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CORPORATE GOVERNANCE 2023

FOREWORD

By Branko Gabric, Counsel, Gecic Law

Although there is no ultimate
definition, corporate govern-
ance is a collection of rules,
practices, and processes that
guide and control a corpo-
ration. These include the
mechanisms of management
accountability to sharehold-
ers and other stakeholders
and methods of setting and
meeting objectives. The legal
aspect of corporate govern-
ance involves the laws, regula-
tions, and industry standards
that govern the operations
of a corporation, as well as
the legal responsibilities and

obligations of the corpora-
tion’s management and board
of directors. Additionally, it includes the oversight and
enforcement of these laws and regulations by govern-
ment agencies and regulatory bodies. Corporate govern-
ance is essential for protecting shareholders’ rights and
interests and for the overall integrity and sustainability
of the corporation.

Corporate governance’s role in contemporary business
is a matter of discussion. On the one hand, corporate
governance is essential as it is about controlling risks,
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ensuring regulatory compliance, and enabling the deci-
sion-making process based on viable criteria, which is
crucial to achieving objectives. Good corporate govern-
ance practices can reconcile and define the relationship
between stakeholders, owners, and management of a
company and, therefore, permanently influence the
company’s operations. On the other hand, some see the
framework as a bottleneck of regular business flows, dis-
couraging entrepreneurial spirit, and reducing flexibility.

However, the price of non-compliance may often go
beyond the regulatory, financial, and reputational. In the
long run, a lack of sound corporate governance leads
to missed opportunities due to the lack of as a result

of poor organization. Therefore, implementing the
right size-right shape concept is vital to the success of a
business.

Corporate governance rules, regulations, and practices
in jurisdictions across the CEE do differ as they address
issues of doing business in specific ways. This guide
aims to provide a comprehensive overview of some of
the region’s most critical aspects as this complex area
increasingly comes into the limelight. I hope you will
find it informative and thought-provoking and that it
will contribute to the ongoing discussion in the field. I
want to thank CEE Legal Matters for understanding the
importance of the topic and the authors for shedding
light on it. W

Letters to the Editors:

If you like what you read in these pages (or even if you don't)
we really do want to hear from you. Please send any com-
ments, criticisms, questions, or ideas to us at:
press@ceelm.com
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1. Corporate Structure Of The Companies
1.1. General legal framework

In Bosnia and Herzegovina, corporate matters are regulated at
the level of each of the entities of B&H (FB&H and RS) as
well as at the level of Brcko District of B&H (hereinafter BD
B&H), which forms a separate self-governing administrative
unit.

A.BDBiH

A Limited Liability Company (Ltd.) has as the management
body an assembly and a board that can consist of one (di-
rector) or more members. Ltd. can have a maximum of 50
members/founders (can have more if approved by the gov-
ernment). Members of the Itd. can be natural or legal persons.
Members of the Itd. are liable for the company’s liabilities up
to the amount of the nominal capital, while they will be liable
for the company’s liabilities with their entire assets without
limitation, only in the following cases:

1. if one represents the company before the company was reg-
istered in the Company’s Register in the court of the BDB&H

2. if one uses the company to achieve personal goals that are
not in accordance with the goals of the company and other
owners of the company as a whole,

3. if one manages the affairs or assets of the company as if
they were his own,

4. if one uses the company to defraud the creditors of the
company, ot

5. if one causes or influences the occurrence of waste or con-
sumption of the company’s assets for one’s personal benefit or
the benefit of third parties or if one causes or influences the
creation of the company’s liabilities, even though they knew
ot should have known that the company would not be able to
settle such liabilities.

A Joint Stock Company (JSC.) has as management bodies an
assembly and a board of directors and a supervisory board is
required if:

M the nominal capital of the company higher than BAM 1
million,

M the average annual number of employees in the company is

higher than 250,

W if the shares of the company are listed on the stock ex-
change, or

M if the number of registered shareholders is higher than 100.

A Joint Stock Company can be registered by natural or legal
persons. A shareholder is liable for the obligations of the
company in the same way and under the same conditions as a
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member of d.o.o. The law does not define the minimum/max-
imum number of JSC. members.

According to the Companies Act of the BD BiH, companies and
entrepreneurs are classified as small, medium, or large, based
on the following criteria:

1. number of employees,
2. revenues, and

3. the average level of assets according to the annual account-
ing calculation for the last business year.

According to the same criteria, entity (FBiH and RS) laws on
accounting and auditing distinguish between micro, small,
medium, and large companies.

B. FBiH

A Limited Liability Company has an assembly and a board that
can consist of one (director) or more members as manage-
ment bodies. In addition to the assembly and management, a
Limited Liability Company must also have a supervisory board,
if it has more than 10 members and if it has a nominal capital
in the amount of more than BAM 1 million and at least two
members.

Members of theltd.. can be natural or legal persons (the
minimum/maximum number of members is not stipulated).
Members of the d.o.o. are liable for the company’s liabilities up
to the amount of the nominal capital, while for the company’s
liabilities they will be liable with their entire assets without
limitation only in the following cases:

M uses the company to achieve a personal goal that does not
agree with the goals of other members and the company as a
whole,

B manages the assets of the company as its own assets,
M uses the company to defraud or damage its creditors, or

W influences the reduction of the company’s assets for their
own benefit or the benefit of third parties, or influences the
company to assume obligations even though they knew or
should have known that the company was not or would not be
able to fulfill its obligations.

A Joint Stock Company has an assembly of shareholders, a
board that can consist of one (director) or more members, a
supervisory board, and an audit committee as its management
bodies. A Joint Stock Company can be established by one or
more founders (natural or legal entities). Joint Stock Compa-
nies can be open (they cannot limit the transfer of shares to
third parties) and closed.

A shareholder is liable for the obligations of the company in
the same way and under the same conditions as a member of
d.o.o.
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C.RS

A Limited Liability Company has an assembly and a board
that can consist of one (director) or more members as man-
agement bodies. Members of a d.o.o. can be natural or legal
entities (one or more).

A Itd. can have a maximum of 50 members.

Members of a ltd. are liable for the company’s liabilities up to
the amount of the nominal capital, while they will be liable for
the company’s liabilities with their entire assets without limi-
tation if they were assumed before the establishment of the
company, if they misuse the company for illegal or fraudulent
purposes, or if they dispose of the company’s assets as if they
were their own assets, in the manner as that the company does
not exist.

A Joint-Stock Company has an assembly of shareholders and
a director or a board of directors (if it is an open Joint Stock
Company) as management bodies. An open Joint Stock Com-
pany, whose shares are listed on the official stock market, must
have an internal audit.

A Joint Stock Company can be established by one or more
founders (natural or legal entities). Joint Stock Companies
can be open (they cannot limit the transfer of shates to third
parties) and closed.

A shareholder is liable for the obligations of the company in
the same way and under the same conditions as a member of

a ltd.
1.2. The function of the Supervisory Board

The Supervisory Board supervises the company’s operations,
adopts business strategies and business plans, appoints the
management and supervises its work, and approves decisions
of strategic importance.

In the FBiH, the Supervisory Board approves the disposal of
the company’s assets (purchase, sale, exchange, leasing, taking
or giving loans, and other transactions with assets), whose val-
ue during the business year is in the range of 15% to 33% of
the book value of the total assets of the Joint Stock Company
according to the balance sheet at the end of the previous year.

The members of the Supervisory Board are responsible to the
company and shareholders for any violation of the standards
of conduct, which stipulate that every responsible person in
the company is obliged to perform their duties with the care
of a good businessman and in a way that they reasonably
believe is in the best interest of the company.

The Chairman and members of the Supervisory Board are
jointly and severally liable for damages caused by failure to
perform or improper performance of their duties.

BOSNIA AND HERZEGOVINA

1.3. The function of the Executive Board

Management organizes the work and manages the business,
represents the Joint Stock Company, and is responsible for
the legality of the business. If the Board has more members,
decisions are made by majority vote, and in case of a tie, the
vote of the Chairman of the Board will be decisive.

Any person who fulfills the requirements prescribed by law
(that they have not been convicted of a criminal offense, that
they have not been prohibited from engaging in the profes-
sion, and other conditions depending on whether they are
elected as a Member of the Board in FBiH, RS, or BD BiH)
can be appointed as a Member of the Board. Management
members are obliged to perform the tasks within their com-
petence in accordance with the material legal regulations and
internal acts of the company.

Board members are jointly and severally liable for the damage
the company suffers by acting contrary to the aforementioned
obligations.

1.4. Conflicts of interest and related party transactions

According to the provisions of positive legal regulations, pet-
sons with special obligations towards the company (members
with a majority share in the capital, members of the Board of
Directors, Supervisory Board, authorized agents, represent-
atives, etc.) have the obligation to avoid conflicts of interest.
This obligation is reflected in the duty to correctly and com-
pletely present all facts that may be of importance for making
a decision and obtaining prior approval from the competent
body of the company when undertaking legal affairs in which
there is a personal interest.

A member of the assembly, Supervisory Board, or Manage-
ment may not decide on affairs where they have a personal
interest.

1.5. Legal framework for large companies
See Section 1.1.

2. Corporate Governance Framework
2.1. Transparency and public disclosure

All companies have an obligation to inform their members/
shareholders about their operations and financial situation, as
well as to make available to them information and documents
that must be made available in accordance with positive legal
regulations and the founding acts of the company.

Joint Stock Companies have the obligation to compile and
publish their financial statements on their website in accord-
ance with IAS and IFRS. Joint Stock Companies (whose shates
are listed on the stock exchange) also have the obligation to
submit financial statements to the competent stock exchange,

WWW.CEELEGALMATTERS.COM
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which publishes these reports. Furthermore, Joint Stock
Companies have the obligation to publish all decisions/events
that may have a significant impact on the company’s operations
(e.g., changes of members of the Supervisory Board, notices
on convening meetings of assemblies, increase/dectease of
capital, changes of predominant activity, codes of conduct/
standards of corporate governance, Statute, rules of procedure
for the work of the assembly, etc.).

The Joint Stock Company should publish the decisions of the
assembly and the Supervisory Board.

2.2. Public authorities responsible for the monitoring
of corporate governance

The Securities Commission has adopted the Standards for
the Management of Joint Stock Companies (Corporate
Governance Standards), which determine the mechanisms for
the functioning and protection of interests in the mutual rela-
tions of vatious stakeholders in a Joint Stock Company.

Joint Stock Companies should apply the Governance Stand-
ards for Joint Stock Companies.

2.3ESG

Taking into account that Bosnia and Herzegovina is not a
member of the European Union as well as the fact that non-fi-
nancial reporting is in principle regulated by directives adopted
by the EU in terms of obligation, there are no regulatory
requirements for non-financial reporting in Bosnia and Her-
zegovina, i.e. reporting of any of the kind that would include
the contribution of business operations to sustainable devel-
opment. However, there is no obstacle for business entities to
prepare and publish non-financial reports on a voluntary basis.
The above refers to entities of the real sector.

For certain industries, it is necessary to fulfill the conditions
stipulated by the law, which could indirectly indicate non-fi-
nancial reporting, such as, for example, the issuing of an
environmental permit or acting in accordance with the law on
occupational safety.

