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A specific allocation of shares to employees
during an IPO may give them a significant price
advantage if the value of the company’s shares
increases after the IPO. However, the primary
incentive for employees to purchase shares in
the IPO may be the discounted price offered to
them. Pursuant to Article 27 of the Communiqué
on Sales of Capital Market Instruments (No.

I1-5.2), a discount of up to 20% may be applied
to certain investor groups, subject to approval by
the Capital Markets Board. Based on this
provision, a 10% discount was applied to
employees in some IPOs’ . However, we
observe that companies do not prefer to offer
discounts to employees in recent [POs.

Tax Incentives for Employee Share Ownership

As the U.S. example indicates, tax incentives
play a major role in the growth of employee
share ownership. The limited development of
employee share ownership in Tiirkiye may be
partly attributed to the lack of adequate tax
incentives. However, the amendment to the ITL
by Law No. 7524 introduced a tax exemption,
subject to certain conditions, for the provision of
share benefits to employees. The Ministry of
Treasury and Finance has outlined the specifics
of this tax exemption in the Income Tax General
Communiqué Serial No. 326 (“Communiqué
No. 326”).

Prior to Law No. 7524, it was accepted that
granting free or discounted shares to employees
would be taxed as wages under Article 61 of the
ITL. The fact that the exemption set out in

Article 17 of the ITL for “benefits provided to
employees by issuing share certificates” was
categorized as a “wage exemption” confirms
this interpretation. This approach is also clearly
adopted in Article 3 of Communiqué No. 326.

The scope of the tax exemption under Article 17
of the ITL is limited in several aspects. First, the
exemption covers only share benefits provided
to employees by employers that qualify as
“techno-venture companies”. It seems that the
legislator focused on the aforementioned crucial
role of employee share ownership practices for
technology start-ups in adopting the exemption.
The Ministry of Industry and Technology is
authorised to determine the criteria for
qualifying as a techno-venture company, but the
Ministry has not yet announced those criteria.

3 For example, in 2020, Arzum Elektrik Ev Aletleri Sanayi ve Ticaret A.S., and in 2022, Sun Tekstil San. ve Tic.
A.S. and Smart Giines Enerjisi Teknolojileri Arastirma ve Gelistirme Uretim San. ve Tic. A.S. offered shares to
their employees shares at a 10% discount during their IPOs.
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Article 17 of the ITL provides a tax exemption
for “share certificates given free of charge or at a
discount to employees by employers which are
qualified as a techno-venture company.” The
use of the term ‘“‘share certificate” makes it
unclear whether the exemption may also apply
in cases where employees are provided, free of
charge or at a discount, with naked shares i.e.
those not tied to any share certificates.
Communiqué No. 326 also does not provide any
clarity on this issue.

Techno-venture companies may also benefit
from the tax exemption when they grant their
employees shares of other companies within the
same group (Art. 5/7 of Communiqué No. 326).
Therefore, it also falls under the scope of the
exemption if a multinational corporation grants
its shares, at a discount or free of charge, to
employees of its Turkish subsidiary that
qualifies as a techno-venture company.

Article 17 of the ITL exempts from income tax
the portion of the fair value of share certificates
given to the employee free of charge or at a
discount, “which does not exceed the amount of
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her/his one year's gross wage in that year.”
However, this exemption applies only if the
employee holds the shares for at least twelve
years. The exempt amount gradually decreases
based on the holding period. Accordingly, the
company will have to pay back a portion of the
tax that was initially exempted, along with
applicable late interest, as follows (Art. 17/2 of
ITL, Art. 4/3 of Communiqué No. 326):

@® (if the shares are disposed of within three
years, the entire amount of the exempt tax
will be paid back;

@® if the shares are disposed of between four and
six years, 75% of the exempt tax will be paid
back;

@® if the shares are disposed of between seven
and twelve years, 25% of the exempt tax will
be paid back.
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Considering  the  holding  requirement,
companies should factor in the period
employees must hold the shares when
calculating the cost of providing shares to
employees and, accordingly, implement
measures to prevent employees from disposing
of their shares before that period. However, in
practice, companies may wish to buy back
shares held by employees after their departure
from the company. As the primary goal of the
founders of techno-venture companies is usually
to transfer ownership to a large investor in the
future, acquiring employees' shares may become
necessary when the founders exit the company
through a sale to investors. Furthermore,
limiting employees’ ability to transfer their
shares could be detrimental to them, particularly

during periods of economic downturn. Such
drawbacks are likely to reduce the attractiveness
of the tax advantage provided by Article 17 of
the ITL for both companies and employees.

As a result, the limitation of the scope of tax
incentives to techno-venture companies, along
with the risk of paying tax and late payment
interest if the shares are disposed of, diminishes
the ability of Article 17 of the ITL to encourage
employee share ownership. Therefore, we
believe that, at least in the near future, this
legislative amendment is unlikely to result in a
rapid increase in employee share ownership
among Turkish companies.

Our Academic Works on Employee Share Ownership

For more information on employee share ownership in Tiirkiye, we suggest you reading the following

academic works by our team members.

Kadir Bas, Employee Participation in Joint Stock Companies through
Shareholding, On Iki Levha 2021.

A | Kadir Bag and Burak Celebi, “Acquisition of Shares by Employees in the Initial

_SPL Public Offering”, in Levent Cinko, Serhat Yiiksel and R. Eda Giray (eds.) Public
P DOKTRIN. Offering Processes, Legal and Financial Consequences Symposium, Der
Yayinlari, 2024, 53-68.
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