraphs a) to 
J) flom the sum transferred to the ESOP orgamzatIOn can be taken mto 
account" 

(6) .\rtlcle 39, sectIOn (2) of Act LXIX of 1991 on fmanclal mstltutIOns and 
the actIvItIes of fmanclal msntutIOns shall be subsntuted by the followmg proVIsIOn 

11(2) For the purpose of the purchase of secunnes embodymg the 
membershIp nghts of the financIal InstItutIOn, It shall not grant a loan 
exceedmg 50% - m the cane of sale by a state trustee orgamzahon, 85% -
of the resale pnce, or, If thIs cannot be ascertamed, of the purchasmg 
pnce, of the secuntIes WIshed to be purchased "2 

- - ,1 5 .... Cll01l 1mended \,as announced on Mm 12 1993 
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