In Bosnia and Herzegovina, there is no public authority
responsible for the control, submission, and publication of

non-financial reports.

Tanja Blagojevic
Attorney at Law
tanja.blagojevic@ia-lawfirm.com
+387 61477 442
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2.4. Internal controls and fraud measures
BD B&H

The annual accounting of large limited partnerships, large and
medium-sized joint-stock companies, large limited liability
companies, and all other companies whose securities are traded
will be audited in accordance with special regulations, within
six months after the end of the business year.

FB&H

The audit committee is obliged to audit the half-yearly and
annual accounts and at the same time control the compliance
of the company’s operations and the functioning of the com-
pany’s organs with the law, other relevant regulations, and basic
principles of corporate governance and submit a report on
this to the assembly and the supervisory board no later than
eight days after the end of the audit.

RS

An open joint-stock company, whose shares are listed on the
official stock market, must have an internal audit. The internal
auditor performs tasks within their jurisdiction in accordance
with the law, the founding act, and the company statute. An
open joint-stock company has an independent auditor whose
position and powers are determined by the law regulating
accounting and auditing.

An open joint-stock company publishes the half-yearly and
annual report on operations and the external auditor’s report
on its website and submits them to the stock exchange for
publication on the stock exchange website.

3. Shareholder And Board Committees

Positive legal regulations do not stipulate the obligation to
form special committees of shareholders/members and man-
agement of the company.

The remuneration of members of the Board of Directors and
Supervisory Board is optional. The remuneration policy for the
members of the Board of Directors and Supervisory Board is
established by the company in its internal acts. The remunera-

tion of Board members of a Joint Stock Company should be
publicly disclosed.

Leila Salijevic

Legal Associate
leila.salijevic@ia-lawfirm.com
+387 62 001 803
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1. Corporate Structure Of The Companies
1.1. General Legal Framework

There are several types of legal entities through which inves-
tors can do business in Bulgaria such as a limited liability com-
pany (LLC), joint-stock company (JSC), general and limited
partnerships, European company (SE), and others. The most
commonly used type by foreign investors are LLCs and JSCs,
hence they are the focus of the information below.

The corporate structure of companies in Bulgaria does not
depend on the size of the company, i.e., micro, small, medium
size, and large companies, but it depends rather on their type.

1.1.1. LLCs Corporate Bodies

The mandatory corporate bodies of an LLC are the Gener-

al Meeting of Shareholders, and the Executive(s). Where all
shares are held by a single person (a single-member LLC) the
sole owner assumes the competence and powers of the Gener-
al Meeting of Shareholders. Appointment of a Controller(s) in
an LLC is also allowed by the law but is only optional.

The General Meeting of Shareholders is comprised of all
shareholders. The Executive (if not a shareholder) and em-
ployee representatives where the company has more than 50
employees are allowed to participate in a general meeting of
the shareholders in a consultative role.

The Executive organizes and directs the activities of the com-
pany in accordance with the law and the decisions of the Gen-
eral Meeting of Shareholders. Relations between the company
and the Executive are regulated by a management agreement
concluded in writing,

An LLC may have one or more Executives and is allowed to
determine the manner of representation (basically jointly or
severally) where Executives are more than one or a general
commercial proxy is appointed for the purposes of manage-
ment.

As indicated above, the articles of association may provide for
a Controller to be appointed to supervise the observance of
the articles of association and the preservation of the compa-
ny’s assets. In such a case, the Controller is appointed by and
reports to the General Meeting of Shareholders. A Controller
should be a natural person other than the Executives, their
deputies and company employees, or other groups of related
persons. Persons who have been deprived of the right to hold
a position of financial accountability also cannot be elected as
Controllers.

WWW.CEELEGALMATTERS.COM
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1.1.2. JSCs Corporate Bodies

As to JSCs, the corporate bodies of this type of company

are comprised of the General Meeting of Shareholders and,
depending on the type of management system, a Board of
Directors where the company is set up with a one-tier manage-
ment system or an Executive Board and a Supervisory Board
in JSCs with a two-tier management system.

In a single-member JSC, the sole owner of the capital assumes
the competencies and powers of the General Meeting of
Shateholders.

In JSCs, the General Meeting of Shareholders is comprised
of all voting shareholders. Employee representatives in a JSC
with more than 50 employees are allowed to participate in the
General Meeting of Shareholders in a consultative role while
shareholders holding non-voting preference shares, as well

as the members of the boards who are not shareholders may
participate in the General Meeting of Shareholders without
having the right to vote.

Board members in both one and two-tier management systems
may assume a mandate of up to five years and those of the
first boards may be elected for a term of up to three years. A
board member may be any natural person of full legal capacity
to act and, where the articles of association so provide, a legal
entity whose functions as a board member are carried out by a
person designated thereto. Relations between the company and
management boards are regulated by a management agreement
in writing;

In JSCs with a one-tier management system, the Board of
Directors is comprised of at least three but not more than nine
members. One or more of the board members can be appoint-
ed to act as Executive Directors, the number of which should
in any case be lower than the rest of the board members.

The Executive Board of a JSC with a two-tier management
system is comprised of at least three but not more than nine
members appointed by the Supervisory Board, which in turn
may have three to seven members appointed by the General
Meeting of Sharcholders.

Both LLCs and JSCs may appoint one or more general com-
mercial proxies to perform management functions in addition
to executives/board members.

1.1.3. Shareholding in LLCs and JSCs

There is no statutory limitation as to the number of share-
holders of a company. Company shares can be held by one or
more local ot foreign legal entities and/or natural persons in
full legal capacity to act.
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If the shareholder is a legal entity, its sharecholder’s rights are
exercised by its statutory representative or by a person desig-
nated thereby.

In general, shareholders in LL.Cs and JSCs are not liable for
the obligations of the company and their liability may be en-
forced in a limited number of cases set out in the law, e.g., the
joint liability of founding shareholders for obligations assumed
on behalf of the company prior to its registration.

Further, the liability of a shareholder in an LLC towards the
company can be enforced in case of a breach of its obligation
to make contributions and, where applicable, additional con-
tributions as per the shares owned, to assist the company in its
business activities, to comply with the decisions of the general
meeting and not to act against the interests of the company.

Lastly, in certain specific circumstances defined by the law,
majority shareholders in LLCs and JSCs may be liable for
taxes and social security contributions due by the company in
question.

1.1.4. Criteria for Differing Small and Medium vs. Large
Companies

The criteria to determine the type of a legal entity from a size
perspective depend on the purpose, i.c., implementation of
state aid policy for the setting up and development of small
and medium size companies, or accountancy and tax purposes.

1.1.4.1. State Aid Policy Criteria

With respect to the implementation of state aid policy for
setting up and developing small- and medium-sized companies,
the division of legal entities is based on the total annual turno-
ver, balance value of assets, and the number of employees, as
follows:

B medium size companies — with a total annual turnover of
not more than BGN 97.5 million (approximately EUR 49.85
million), and/or balance value of assets of not mote than
BGN 84 million (approximately EUR 42.94 million), and an
annual average number of employees of fewer than 250;

M small size companies — with a total annual turnover of not
more than BGN 19.5 million (approximately EUR 9.97 mil-
lion) and/or balance value of assets of not more than BGN
19.5 million (approximately EUR 9.97 million), and an annual
average number of employees of fewer than 50;

M and micro size companies — with a total annual turnover of
not more than BGN 3.9 million (approximately EUR 2 mil-
lion) and/or balance value of assets of not more than BGN
3.9 million (approximately EUR 2 million), and an annual
average number of employees of fewer than 10.

12
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1.1.4.2. Accountancy and Tax Criteria

For accountancy and tax purposes, legal entities are divided on
the basis of their net sales revenues, balance value of assets,
and average number of employees for the reference period,
provided that at least two of the criteria set out for each of
the entities are met as of December 31 of the respective year,
namely:

M large entities — balance value of assets is more than BGN
38 million (approximately EUR 19.42 million), net profit from
sales is more than BGN 76 million (approximately EUR 38.85
million), and the average number of employees for the refer-
ence period exceeds 250;

M medium entities — balance value of assets is less than BGN
38 million (approximately EUR 19.42 million ), net profit from
sales is less than BGN 76 million (approximately EUR 38.85
million), and the average number of employees for the refer-
ence period is lower than 250;

M small entities — balance value of assets is less than BGN 8
million (approximately EUR 4.09 million), net profit from sales
is less than BGN 16 million (approximately EUR 8.18 million),
and the average number of employees for the reference period
is lower than 50;

M micro entities — balance value of assets is less than BGN
700,000 (approximately EUR 358,000), net profit from sales is
less than BGN 1.4 million (approximately EUR 716,000), and
the average number of employees for the reference period is
lower than 10.

1.2. The Function of the Supervisory Board
1.2.1. Functions

As indicated above, only JSCs with a two-tier management
system have a Supervisory Board. Its function is to represent
the company in its relations with the Executive Board only and
does not take part in the management of the company.

The Supervisory Board reviews the activity reports of the
Executive Board and may request from the latter, at any time,
to submit information or report on any issue that concerns the
company. Also, the Supetvisory Board may catry out checks/
studies in the course of performing its duties, and, in doing so,
its members have access to all of the necessary information
and documents, and they may require support from experts.

1.2.2. Board Members

Specific requirements apply to all board members including
to members of the Supervisory Board so as to ensure perfor-
mance in the best interests of the company.

WWW.CEELEGALMATTERS.COM
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To be elected as a board member a person needs to have not
been a member of a management or supervisory body of a
company dissolved on grounds of bankruptcy in the last two
years preceding the date of the judgment on the declaration
of bankruptcy if unsatisfied creditors have remained; have not
been an executive, member of the executive or supetrvisory
board of a company that violated specific obligations related
to creation and storage of amounts of certain reserves or does
not meet other requirements provided for in the articles of
association.

Board members have equal rights and obligations, regardless
of any internal division of functions among them and the
delegation of management and representation rights to any of
them. They must perform their functions with due care and in
the interest of the company and of all shareholders.

A person nominated to be a member of a board must, prior
to their appointment, notify the General Meeting of Share-
holders, or the Supervisory Board, as the case may be, of their
participation in any other company as a general partner, of
holding over 25% of the capital in any other company, as well
as of their participation in the management of other compa-
nies or cooperatives as a general commercial proxy, executive
director or a board member. An active board member must
notify the company of the occurrence of any such circum-
stance without delay.

Board members are not allowed to disclose any information
they have become aware of in that capacity, if that could affect
the activity and development of the company, including after
they no longer occupy this position. However, this obliga-

tion does not apply to information that, pursuant to a law, is
accessible to third parties or has already been disclosed by the
company.

In addition, members of the boards are required to provide a
management guarantee in the amount set by the General Meet-
ing of Shareholders but not less than their gross remuneration
for three months. Also, members of the boards are jointly
liable for damages caused by them to the company.

If alegal entity is elected as a board member, some of the ob-
ligations above, i.c., confidentiality obligation, a duty of care,
and notification obligations apply also to the natural persons
who represent it in this capacity. Also, as a board member, the
legal entity is jointly and severally liable with the rest of the
board members for obligations arising from the actions of its
representative.

