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LEGAL ALERT 

Ukraine corporate upgrades: 

squeeze-out, buy-out and escrow

Effective from June 4, 2017, the Ukrain-

ian Parliament has passed the Law No. 

1983-

lative Acts of Ukraine on Increasing the 

Level of Corporate Governance in Joint-

Stock Companies" that was developed 

to upgrade the Ukrainian corporate reg-

ulations in line with the common stand-

ards applied in the Western corporate 

world. Overall, amendments have been 

introduced to more than 30 laws, in-

cluding the Civil Code of Ukraine, the 

Laws of Ukraine "On Joint-Stock Com-

panies", "On Banks and Banking Activ-

ity", "On Securing Claims of Creditors 

and Registration of Encumbrances", "On 

Securities and Stock Market". Among 

other changes, the new law alters the 

mandatory buyout procedure and in-

troduces a new squeeze-out rights for 

majority shareholders of joint-stock 

companies (JSC) and an escrow account 

as a contract arrangement previously 

not known to Ukrainian law. 

Buy-out 

Prior to the new law, the Ukrainian laws 

on joint-stock companies also had pro-

visions on the mandatory buy-out of 

shares from minority shareholders at 

their wish. The respective procedure 

has been slightly amended.  

Similar to the former rules, if someone 

purchases a controlling shareholding 

(i.e., more than fifty per cent of all the 

shares) in a JSC, such new majority 

shareholder (acting alone or with its af-

filiates) is obliged to offer the remaining 

minority shareholders to buy out their 

shares.  

Under the recent amendments, the new 

majority shareholder shall inform both 

the JSC and the regulatory authority 

and, also, make a public announcement 

(publish online) of the facts of (i) con-

cluding the share purchase agreement 

and (ii) becoming the [majority] share-

holder within one day therefrom. 

Within twenty five working days (for a 

private JSC) or five working days (for a 

public JSC), the JSC supervisory board 

shall determine the share price that 

must be offered to the remaining JSC 

shareholders for buying out their shares 

and communicate such a price to the 

new majority shareholder. Such a price 

shall be (depending on which is higher) 

either the market price calculated by a 

certified appraiser (for private and in 

some cases for public JSCs), or the aver-

age market rate at the stock market (for 

public JSCs), or the highest price the 

new majority shareholder has paid for 

the shares of the JSC within the past 

twelve months (in case of an indirect ac-

quisition). 

The offer to the minority shareholders 

shall be made within two working days 

following the price approval, and the 

minor shareholders may exercise the 

right to sell their shares within a period 

determined by the new majority share-

holder (10-50 working days). 

Furthermore, during acquisition of a 

controlling shareholding in a public JSC, 

the new majority shareholder will have 

to disclose the potential effects of such 

acquisition on employees and manage-

ment of the JSC as well as future plans 

 

Until the new majority shareholder has 

fulfilled all requirements of the buy-out 

procedure, its number of votes on gen-

50% (for public and private JSCs) or 75% 

(only for public JSCs in case of purchase 

of 75% and more) of the JSC shares.
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Squeeze-out 

The squeeze-out procedure is triggered 

if a dominant shareholding (i.e., 95 and 

more per cent of the shares) is acquired. 

It ensures the right of the new majority 

shareholder (acting alone or with its af-

filiates) to demand an obligatory sale of 

shares by the remaining minority share-

holders. The squeeze-out can be initi-

ated after the completion of a buy-out 

procedure.  

Within one day, the new dominant 

shareholder shall inform the JSC and 

the regulatory authority on becoming 

the dominant shareholder. The notice 

website. Not later than 25 days after no-

tification, the supervisory board of the 

JSC shall approve the price for which 

the shares will be bought, and com-

municate it to the new majority share-

holder. Such price shall be determined 

according to the rules applicable in a 

buy-out procedure (see above). Within 

90 calendar days after the completion of 

a buy-out procedure, the dominant 

shareholder shall send an obligatory re-

quest to sell the shares by the remain-

ing minority shareholders, and inform 

the regulatory authority about starting 

a squeeze-out procedure. If the domi-

nant shareholder fails to finish the buy-

out procedure in time, the price of the 

shares must be doubled.  

All payments under a squeeze-out pro-

cedure shall be made through an es-

crow account, which shall be opened by 

the new dominant shareholder. The 

shares of the remaining minority share-

holders are blocked on their depository 

accounts starting receipt of the notice 

on squeeze-out by the regulatory au-

thority. Any encumbrance that was im-

posed on the shares will not obstruct 

the exercising of the squeeze-out. 

Until the new dominant shareholder 

fulfills all requirements of the squeeze-

out procedure, its number of votes on 

limited to 95% minus one share of the 

JSC shares.  

It should be noted that private JSCs can 

exclude or alter the buy-out and 

squeeze-out procedures by regulating 

this matter in the charter in a way devi-

ating from the default statutory provi-

sions. 

Squeeze-out by existing dominant 

shareholders 

Within two years (until June 3, 2019), 

the existing dominant shareholders of 

joint-stock companies (acting alone or 

with affiliates) can initiate a squeeze-

out procedure with some small differ-

ences from the standard procedure. The 

price of the shares shall be determined 

as the average market rate at the stock 

market (for listed JSCs) or by a certified 

appraiser (for all other JSCs). 

Escrow account 

Provisions regarding the escrow bank 

account have been incorporated into 

the Ukrainian banking and financial 

laws. Under the new provisions, parties 

to a transaction can use a third party  a 

bank  as an escrow agent to guaranty 

the fulfilment of the deal. The bank 

credits on the escrow account amounts 

transferred by the owner of the account 

or a third party, and upon the com-

mencement of events indicated in an 

escrow agreement, the bank transfers 

money to a beneficiary indicated by the 

owner of the account. As a general rule, 

neither the owner of the account nor 

beneficiary have the right to operate 

the account. All changes into the es-

crow agreement can be made only 

upon the consent of the beneficiary. 

*** 

It is widely expected that these changes 

will greatly improve the corporate gov-

ernance and make rules of Ukrainian 

M&A sector more comfortable to West-

ern investors.
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