WWW.CEELEGALMATTERS.COM
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1.3. The Function of the Executive Board
1.3.1. Executive Body inLLCs

An LLC has no Executive Board as a corporate structure,

the executive functions are assigned to the Executive(s). The
Executive organizes and directs the company’s business activity
and represents the company before third parties in compliance
with the law and the decisions of the General Meeting of
Shareholders.

An LLC Executive can be a natural person who has not been
declared insolvent, has not been an executive, member of a
managing or controlling body of a company declared insol-
vent within the last two years preceding the date of the court
order declaring insolvency if any creditors have remained with
unsatisfied claims. Further restrictions refer to persons who
have been executives or members of a managing or supervi-
sory board of a company breaching the obligations related to
the creation and storage of certain amounts of reserves. No
legal entity can be an Executive in an LLC (i.e., only a natural
person can be appointed). There are no limitations in terms of
citizenship or requirements for the Executive to be residing on
the territory of Bulgaria.

Where more than one Executive is assigned in an LLC, they
are all jointly liable to the company for damages caused to it by
any of them.

1.3.2. Executive Board in JSCs

In a JSC, the management and representation of the company
are assigned to the Executive Board or the Board of Directors,
depending on the type of management system. Members of
both boards must comply with the requirements and perform
their duties as set out in Section 1.2.

Members of the Board of Directors and of the Executive
Board represent the company collectively unless otherwise
provided in the articles of association. The Board of Direc-
tors, respectively the Executive Board, subject to approval

by the Supervisory Board, may authorize one or more of its
members to represent the company. Limitations of the repre-
sentative powers of the Board of Directors and the Executive
Board and of the persons authorized by them have no effect
in respect of third parties.

It should also be noted that a member of the Executive Board
cannot be simultaneously elected as a member of the Supervi-
sory Board.

1.4. Conflicts of Interest and Related Party Transac-
tions

1.4.1. Rules for Preventing Conflicts of Interest
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Certain statutory restrictions apply to the voting rights of
shareholders whereby a shareholder in a JSC, either in person
or by proxy, is not allowed to vote on actions brought by the
company against him/her ot on steps to enforce their liabil-
ity to the company. Similarly, a shareholder in an LLC is not
allowed to participate in the voting process on their expulsion.

LLC Executives are not allowed, without prior approval by the
company, to engage in commercial transactions in their own or
in a third party’s name; participate in general and limited part-
nerships and in limited liability companies, or hold positions in
management bodies of other companies with similar (compet-
ing) activity.

Similar rules apply also to members of the Board of Direc-
tors and the Executive Board of a JSC who, unless otherwise
prescribed by the articles of association or explicitly approved
by the electing body, are not allowed, on their own behalf or
on behalf of another, to engage in commercial transactions,
to participate in other companies as general partners, or to be
appointed as general commercial proxies, executives or board
members of other competing companies. If a legal entity is
elected as a board member, this obligation applies also to the
natural person who represents it in this capacity.

Futther, statutory representatives of an LLC/JSC ate prohib-
ited from engaging in transactions with themselves without
the prior approval of the company. However, this restriction
does not apply to transactions between legal entities in which
the same natural person acts as the statutory representative
of both parties. Also, this rule does not apply to agreements
between the sole owner and the company, when represented
by the sole owner.

1.4.2. Regulation of Related Party Transactions

A decision of the General Meeting of Shareholders of a JSC
is required for the assumption of obligations or furnishing se-
curity to related parties, the amount of which exceeds half of
the company’s value of assets as per the most recent audited
annual financial statement. Where the articles of association
allow such a decision to be adopted by the Board of Directors
or Executive Board, it must be unanimous and, in JSCs with a
two-tier management system, pre-approved by the Supervisory
Board.

Board members ate required to notify the Boatd of Directors/
Executive Board if they or parties related to them engage in
transactions with the company if the transaction falls outside
of the scope of its activity or significantly deviates from the
market conditions. In such a case, the transaction should be
pre-approved by the respective board.

Transactions between related parties are not forbidden from a

14

BULGARIA

tax perspective, however, they should take place under market
conditions in line with the arm’s length principle.

Publicly traded/listed companies (Public Companies) apply
additional measures when it comes to various related party
transactions, including prior approvals by the General Meeting
of the Shareholder.

1.5. Legal Framework for Large Companies

There is no difference in the legal framework for large compa-
nies compared to small and medium size companies.

Specific legal regulations apply to Public Companies. In addi-
tion, there are special rules for specific categories of compa-
nies, among others, banks, insurance companies, companies
operating pension funds, special purpose vehicles, and others.
Overall, the information in this Guide does not cover the spe-
cial rules for such specific categories of companies.

Public Companies are JSCs whose shares are registered with
the Bulgarian Financial Supervision Commission register for
trading on a regulated market or which have more than 10,000
shareholders on the last day of two consecutive years. The
mandatory corporate bodies of a Public Company are those
of a standard JSC (see Section 1.1.), however, stricter standards
and requirements apply to their members (e.g., independence
of a number of the members, no conviction for relevant crimi-
nal activities, etc.).

It is worth mentioning that there are certain statutorily defined
positions in Public Companies, however, they hardly might

be treated as “corporate bodies,” such as an investor relations
director or bond holders’ trustee (in the case of the issuance
of bonds).

2. Corporate Governance Framework
2.1. Transparency and Public Disclosures
2.1.1. Standard LLCs and JSCs

The names of shareholders in LLCs, sole sharcholders in JSCs,
Executive(s), and members of the boards are publicly dis-
closed and registered with the Bulgarian Commercial Register and
Register of Non-Profit 1.egal Entities (Commercial Register).

Limitations on the representative powers of the Executives of
LLC (e.g., in the case of more than one appointed Executive,
they may be required to act jointly vis-a-vis third parties), are
subject to registration. Other limitations are not subject to
disclosure and registration and they only apply to the internal
relations between the Executive(s) and the LLC. Executive
members in a JSC are also indicated in the Commercial Regis-
ter.

WWW.CEELEGALMATTERS.COM
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The annual financial statements of companies are subject

to public disclosure. Auditor reports (when the company is
subject to a mandatory audit) and annual activity reports (in
the case of a JSC) are published with the Commercial Register
along with the annual financial statements.

Certain categories of decisions adopted by the Board of Di-
rectors, Supervisory Board, Executive Board, and the General
Meeting of the Shareholders shall be publicly disclosed, among
others: decisions to amend the articles of association or any of
the company data subject to mandatory entry in the Commer-
cial Register, e.g,, company name, registered seat and business
address, statutory representatives and manner of representa-
tion, shareholders and allocation of shares, capital, company
transformation, and winding-up. Subject to public disclosure
are also certain JSC-specific decisions, e.g,, the decision of the
Board of Directors/Executive Board to convene a Gener-

al Meeting of Shareholders and the invitation thereto, the
decision of the General Meeting of Sharcholders to buy out
shares, decisions on the issuance and conversion of bonds.

2.1.2. Public Companies - Specific Features

Public Companies have greater transparency obligations. Such
companies and their shareholders are subject to disclosure
requirements that ensure adequate transparency of ownership
information — the disclosure threshold is 5% of the shares.
Certain changes related to the shares (e.g,, changes in the rights
attached to the different classes of shares, and changes in the
company’s capital) shall also be disclosed to the public.

The annual financial statements and annual activity report of
Public Companies contain supplementary information and
additional documents in comparison to those of a standard
JSC, which shall be disclosed, e.g., a corporate governance
declaration and a remuneration policy implementation report.
Six-month financial statements, notifications for their financial
status/position, and others are among the regulated informa-
tion which Public Companies shall make publicly available.

Public Companies ate required to have a website where certain
categories of documents and information shall be published,
e.g., prospectuses, notifications for public offerings, proto-
cols of the General Meeting of the Shareholders, invitations
for General Meeting of the Shareholders, code of corporate
governance, remuneration policy, etc. Public Companies shall
provide the necessary information for the facilitation of the
exercise of shareholders’ rights.

The Financial Supervision Commission shall be notified of
changes in the Executive Board, Supervisory Board, Board of
Directors, changes in the articles of association, and reorgan-
ization of a Public Company. This information along with
other information is published in a special register held by the
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Financial Supervision Commission.

2.2. Public Authorities Responsible for Monitoring Cor-
porate Governance

There are no public authorities responsible for monitoring
corporate governance for the standard LL.C and JSC.

Public Companies shall either apply the corporate governance
code adopted by the company itself or the National Corpo-
rate Governance Code approved by the Financial Supervision
Commission. The code typically implements good practices
and principles in corporate governance, including in the area
of sustainable development.

2.3.ESG

ESG reporting obligations in the strict sense have not yet been
implemented. However, disclosure of non-financial and diver-
sity-related information by certain large companies and groups
is mandatory.

Large companies (see Section 1.1.1.) which are public-interest
entities exceeding the average number of 500 employees dur-
ing the financial year shall include in the management report a
non-financial statement containing information to the extent
necessary for an understanding of the undertaking’s develop-
ment, performance, position and impact of its activity relating
to, as a minimum, environmental, social and employee matters,
respect for human rights, anti-corruption and bribery matters,
including: a brief description of the undertaking’s business
model; a description of the policies pursued by the undertak-
ing in relation to those matters, including the due diligence
processes implemented; the outcome of those policies; the
principal risks related to those matters linked to the undertak-
ing’s operations including, where relevant and proportionate,
its business relationships, products or services which are likely
to cause adverse impacts in those areas, and how the under-
taking manages those risks; non-financial key performance
indicators relevant to the particular business. Additional
requirements apply with respect to consolidated non-financial
statements.

Auditors shall check whether the non-financial statement has
been provided and shall express an opinion on whether the
statement has been drafted in line with the applicable regula-
tions.

2.4. Internal Controls and Fraud Measures

The internal control in the standard LLC and JSC is related
mostly to the usual exercise of the functions of the Superviso-
ry Board/the Boatd of Directors and the Controller.

Certain entities which provide services of fundamental public
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interest (e.g;, Public Companies, credit institutions, insurance
companies, companies operating pension funds, etc.) shall have
an Audit Committee as a special monitoring and consulting
body whose main functions are, among others, monitoring of
the financial reporting process, the risk management system,
and the internal audit procedures.

The Registered Auditors Public Supervision Commission de-
velops rules and methodological guidelines with respect to the
activities of Audit Committees and it makes recommendations
for improving their functions.

The non-financial statement (see Section 2.2.3.) should contain
information on the general features of the system for internal
control and the system for risk management applicable in the
process of preparation of the financial statement for com-
panies that have an obligation to prepare and publish such a
statement.

3. Shareholder And Board Committees
3.1. What Committees Are Prescribed by Law?

In respect to standard LLCs and JSCs, there is no specific
regulation requiring the setting-up of Committees outside of
the mandatory corporate governance bodies (i.e., Board of
Ditectors, Executive Board, Supervisory Board, Executive(s)),
neither are specialized Committees foreseen within the struc-
ture of the abovementioned boatds.

Public-interest entities shall have Audit Committees (see Sec-
tion 2.2.4.).

Public Companies may have a Remuneration Committee,
which is an optional, not mandatory structure and its members
shall be appointed by the General Meeting of Shareholders
among the Supervisory Board/the Board of Directors mem-
bers. Its main functions are related to drafting and submitting
to the Supervisory Board/the Board of Directors the remu-
neration policy, as well as proposals for the individual remuner-
ation of the Executive Board members/executive directors in
the Board of Directors. Other Committees might be set up at
the discretion of a Public Company.

3.2. What Committees Are Mandatory for Large Com-
panies?

Please refer to Section 3.3.1. The rules apply itrespective of
the size of the company.

3.3. Remuneration of Supervisory and Executive Board
Members

In LLCs, the remuneration of the Executive is determined by
the General Meeting of Shareholders.

16

BULGARIA

In JSCs with a one-tier management system, the General
Meeting of Shareholders determines the remuneration of the
members of the Board of Directors who will not be assigned
the management of the company and the Board of Directors
determines the remuneration of all executive Directors elected
thereby.

In JSCs with a two-tier management system, the General
Meeting of Shareholders determines the remuneration of the
members of the Supervisory Board and the latter determines
the remuneration of all members of the Executive Board.

Public Companies apply a remuneration policy with respect

to their executive and supervisory bodies. The policy shall be
prepated by the Supervisory Board/the Boatrd of Directors

in cooperation with the Remuneration Committee (if any, see
Section 3.3.1.) and it shall be approved by the General Meeting
of the Shareholders, which is also the corporate body which
shall decide on the remuneration and the amounts of the
royalties. The policy is required to be reviewed every four years
unless there is a need for substantial amendments in the mean-
time. The policy and the policy implementation report, which
is part of the annual financial statement of the company, shall
be published on the company’s website.

The members of the executive and supervisory bodies of
Public Companies shall provide a financial guarantee whose
amount is usually in a certain correlation with the remunera-
tion. Typically, the remuneration consists of permanent and
variable components. Special rules on the provision of the
variable component in the form of equity shares, options, or
other financial instruments or regarding the rescheduling of
the variable remuneration apply.

None of the information above should be considered or interpreted in any
manner as legal advice and)/ or the provision of legal services. This guide
bas been prepared for the purposes of general information only. PETER-
KA & PARTNERS does not accept any responsibility for any omission
and)/ or action undertaken by you and/ or by any third party on the basis
of the information contained berein.
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1. Corporate Structure Of The Companies
1.1. General Legal Framework

The supreme body and the executive officer(s) are mandatory
for all companies.

The supreme body functions as the decision-making organ of
the members of the business association. The principal duty
of the supreme body of a business association is to adopt
decisions on fundamental business and personnel issues. In
single-member companies, the founder or the sole member
shall function as the supreme body.

The executive officer(s) shall manage the operations of the
business association independently, based on the primacy

of the business association’s interests. In this capacity, the
executive officer shall discharge their duties in due compliance
with the relevant legislation, the articles of association, and
the resolutions of the company’s supreme body. The executive
officer may not be instructed by the members of the business
association (exception: in the case of single-member business
associations, the sole member may instruct the management)
and their competence may not be negated by the supreme
body. Companies limited by shares (reszvenytarsasag (Rz.)) shall
be managed by the management board, which is comprised of
at least three natural persons.

When it comes to other bodies of the companies, the differ-
ences do not come from the size of companies, but from their
form.

For example, the establishment of a supervisory board (see
below) and a statutory auditor are not always mandatory. All
companies limited by shates shall employ an auditor. Public
companies limited by shatres (INyrz) ate required to set up audit
committees, which shall assist the supervisory board or the
board of directors (instead of the executive officer). Where so
provided for by the articles of association of private compa-
nies limited by shares (Zr£), the general director shall function
as the chief executive officer in exercising the powers of the
management board.

Furthermore, the company’s supreme body can provide for the
setting up of other organs in addition to the bodies and of-
ficers defined in the Civi/ Code (Act 17 of 2013 on the Civil Code).

As a general rule, all companies are required to have at least
one member. The exceptions are the general partnerships (f0z-
kereseti tarsasag) and the limited partnerships (beteti farsasag).

If the number of members of a general partnership drops to
one, within six months from that time the partnership shall
report to the court of registry the admission of a new member
to the partnership, or shall resolve the transformation, merger,

WWW.CEELEGALMATTERS.COM

HUNGARY

or dissolution without succession of the partnership.

If the membership of all general partners or all limited
partners ceases to exist, within six months from that time the
partnership shall report to the court of registry that its mem-
orandum of association was amended so as to reinstate the
conditions for functioning as a limited partnership, or that the
limited partnership has been converted into a general partner-
ship, or that the transformation, merger, dissolution without
succession of the partnership has been resolved.

As a general rule, companies that have a separate legal person-
ality (e.g., a company limited by shares (R%) or a limited liability
company (Kf%)) shall be liable for their debts with their own
assets; members and founders of a company shall not be held
liable for the company’s debts.

An exception to the above rule is that in the event of abuse
of limited liability on the part of any member or founder of
a company, on account of which any outstanding creditors’
claims remain unsatisfied at the time of the company’s disso-
lution without succession, the member or founder in question
shall be subject to unlimited liability for such debts.

Members of a general partnership shall undertake joint and
several liability for the partnership’s obligations not covered by
the assets of the partnership.

When it comes to limited partnerships the general partner(s)
undertake(s) joint and several liability for the partnership’s
obligations not covered by the assets of the partnership, while
the limited partner(s) is/are not liable for the obligations of
the partnership.

There are no specific requirements set by law for a person, to
become a shareholder of a company, but the Court of Regis-
tration may prohibit a member or officer of a company from
practicing if the conditions laid down by law are met. A person
subject to a prohibition may not acquire a majority influence

in a company, may not become a member of a company with
unlimited liability, a member of a sole corporation, or an exec-
utive officer of a company.

1.2. The Function of the Supervisory Board

The supervisory board must consist of at least three mem-
bers. A supervisory boatd is required in any of the following
circumstances: (a) in the case of public companies limited

by shares (except if a council of directors is appointed) or
(b) in the case of private companies limited by shares, if the
shareholders holding together at least 5% of the voting rights
so require or (c) the company employs more than 200 full-
time employees and the works council did not relinquish the
employee participation in the supervisory board. Members of
the supervisory board may be natural or legal persons. If the
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supervisory board member is a legal person, that legal person
shall designate a natural person to discharge the functions of
the supervisory board member in its name and on its behalf.
The rules pertaining to supervisory board members shall apply
to the designated person as well. The members of the supervi-
sory board are elected by the members of the company.

The supervisory board shall assess all motions brought before
the decision-making body of members or founders, and

shall present its opinion thereof at the meeting of the deci-
sion-making body.

The supervisory board shall have access to the documents,
accounting records and books of the legal person, and shall be
entitled to request information from the legal person’s execu-
tive officers and employees, and to inspect the legal person’s
payment account, cash desk, secutities portfolio, inventories
and contracts, or to have them inspected by an expert.

If the supervisory board wishes to engage the services of
experts in the course of its supervisory activities, management
shall fulfill the supervisory board’s request.

If the company has a supervisory board, the supreme body
of the company may adopt a decision concerning the financial
report in possession of the written report of the supervisory

board.

If, in the judgment of the supervisory board, the activity of
the management is contrary to the law, to the instrument of
constitution, ot to the resolutions of the business association’s
supreme body, or otherwise infringes upon the interests of the
business association, the supervisory board shall have the right
to convene the meeting of the business association’s supreme
body to discuss that issue and to take the necessary decisions.

It is also possible under the instrument of constitution to
establish a “peremptory supervisory body.” In this case, the
supervisory board is given responsibility under the instrument
of constitution for the taking or approval of decisions that
otherwise fall within the competence of the supreme body or
management.

Members of the supervisory board are obliged to perform
their duties prescribed by the Civi/ Code. They shall be held lia-
ble for damages caused to the legal person resulting from their
omission of supervisory responsibilities.

1.3. The Function of the Executive Board

The persons who are elected as managing directors (or
members of the management/executive board) represent the
company in relation to third parties and have full powers of
management. Business associations are represented by their ex-
ecutive officers vis-a-vis third parties and before the court and
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other authorities. Any restriction of the power of representa-
tion vested upon the legal person’s authorized representative
shown in the company registry, or rendering such represent-
ative’s actions conditional or subject to approval must not be
effective towards third parties, except if the third party knew
or should have known about the restriction or about the con-
dition or approval requirement and the lack thereof. However,
it is also possible to deviate from the general provisions and
appoint an executive officer without any power of representa-
tion. In this case, it shall be indicated in the company register
that the executive officer has no power of representation to-
wards third parties. In practice, this may be a practical solution
for R#s, when not all members of the board of directors have
the right to represent the company.

As mentioned before, companies limited by shares (Rz) shall
be managed by the management board. The management
board represents the company in relation to third parties and
has full powers of management. The management board exer-
cises its powers as a corporate body. The management board is
comprised of at least three natural persons.

Where so provided for by the articles of association of private
companies limited by shares, the general director shall function
as the Chief Executive Officer in exercising the powers of the
management board.

In addition to the duties assigned to the executive officer, the
management board shall prepate a report on the management,
the financial situation, and the business policy of the company
at least once every year for the general meeting, and at least
once every three months for the supervisory board (if the
company limited by share has one).

Where the articles of association of a public company limited
by shares so provides, the limited company shall be controlled
by the board of directors under a one-tier system instead of
the management board and the supervisory board. The board
of directors shall perform the duties of the management
board and the supervisory board conferred upon them by law.

The majority of the board of directors shall be made up of
independent persons. A board member shall be considered
independent if apart from their seat on the board of directors
and apart from any transaction conducted within the com-
pany’s usual activities aiming to satisfy the board member’s
personal needs, they are not holding any other position.

As far as limited liability companies (Kf%) are concerned, the
member’s meeting (as the supreme body) and the management
(one or more managing directors) are the main organizational
bodies. Those provisions, however, are non-restrictive, i.e., as
a general rule, further bodies may also be established within
the company. Therefore, in accordance with the Hungarian
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court practice a management board (or executive board) can
be established at limited liability companies (BDT2075. 3272.)
as well (not only for public companies limited by shares) that
could also include the managing directors as board members
(it is recommended to have an odd number of board members
for a clear decision-making process).

1.4. Conflicts of Interest and Related Party Transac-
tions

The executive officers may not acquire any share in the capital
of a business association — except for the shares of a public
company limited by shares — and may not be executive officers
in a business association which is engaged in the pursuit of
the same economic activity as its main activity, as the business
association in which they hold an executive office.

In the event of accepting a new executive office, within 15
days of accepting such office, the executive officer shall notify
any other company in which they already serve as an executive
officer or a supervisory board member.

With the exception of everyday dealings, an executive officer
and their close relatives may not conclude any transactions
falling within the scope of the main activities of the business
association in their own name and on their own behalf.

There are no rules prohibiting related party transactions, but if
in the agreements and contracts between affiliated companies
a higher or lower consideration is applied than the fair market
price, the taxpayer takes the difference between the fair market
price, and the consideration applied and shall deduct it from
the pre-tax profit. If the value of related party transactions
reaches HUF 50 million per year, the company must prepare a
transfer pricing report.

1.5. Legal Framework for Large Companies

There are no specific legal provisions regarding large compa-
nies in terms of mandatory corporate bodies. As mentioned
before, the differences do not come from the size of the
companies, but from their form.

2. Corporate Governance Framework
2.1. Transparency and Public Disclosures

Each of the 19 Hungarian counties and Budapest has its own
Court of Registration, which supervises business entities,
ensures that all corporate documents, such as articles of asso-
ciation, are in accordance with statutory rules and checks that
corporate decisions conform with the articles of the company.
All changes, for example, of the board of directors, capital
structure, or head office, must be reported to the Court of
Registration. Each Court of Registration can provide informa-
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tion regarding which particular Court of Registration main-
tains the records of a specific company.

As a general rule, if there is a publication obligation for legal
persons, it must be satisfied by way of publication in the Com-
pany Gazette (Cegkozlony). For example, such an obligation
arises if a change in the company needs to be registered. The
Court of Registration is a public office. The register of enter-
prises and their documents may be inspected by anyone. Pho-
tocopies and certified copies of the documents are available.

Each of the 19 Hungarian counties and Budapest has a com-
puterized registry of business enterprises which constitute the
central database. The records are available online at the website
www.e-cegjegyzek.hu/?cegkereses. The companies may be
searched by their names, registration numbers, tax numbers, or
registered seat. The Tarolt cegkivonat (stored company extract)
contains certain basic data — including the changes — pertain-
ing to the registration number, company’s name (and short
name), company’s legal form, date of registration, headquar-
ters’ address, addresses of the permanent establishments

and branch office, date(s) of the incorporation document,
amount of capital, tax number, data of the authorized persons
to represent the company, data of the auditors, data of the
predecessor company, statistics number, company’s activities,
account numbet, electronic contact details, subscribed capital,
European Unique Identifier, and authorized business activities.
In addition, there are data depending on the legal form of the
company such as the data of the members of the company,
the data of the member or representative who has been pro-
hibited from practicing a profession, an indication if there is
any lien filed on a business shate, the commencement and clo-
sure of the deletion, bankruptcy or winding-up proceedings.

‘Cegadato’ (data of the company) contains only the actual
data pertaining to the company’s name, headquarters’ address,
addresses of the permanent establishments and branch office,
company’s activities, subscribed capital, tax number, com-
mencement and closure of the deletion, bankruptcy or wind-
ing-up proceedings, the data of the member or representative
who has been prohibited from practicing a profession.

People search: www.e-cegjegyzek.hu/?szemelykereses.

Search on prohibited persons: www.e-cegjegyzek.hu/?eldltottk-
ereses.

Information is only available in Hungarian. Some central regis-
try partner services offer English language material. See the list
of resellers at http://occsz.e-cegjegyzek.hu/?szerzodeskotes.
This lists resellers who offer services including people search.

Details of registered firms are also published in the Cegkozlony
(Company Gazette) available online at www.cegkozlony.hu free




CORPORATE GOVERNANCE 2023

of charge.

Information is searchable by company name or registration
number and by document category such as bankruptcy (www.
cegkozlony.hu/kereses). The Gazette includes the following
information on each new company registered and any amend-
ments: registration number, company’s name, company’s
registered address, date of the company’s articles of associ-
ation, the scope of the company’s activities indicated in the
articles of association with statistical codes, amount of capital
including cash and in-kind contribution, means of representa-
tion (sole or joint), names of representatives, company’s tax,
social security account and statistical number, company’s bank
account numbers, date of registration, the company’s address
for electronic service of process.

Enterprise annual reports and financial statements, where
required to be filed, can be downloaded for free from the
website https://e-beszamolo.im.gov.hu/oldal/kezdolap, which
is operated by the Igazsagngyi Minisgterium Ceginformacios es az El-
ektronikus Cegeljarasban Kogremukodo Solgalat (Ministry of Justice
Information and Electronic Company Registration Service).

In connection with the accounts of enterprises, the last year’s
net revenue and the number of employees are also available at
www.ceginformacio.hu both in English and in Hungarian.

Public companies limited by shares shall make their general
meeting resolutions (the Shareholders’ Assembly decisions)
and their remuneration policy and remuneration report avail-
able to the public on their website. The decisions of the Super-
visory Board do not need to be publicly disclosed.

Details of the sharecholders of a Kff and the shareholders of

a Zrt having at least 50% sharcholding or a qualified majority
interest in the Zrz are available at the Court of Registration.
The following details are provided: the natural person’s name,
address, date of birth, mother’s maiden name; the legal entities’
seat, registration number, as well as disclosing that a sharehold-
er has at least 50% of the shareholding or qualified majority
interest in the Kfz.

Further information about shareholders (for example, the
number of shares or interim shares, and the percentage of
control of shareholders for each series of shares) may be
found in the publicly available articles of association and in the
register of shareholders.

Hungary is introducing a register of ultimate beneficial owners.
The content of the register will be provided in several phas-

es and shall be managed by the National Tax and Customs
Administration of Hungary (Tax Authority). As a first step,
banks managing commercial bank accounts were responsible
for submitting the names of their clients’ beneficial owners

HUNGARY

to the Tax Authority until June 12, 2021. From then onwards,
the banks have to report monthly. After February 1, 2022,
other service providers also gained access in order to compare
their client’s beneficial ownership data with the content of the
register. From the same date, in compliance with their legal
obligations, authorities, prosecutors, and the courts atre able to
download and disclose data, while third parties will have access
to the content of the UBO Register for a fee only after July 1,
2022. The Hungarian UBO Register will only be linked to the
European Central Register as of February 1, 2023.

2.2. Public Authorities Responsible for Monitoring Cor-
porate Governance

Corporate governance, auditing, and reporting rules are reg-
ulated by statutory provisions. Compliance with the rules on
auditing and reporting is primarily monitored by the National
Tax and Customs Administration, but also by the company
registration court in the course of its judicial oversight pro-
ceedings. Compliance with the legislation on corporate govern-
ance is monitored by the court of registration in the context
of its judicial oversight proceedings.

The Civil Code declares that general legal supervision is
exercised by the court registering the legal entity, and if the
measures taken by the court to restore lawful operation fail,
the court of registration shall dissolve the legal entity.

2.3.ESG

Large companies which are public-interest entities where on
the balance sheet date in the previous two consecutive finan-
cial years either two of the following three indices exceed the
limits indicated below:

a) the balance sheet total exceeds HUF 6,000 million,
b) the annual net turnover exceeds HUF 12,000 million,

c) the average number of employees in the financial year
exceeds 250 persons;

and the average number of employees in the given financial
year exceeds 500 persons;

shall publish a non-financial statement containing information
to the extent necessary for an understanding of the company’s
development, performance, position, and impact of its activity,
relating to, as a minimum, environmental, social and employee

matters, respect for human rights, anti-corruption and bribery

mattets.

The annual report also shall contain environmental protec-
tion-related information.

The above provisions are the result of European Union legis-
lation. There is no other explicit authority in Hungary that sets
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such requirements. The legal possibility to conduct a judicial
oversight proceeding exists, but in practice, this is not really the
case.

2.4. Internal Controls and Fraud Measures

The supervisory board is responsible for internal control. A
supervisory board must be established if the annual average
number of full-time employees employed by the business
association exceeds 200 persons, and the works council did not
relinquish employee participation in the supervisory board.
Public limited companies shall establish a supervisory board
mandatorily. In the case of private limited companies, if so
requested by a group of shareholders together controlling

at least 5% of the voting rights, a supervisory board shall be
established.

The supervisory board is not audited and its decisions do not
need to be published.

3. Shareholder And Board Committees
3.1. What Committees Are Prescribed by Law?

There are no committees that must be established based on

a legal requirement, except the audit committee. Only pub-
lic companies limited by shares are required to set up audit
committees, which shall provide assistance to the supervisory
boatd or the boatd of directors in supervising the financial
report regime, in selecting an auditor and in working with the
auditor.

The general meeting (sharcholders’ assembly) shall elect the
audit committee from among the independent members of
the supervisory board or the board of directors. At least one
member of the audit committee shall have competence in
accounting or auditing. The audit committee is comprised of
at least three members.

According to the Civil Code, the members and founders of the
company may deviate in the articles of association from the
provisions of the Civi/ Code regarding the organizational struc-
ture and operational arrangements of the company. Therefore,
in addition to the mandatory structure, further bodies (e.g.,
committees) may also be established within the company.

Eszter lla-Horvath
Attorney-at-law
reception@kcgpartners.com
+3613013130
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3.2. What Committees Are Mandatory for Large Com-
panies?

As mentioned before, the differences do not come from the
size of the companies but depend on their form.

3.3. Remuneration of Supervisory and Executive Board
Members

The executive officers, supervisory and executive board mem-
bers perform their duties under a mandate agreement or under
an employment contract concluded with the company. The
amount of remuneration shall be specified in the underlying
mandate agreement or employment contract. If the supervi-
sory and executive board members perform their duties within
the framework of an employment relationship, the remunera-
tion shall reach at least the minimum wage in force.

Besides this, there are no rules in force concerning the amount
of remuneration of the supervisory and executive board
members.

However, in public companies limited by shares, the general
meeting shall have exclusive jurisdiction to put the remunera-
tion policy to an advisory vote. The remuneration policy shall
be put on the agenda of the general meeting (shareholders’
assembly) in the case of significant changes therein, or at least
every four years. Furthermore, the remuneration report of the
most recent fiscal year shall be put on the agenda of the gener-
al meeting and submitted to an advisory vote. These decisions
are only advisory, so they do not strictly determine remuner-
ation policy and reporting. However, if shareholders do not
consider the remuneration report to be acceptable, they may
even recall the directors or supervisory board members whose
remuneration they have concerns about.

As mentioned before, public companies limited by shares

shall make their remuneration policy and remuneration report
available to the public on their website. The remuneration
policy must be available on the website of the company for the
duration of its validity and the remuneration report must be
available on the website for at least 10 years.

Denes Glavatity

Associate
reception@kcgpartners.com
+3613013130
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1. Corporate Structure Of The Companies
1.1. General Legal Framework

In a limited liability company, there is no shareholder limit
despite the company being a private (UAB) or public one (AB).

Another popular legal form — a small partnership (MB), which
is also a limited liability legal entity, has a maximum member
count of 10. However, such members can only be natural
persons. This legal form is often chosen by startups due to no
requirements for initial contributions in the authorized capital,
simplified accounting, ability to work as a CEO under a service
agreement (in a public or private limited liability company
(UAB and AB) an employment contract is mandatory for the
CEO, naturally applying higher tax rates).

In general, there are no specific requirements a sharcholder
must meet to own shares in a Lithuanian company. Certain le-
gal forms (e.g;, credit unions) and companies (e.g;, banks) have
stricter capital and UBO transparency requirements. However,
if an investor intends to start a regular business in Lithuania,
the freedom of establishment is usually not limited. However,
banks can refuse to open bank accounts for the company if
the incorporator does not comply with AML requirements
(e.g., the source of capital leads to untransparent jurisdictions
of states subject to international or EU sanctions).

Generally, a shareholder is not liable under the obligations of
a limited liability company. However, in case a shareholder
abuses the limitation of his liability and acts in bad faith (e.g,,
adopts a decision to distribute dividends when the company is
in debt to its creditors), courts can apply direct liability to the
shareholder.

Separate legal acts establish different criteria under which a
business is regarded as very small, small, medium, or large.

The criteria mostly are: (i) held asset value; (ii) turnover per
business year; (iii) average employee amount.

For example, the Law on Corporate Accounting, which sets differ-
ent accounting requirements depending on the company’s size,
distinguishes accordingly:

B A company is regarded as very small if at least two of the
following criteria are not exceeded:

M Asset value specified in the balance sheet — EUR 350,000,
W Net annual turnover — EUR 700,000
W Average annual employee count — 10.

B A company is regarded as small if at least two of the follow-
ing criteria are not exceeded:
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W Asset value specified in the balance sheet — EUR 4 mil-
lion;

B Net annual turnover — EUR 8 million;
B Average annual employee count — 50.

B A company is regarded as medium if at least two of the
following criteria are not exceeded:

W Asset value specified in the balance sheet — EUR 20
million;

B Net annual turnover — EUR 40 million;
W Average annual employee count — 250.

W A company is regarded as large if at least two criteria of a
medium company are exceeded.

1.2. The Function of the Supervisory Board

A Supervisory Board supervises the company’s business opet-
ations. If a Supervisory Board is absent, an Executive Board
can take upon its functions.

It is responsible for:

M clection of the members of the board (if no board is
formed, the CEO) and their removal from office (if the
company operates at a loss, the supervisory board must advise
on the suitability of the members of the board (if no manage-
ment board is formed, the CEO) to exercise their office);

W supervising the activities of the board and the CEO;

M submitting proposals and comments to the general meeting
of shareholders regarding the company’s business strategy, the
annual financial statements, the company’s draft of profit/loss
distribution and the annual report of the company as well as
the business activities of the board and the CEO;

B proposing the repeal of decisions of the CEO or the board
if they contradict the laws of the Republic of Lithuania, the
Articles of Association of the company, or the decisions of
the general meeting of sharcholders;

B deciding on other issues which fall within the competence
of the supervisory board in the Articles of Association and
decisions of the general meeting of shareholders.

To ensure competencies of long-term viability, a Supervisory
Board must be re-elected not longer than every four years.
Its functions cannot be assigned to other organs, only in the
exceptional case provided above.

To ensure a proper strategical direction and the best inter-




CORPORATE GOVERNANCE 2023

ests of the company, the members of the Supervisory Board
have an obligation to protect all trade secrets and commercial
information obtained throughout the period they are in such a
position. They are also obliged to avoid any conflict of interest
or, if it arises, inform other organs of the company.

1.3. The Function of the Executive Board

The Executive Board discusses and decides on the business
strategy of the company, the annual and interim report of the
company, the management structure of the company and the
positions of the employees, the positions to which employees
are recruited through competition, regulations of branches,
and representative offices of the company.

The board is also responsible for the appointment and dismiss-
al of the CEO of the company. Their salary, working condi-
tions, etc. are also determined by the board. It is also responsi-
ble for the timely and proper convening of the general meeting
of shareholders. The board determines which information

of the company shall be considered to be commetcial/trade
secret and confidential.

The Executive Board makes decisions on:

B the company to become an incorporator or a member of
other legal persons;

M the opening of branches and representative offices of the
company;

M the investment, disposal, or lease of fixed assets with a
balance sheet value higher than 1/20 of the company’s share
capital (calculated separately for every type of transaction),
unless the company’s Articles of Association provide for a
different value;

B the pledging and mortgaging of fixed assets with a balance
sheet value higher than 1/20 of the company’s shate capital
(the total amount of transactions is calculated), unless the
company’s Articles of Association provide for a different
value;

B the provision of a guarantee or a warranty for the liabilities
of third parties whose amount is higher than 1/20 of the com-
pany’s share capital, unless the Articles of Association of the
company provide for a different value;

M the acquisition of fixed assets whose purchase price is higher
than 1/20 of the company’s shate capital, unless the Articles
of Association of the company provide for a different value;

B other matters which are within the competence of the board
in the Law on Companies, in the Articles of Association of the
company, ot by the decisions of the general meeting of share-
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holders.

The members of an Executive Board are obliged to follow
fiduciary duties, which mean, among other things, being loyal
to the company (e.g., avoiding conflict of interest), and acting
in the best interest of the company. Other duties include
acting with extra professional care and integrity and abiding
by the law and decisions of organs that are in higher com-
mand. Members of the Executive Board also have the duty of
protecting confidential information and trade secrets of the
company.

If the board 7n corpore has made an unlawful decision or the
decision against the interest and purpose of the company, such
action can be declared void, if: (i) it violates the mandatory
laws; (ii) the incorporation documents of the company; (iii)
or the principles of reasonableness and fairness.

In case of a violation of these duties, the Executive Board
members may be subject to civil liability, meaning the members
may have to reimburse the damages caused by their unlawful
acts. Liability can be addressed from two perspectives: liability
of the whole Executive Boatd (i corpore) or liability of each
individual member.

1.4. Conflicts of Interest and Related Party Transac-
tions

In general, the Executive Board members and governing
bodies have a duty to avoid any conflicts of interest with the
company.

To mitigate the risks of any transactions with related parties,

a member of the Executive Board of a company shall be
obliged to inform other governing bodies and shareholders of
the circumstances where his interest conflicts with the compa-
ny’s interests. Such notice must indicate the nature and, where
possible, the value of the interest. This information shall be
given in writing or recorded in the minutes of the meeting of
the organs company.

1.5. Legal Framework for Large Companies
See Section 3.1.

2. Corporate Governance Framework
2.1. Transparency and Public Disclosures

Although the general rule is that in Lithuania corporate
decisions made by bodies of a legal entity are not publicly
available, information about some of them (the fact of their
adoption and the most important circumstances) shall be dis-
closed publicly. This applies to, for example, capital reduction,
name change, reorganization (merger, division), conversion,
and liquidation.
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The law imposes a statutory obligation on the Articles of As-
sociation of a legal person to provide for the sources in which
the mentioned facts shall be published. Such sources may be a
daily newspaper of the Republic of Lithuania or an electronic
publication for public announcements issued by the manager
of the Register of Legal Entities. In practice, the second option is
more common.

A very large part of the data on natural and legal persons is
held in national registers. The data from the Register of Legal
Entities, the documents held in it, and other information sub-
mitted to the register are public. Some of the services and data
in this register are provided and made available free of charge,
but normally a fee, set by the Government, must be paid for
the service provided. For a fee, an extract of the company can
be ordered and documents such as the Articles of Association
and financial statements can be accessed.

The data of the Rea/ Estate Register on immovable property, the
rights iz rem, the holders of these rights, the restrictions on the
rights 7z rem, and other indications registered in this register are
also public.

In addition, a register of beneficial owners was launched in
Lithuania this year. This register is in place to prevent money
laundering and terrorist financing and ensure transparency.
Financial institutions and other obliged entities, such as audi-
tors, bailiffs, and notaries, have a duty to check the information
contained in it. However, the data in this register is also avail-
able to the public, who can request, for example, an extract of
the identification data of the beneficial owners of a particular
legal entity.

Listed companies as the ones with a higher degree of publicity
should be singled out. For instance, they must publish the fol-

lowing information: annual and semi-annual financial informa-
tion; notifications about the acquisition or loss of a package of
shares and other financial instruments that grant voting rights;
notifications about the acquisition or loss of own shares; noti-
fications about the choice of its home Member State.

2.2. Public Authorities Responsible for Monitoring Cor-
porate Governance

There is no universal set of good governance rules that can
be applied to all companies, nor is there a specific body whose
main function is to oversee the implementation of good gov-
ernance.

It is different in the case of state-owned and municipal-owned
enterprises because the state has approved the management
policy of these entities (the policy is based on the OECD
Guiidelines on Corporate Governance of State-Owned Enterprises). The
Management Coordination Centre has to monitor the govern-
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ance of the mentioned enterprises, and the good governance
index is used to assess the quality of their governance.

Companies whose securities are admitted to trading on a reg-
ulated market in the Republic of Lithuania are subject to the
Corporate Governance Code for the Companies Listed on NASDAQ
Vilnins. Although it is a recommendatory document, issuers
must indicate in the annual report how they comply with

this code, and if it is not complied with, the reasons for such
non-compliance must be reflected in the said report.

The governance of companies operating in supervised sectors
is monitored by supervisors, but only through the lens of
regulatory compliance (the legislation itself enshrines many
governance principles). For example, the Bank of Lithuania,
the State Tax Inspectorate, the State Territorial Planning and
Construction Inspectorate, the State Labour Inspectorate, and
the State Data Protection Inspectorate.

2.3.ESG

This is regulated by the Law on Corporate Accounting, the Law
on Consolidated Reporting of Groups of Companies, and the Law on
Public Sector Acconnting.

These laws provide for social responsibility reporting or similar
information in certain forms of annual reports of legal enti-
ties.

The social responsibility report shall contain information
relating to environmental questions, distinguishing climate,
social and human resources issues, human rights, and anti-cor-
ruption and anti-bribery issues, with a special focus on bribery
of foreign officials in international business transactions, as
well as other information required under Article 8 of Regu/a-
tion (EU) 2020/ 852. The information shall be provided to the
extent necessary to understand the development, performance,
condition, and impact of the undertaking,

Small and medium-sized enterprises shall have the right not to
provide the reports and analyses mentioned above.

Public sector undertakings are required to provide a narrative
analysis of their non-financial performance as a necessary part
of the annual activity report.

Annual activity reports of public sector undertakings are sub-
mitted to the National Audit Office of Lithuania or municipal
control and audit offices. For other companies, the annual
report, together with the auditor’s report (where an audit has
been carried out), is made public in the Register of Legal Entities
and, in some cases, on the companies’ websites. Failure to
comply with these obligations is subject to legal liability.

The content requirements for the relevant reports are deter-
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mined by the directly referenced laws and it is recommended
to follow the recommendations set out in the Ewropean Com-
mission Communication on the “Guidelines for non-financial reporting”

(2017/C 215/01).
2.4. Internal Controls and Fraud Measures

An internal audit is mandatory for public legal entities that are
public sector entities.

Additionally, the audit of financial statements is mandatory for
the following companies: (i) state and municipal companies,
(ii) public interest companies; (iii) joint stock companies; (iv)
private limited liability companies in which the State and/ot
the municipality is a shareholder; (v) private limited liabili-

ty companies whose prices of goods/services are regulated

by law; (vi) private limited liability companies, cooperative
societies (co-operatives), general partnerships and limited
partnerships in which all the full members are joint-stock
companies of private limited liability companies if at least two
of their indicators on the last day of the financial year exceed
the following values: net sales revenue during the reporting
financial year — EUR 3.5 million; the value of assets indicated
in the balance sheet — EUR 1.8 million; and the average annual
number of registered employees during the reporting financial
year is 50.

The compilation of financial reports, the annual report, and
the audit report must be submitted to the Register of Legal En-
tities within 30 days after the general meeting of sharcholders,
which are publicly available, meaning every person is author-
ized to obtain a copy of it. A copy of it can be obtained from
the Register of Legal Entities upon request or directly download-
ed from the internet. These services are subject to a fee.

The independence of the internal audit is regulated by the

Law on Internal Control and Internal Audit of the Republic of
Lithuania, as well as by the Order of the Minister of Finance of
the Republic of Lithuania No 1K-402 of 23 December 2019 “On
Tmplementation of Internal Andit”

The independence of the audit of financial statements is
regulated by the Law on the Audit of Financial Statements of the
Republic of Lithuania; international standards and Regu/ation of
the Enrgpean Parliament and the Council (EU) No. 537/2014.

3. Shareholder And Board Committees
3.1. What Committees Are Prescribed by Law?

First of all, it should be mentioned that the main bodies in a
company are the General Meeting of Shareholders and the
sole management body — the CEO. The Executive and the
Supervisory Boards are often a matter of company deci-
sion-making, i.e., the company is free to decide whether such a
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body is necessary.

In specific cases, the law foresees an obligation to establish one
ot both collegial bodies (the Executive Board and the Supervi-
sory Board). For example, in a public limited liability company
(AB), either an Executive Board or a Supervisory Board is
mandatory. Other situations are mainly related to individual
groups of undertakings, considering the importance of such
companies to society, the scale of operations, the number of
customers, etc. For example, in a credit union, the Executive
Board is a mandatory collegial governing body, while in a bank,
both the Executive and the Supervisory Board must exist.

A similar principle applies to the establishment of committees
and commissions. In many cases, companies themselves assess
the need for their creation and the scope of the issues to be
addressed. However, there are exceptions to this rule.

Legislation requires some public interest entities, such as listed
companies (where securities are traded on a regulated market
in Lithuania and/or a Member State), banks, and insurance and
reinsurance companies, to establish an Audit Committee.

A few examples of when the establishment of a Remuneration
Committee is mandatory: (i) for a brokerage firm, where the
average value of on-balance-sheet and off-balance-sheet assets
for the four-year period prior to the last day of the financial
year exceeds 100 million euros; and (ii) for a management
company, where it is important because of its own/or the col-
lective investment undertaking’s it manages size, organizational
structure, and the nature, scale, and complexity of its activities.

Depending on the field of activity, certain companies are
required to set up special purpose committees. For instance,
credit unions are required to have Loan Committees (that
consider loan applications from credit union members, deter-
mine the terms and conditions of the loan disbursement and
repayment, etc.), while a brokerage firm that has exceeded the
above-mentioned financial ratios is required to have a Risk
Committee (to advise the management of the brokerage firm
on the risks it has taken on, the firm’s risk-management strate-
gy, and to assist them in overseeing the implementation of that
strategy by senior management).

According to the aforementioned NASDAQ Vilnins Corporate
Governance Code, issuers falling under the scope of the code are
required to establish Audit, Remuneration, and Nomination
Committees. If they choose to have less than these three com-
mittees, such an alternative approach should be explained. The
functions of the Nomination Committee are to select candi-
dates for vacancies in the supervisory and management bodies
and to recommend them to the collegiate body for consider-
ation, to regulatly assess the structure of the supervisory and
management bodies, etc.
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3.2. What Committees Are Mandatory for Large Com-
panies?

See Section 3.1.

3.3.Remuneration of Supervisory and Executive Board
Members

Members of the Executive and Supervisory Boards may be
paid bonuses for their work on the Board. In such a case,

the decision of the General Meeting of Shatrcholders on the
distribution of a company’s profit/loss must indicate, among
other things, the portion of profit allocated for the payment of
annual bonuses to members of the Executive and the Supervi-
sory Boards.

The portion of the profit of the reporting financial year
allocated for the payment of annual bonuses to members of
the Executive and the Supervisory Boards may not exceed
1/3 of the pottion of the profit allocated for the payment of
dividends.

If a company fails to pay the taxes prescribed by laws within
the established time limits, it may not pay the annual bonuses
to members of the Executive and the Supervisory Boards.

It shall be prohibited to pay bonuses to the members of the

Executive and the Supervisory Boards in advance.

According to the case law of the Lithuanian courts, the share-
holders’ meeting or other authorized bodies of the company
may set different sizes of bonuses for different members of
the same collegial body (the Executive/Supetvisory Boatd).
Such differentiation must be based on specific criteria, and
the choice of ctriteria for the distribution of bonuses is at the
discretion of the shareholders’ meeting or other authorized
bodies of the legal person.

In this context, public limited companies whose shates are
admitted to trading on a regulated market (i.e., listed compa-
nies) again stand out. Under the current legal framework, their
General Meeting of Shareholders must approve the Remuner-
ation Policy. The CEO is responsible for drafting such a policy
and publishing it on the company’s website.

The Remuneration Report must also be published on the
listed company’s website, so the remuneration data of certain
individuals (the CEO, members of the Executive/Supervisory
Board) is publicly available.
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1. Corporate Structure Of The Companies
1.1. General Legal Framework

Moldovan legislation provides for different types of legal
forms of business entities. Conventionally, these could be
divided into three broad categories:

()] Companies (General Partnership, Limited Partner-
ship, Limited Liability Company, and Joint Stock Company)

2) Cooperatives (entrepreneurial and productive), and
3) Enterprises (state and municipal enterprises).

The most common forms are Limited Liability Companies
(LLC) and Joint Stock Companies (JSC). From a foreign
investor’s perspective, the choice is usually an LLC due to
simple and flexible registration and operation. According to
the information provided by the Agency of Public Services,
as of November 1, 2022, there are 94,742 L.I.Cs and 1,822
JSCs from a total number of 125,375 legal entities (profit and
non-profit).

Both the LLLC and JSC legal forms may be incorporated by
one ot more shareholders (which can be both individuals or
legal entities, Moldovan residents, or non-residents). An LLC
can have 2 maximum of 50 shareholders, while the maximum
number of shareholders in a JSC is not limited. In both cases,
the shareholders are responsible for company obligations with-
in the limits of their contributions to the share capital.

Law on LI.C No. 135/2007 and Law on ]SC No. 1134/1997
provide a similar structure of corporate bodies:

a) Supreme decision body: General Meeting of the Sharehold-
ers (GMS) or the Sole Shareholder;

b) Supervisory body: Supervisory Board or Council;
c) Executive body: one or more Administrators; and

d) Control body: a Censor or a Censor Committee.

The Supreme decision body and the Executive body are re-
quired in all legal forms of business entities. The Supervisory
body is mandatory in JSCs with more than 50 shareholders.
The Control body is mandatory in LLCs with more than 15
shareholders.

Moldovan legislation does not provide for any differences in
respect of corporate bodies depending on the company’s size:
whether this is a micro, small or medium-sized company. In
this regard, it is worth mentioning that in Moldova, this clas-
sification is done depending on the number of employees and
the number of the company’s total assets.

Public interest entities are required to comply with certain spe-
cific requirements in respect of their corporate bodies. These
requirements are provided in special legislation on the capital
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market, banks’ activity, and insurance companies.
1.2. The Function of the Supervisory Board

The Supervisory Board represents the interests of the share-
holders in the period between the general meetings and, within
the limits of its powers, exercises general management and
control over the company’s activity. The Supervisory Board is
subordinated to the GMS.

The main powers of the Supervisory Board are as follows:

M decides on the convening of the GMS, and also decides on
the drawing up of the list of candidates for the election of the
management bodies of the company;

W approves the market value of the goods which are the sub-
ject of a large transaction;

M decides on the conclusion of large-scale transactions and of
transactions with a conflict of interest not exceeding 10% of
the value of the company’s assets;

M concludes contracts with the managing organization of the
company;

W approves the prospectus of the offer of securities to the
public;

W approves the report on the results of the issue of the shates
and thereby modifies the company’s charter;

B decides, during the financial year, on the distribution of the
net profit, the use of the reserve capital, and the special funds
of the company;

W provides to the GMS proposals on the payment of annual
dividends and decides on the payment of intermediate divi-
dends;

W approves the amount of remuneration of the company’s
employees.

Matters falling within the competence of the Supervisory
Board may not be referred for examination to the compa-

ny’s Executive body. If the company’s Council has not been
established, does not meet the necessary quorum, or its powers
have ceased, the duties of the board, except for those of con-
vening and holding the general meeting of shareholders, shall
be exercised by the GMS.

The members of the company’s Supervisory Board are elected
by the GMS for a term that does not exceed one year in LLCs
and four years in JSCs. The same people can be re-clected an
unlimited number of times. The Supervisory Board has not
less than three members and, in case the JSC has more than
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100 shareholders, a minimum of five membets.

The member of the Supervisory Board may not be the person
who:

W is convicted of fraud, theft of property by appropriation,
embezzlement or abuse of office, deception or abuse of trust,
forgery, false deposition, giving or taking bribes, as well as for
other similar crimes;

M is a member of five councils of other companies registered
in the Republic of Moldova;

M is a member of the executive body of the company or a
representative of the company’s management organization;

M is a member of the audit committee of the company.

Meetings of the company’s Supervisory Board are held no less
than once per quarter.

By the decision of the GMS, the powers of any member of
the company’s Supervisory Board may be terminated at any
time, before the expiration of its mandate.

The Law on JSCs contains an entire chapter on the responsibili-
ty of the officials: members of the Supervisory, Executive, and
Control bodies. The officials are obliged to act in the interests
of the company and are liable for the damage caused to the
company, in accordance with civil, criminal, contravention, and
labor legislation.

The Law on LLCs provides that the rules regarding the dili-
gence, loyalty, and liability of the executive body are according-
ly applicable to the members of the Supervisory Board.

1.3. The Function of the Executive Board

The Executive Board shall cover all matters relating to the
management of the company’s business, except for matters
falling within the competence of the GMS or of the Supervi-
sory board.

The Executive Boatd is formed of one or more Administra-
tors, designated by the Supervisory Board or the GMS, accord-
ing to the procedure established by the company’s Charter.
The individuals appointed as Administrators of a company
must be registered in the Register of Legal Entities.

The Executive Board ensures the fulfillment of the decisions
of the GMS and Supervisory Board and is subordinated either
to the company’s Supervisory board or to the GMS (if this is
provided for by the company’s Charter).

The Administrator is entitled, within the limits of his duties,
to act on behalf of the company without a power of attorney,
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including carrying out transactions, approving the staff lists, to
issue orders. If more than one Administrator is appointed by

GMS or the Supervisory Board, such Administrators will have
equal powers of company’s representation, except when other-
wise is decided by the GMS, Supervisory Board or is stipulated
in the company’s Charter.

The Executive Board shall submit reports on the results of its
activity on a quarterly basis to the Supervisory board or to the
GMS.

The Law on JSCs provides the same restrictions, limitations,
and responsibilities for members of the Executive Board as for
the members of the Supervisory Board.

The Law on LLCs expressly provides that the Administrator
must manage the company so that the purposes for which it
was established are achieved as efficiently as possible. In the
exercise of their duties, the Administrator will show diligence
and loyalty. The Administrator bears full material liability for
the damage caused by them to the company.

1.4. Conflicts of Interest and Related Party Transac-
tions

The Law on JSCs contains extensive provisions dedicated to
transactions with conflict of interest. According to Art. 84 (1),
the conflict-of-interest transaction is a transaction or several
mutually related transactions that meet the following cumulative
conditions: (a) it is carried out, directly or indirectly, between
the company and the interested petson and/ox its related
persons; and (b) the value of the related transaction(s) exceeds
1% of the value of the company’s assets.

Members of the Executive Board, Supervisory Board as well
as the shareholders that hold alone or together with the affili-
ated persons more than 25% of the voting shares are consid-
ered interested persons. They must inform the Executive and
Supervisory Boards of the existence of the conflict of interest.
Failure to comply with this requitement could lead to compen-
sation to the company for the failed income.

Any transaction with a conflict of interest may be concluded
or modified by the company only by a decision of the Super-
visory Board (if the value of the transaction does not exceed
10% of the value of the company’s assets), or by a decision of
the GMS.

The transactions with conflict of interest are subject to disclo-
sure.

The Law on LLLCs contains basic provisions in respect of
conflict-of-interest transactions. The main requirements refer
to the (a) approval by the GMS of any legal act between the
administrator or a person affiliated with the administrator,
and the company, and (b) an interdiction to exercise the right
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to vote for the sharecholders in cases related to the legal acts
concluded between them or their affiliated persons and the
company or regarding his liability towards the company.

1.5. Legal Framework for Large Companies

According to the Moldovan legislation, banks, insurance com-
panies, private pension funds, and entities whose securities are
admitted to trading on a regulated market are considered public
interest entities. These are specifically regulated by provisions

of Law No. 171/2012 on the Capital Market, Law No. 202/2017
on Banks® Activity, Law No. 407/2006 on Insurance, and specific
regulations approved by the National Commission of Capital
Market NCCM) and the National Bank of Moldova (NBM).

The management body of a bank is represented by its Super-
visory and Executive Boards. All members of the management
body shall be approved by the NBM. Similatly, the officials of
an insurance company have to be approved by the NCCM.

Unlike the general rule, the legislation regulating the corpo-
rate governance of banks, credit organizations, and insurance
companies may establish specific rules regarding the formation
of corporate bodies. For instance, the Executive Board of a
bank shall consist of three individuals, elected for a term spec-
ified in the bank’s Charter. The Law on Banks’ Activity contains
extensive regulation of the application of governance princi-
ples. Detailed provisions on the management bodies, compe-
tence criteria, and evaluation procedure of the officials of the
banks and insurance companies are established in Regulations
approved by the supervisory authorities.

2. Corporate Governance Framework
2.1. Transparency and Public Disclosures

Public interest entities, including issuers whose securities are
traded on the regulated market, are subject to special disclosure
obligations. The information that is to be disclosed by a public
interest entity is expressly regulated by the Law on Capital Mar-
ket and includes:

1) annual and quarterly reports of the entity;

2) interim statement of the entity’s management;

3) information about events impacting the economic and

financial activity of the entity; and

4) the entity’s articles of incorporation.

In addition, the Law regulates specific ad hoc disclosure obliga-
tions, that include notification of corporate developments that
have an impact on the issuer’s activity, such as:

M amendments to voting rights related to different categories
of securities;
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M new issuances of securities;
M payment of dividends;

W conversions, fractioning, or consolidation of securities from
previous issuances;

B cvents that may influence the activity of the issuer or the
price of the securities admitted to trade.

The legislation expressly provides the obligation of all JSCs

to publish information on any changes in their share capital.
Public interest entities must publish in the Official Gazette of the
Republic of Moldova and on their website the announcement on
the convocation of the GMS, the agenda, and other relevant
information. Voting results shall be also placed on the entity’s
website.

Moldovan banks must report annually on the conditions under
which the bank’s activity management framework is carried
out, in accordance with the normative acts of the National
Bank of Moldova.

The responsibility for disclosing the information lies with the
executive bodies of the company.

2.2. Public Authorities Responsible for Monitoring Cor-
porate Governance

The NCCM is the independent regulatory agency that super-
vises the securities market, insurance sector, and non-banking
financing in Moldova. Banks’ activity is supervised by the
National Bank of Moldova.

A public interest entity must comply with the Corporate Gov-
ernance Code approved by the NCCM in 2015 (Code). All other
companies that are not public interest entities may follow the
Code on a voluntary basis.

Public interest entities are also required to report their com-
pliance with the Code in relation to (i) international corporate
governance standards, (ii) protection of the legitimate rights
and interests of shareholders, (iii) clarification of the roles

of its governing bodies, (iv) functionality of the entity in a
non-corrupt environment, and (v) promotion of the interests
of managers, employees, and shareholders, as well as by other
measures.

The Code prescribes specific independence requirements for
the directors of public interest entities. According to the Code,
atleast 1/3 of the board must be composed of independent
directors. The number of board members is to be sufficient

to ensure the organization of the board’s activity, including

the ability to create board committees and allow shareholders
to elect the candidate for which the shareholder has voted.
The Code also requires the board to create committees for the
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preliminary examination of the most important issues related
to the entity’s activity, such as a remuneration committee, a risk
management committee, etc.

2.3.ESG

No special ESG considerations are expressly regulated by
Moldovan legislation. However, in practice, public entities
integrate the ESG considerations in their Corporate Governance
Codes, namely:

W social responsibility and relations with interested parties;

M relations with employees and organizations that represent
their interests;

M relations with clients;

M relations with investors;

M relations with the regulating and supervisory authorities;
B community responsibility; and

M protection of the environment.

2.4. Internal Controls and Fraud Measures

The mandatory audit of the annual financial statements is cat-
ried out at the public interest entity and at the company where
the state share exceeds 50% of the share capital. The audit
company may not be an affiliate of the audited company and
its managing organization.

Any JSC is to publish the annual report and full audit report by
April 30 and to take the necessary measures to ensure that the
report remains available to the public for a petiod of at least
five years.

3. Shareholder And Board Committees
3.1. What Committees Are Prescribed by Law?

General provisions on JSCs and LLCs are silent on the necessi-
ty of the creation of any committees, giving the entity freedom
in the creation of their own organizational structure.

3.2. What Committees Are Mandatory for Large Com-
panies?

The Law on Banks’ Activity provides that the bank shall estab-
lish an audit committee and a risk management committee,
established by the Supervisory Board.

In addition, in large banks, considerable in terms of their
size, organization, and nature, extent, and complexity of their
activities, the Supervisory Board shall set up the appointment
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committee and the remuneration committee.

The powers, functions, and responsibilities of the specialized
committees, as well as the requirements for their members, are
established in the normative acts of the NBM.

3.3. Remuneration of Supervisory and Executive Board
Members

The GMS approves the amount of remuneration of the mem-
bers of the Supervisory Board. Remuneration of the Executive
Board is established either by the GMS or by the Supervisory
Board, depending on the Chartet’s provisions.

The Law on Banks’ Activity contains specific provisions on the
remuneration policy. According to Art. 39, a bank is obliged
to establish and apply remuneration policies for the members
of the executive body and for the persons holding key posi-
tions within the bank, as well as for any other employee who
receives a total remuneration that places them in the same
remuneration category as that of the members of the execu-
tive body and of the persons holding key positions, respecting,
in a manner and to an appropriate extent in relation to the size
and internal organization of the bank, its nature, scale and
complexity, specific principles provide by law.

According to the NBM regulations on the requirements for
the banks to publish the information, banks must publish the
information on the bank’s remuneration policy and practices.
However, the exact remuneration granted to each member of
the management bodies in a private company represents confi-
dential information and is not subject to public disclosure.
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1. Corporate Structure Of The Companies
1.1. General Legal Framework

Polish company law is primarily regulated by the Commercial
Companies Code of September 15, 2000, (Kodeks Spolek Hand-
lowyeh) (CCC) with additional regulations applicable to listed
companies provided for in the Act on Public Offerings, Condi-
tions Governing the Admission of Financial Instruments to Organised
Trading and Public Companies of July 29, 2005 (Ustawa o ofercie
publicznej i warunkach wprowadzgania instrumentow finansowych do
gorganizowanego systemu obrotu orag o spolkach publicznych) (Act on
Public Offer). Moreover, the Warsaw Stoch Exchange (Gzelda
Papierow Wartosciowych w Warszawie) has adopted a corporate
governance related soft-law, the Best Practice for GPW Listed
Companies 2021 (WSE Best Practice), which applies to all
companies listed on the WSE’s Main Market (Rynek Glowny)
according to the comply-or-explain approach.

Barring the European Company (Societas Eunropaea) regulated in
the Comncil Regulation (EC) No 2157/2001 of 8 October 20071 on
the Statute for a European company (SE) with only a handful of en-
tities registered in Poland, there are three types of companies
provided for and regulated under Polish law: a limited liabil-

ity company (spolka 3 ograniczona odpowiedzialnoscia), a simple
joint-stock company (prosta spolka akeyjna), and a joint-stock
company (spolka akeyjna), with the limited liability company and
the joint-stock company being the preferred and most-used

by investors. In broad terms, a Polish limited liability compa-
ny is the equivalent of the German Gesellschaft it beschrankter
Haftung (GmbH) or the French Societe a Responsabilite Limitee
(SARL), while the Polish joint-stock company is the equivalent
of the German Agtiengesellschaft (AG) or the French Societe
Anonyme (S.A.).

While there are no legal requirements regarding the type of
company in which a business of a certain size should operate,
the form of a limited liability company is considered to be
more suitable for small- and medium-size businesses with a
small number of sharcholders or lower capital requirements,
while the form of a joint-stock company being the advisable
type for the larger ones. It is worth noting that only joint-stock
companies (following complying with other applicable regula-
tory requirements) are eligible to be listed on a stock exchange.
Moreover, specific kinds of activities, mainly related to banking
and other financial activities, cannot be performed by a limited
liability company and should be performed by a joint-stock
company. The main examples of such prohibited activities are:
banking activities (involving granting credit facilities), financial
holding activities, other financial intermediation, insurance
activities, activities of pension funds, and trust activities.

Depending on the size of the company or the shareholders’
choice, the corporate bodies of a limited liability company are:
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(i) the Shareholders’ Meeting;
(ii) the Management Board; and

(iii) the Supetvisory Board and/or an Auditors’ Committee;
a Supetvisory Board/Auditors” Committee is, in most cases,
optional.

The corporate governance of a limited liability company may
operate in a one-tier or a two-tier system. The two-tier system
with the Management Board (3arzad) as the executive body
running the operations of the company and the Supervisory
Board (rada nadzorcza) or Auditors’ Committee (Romisja rewigy-
Jna) exercising permanent supervision over the company’s ac-
tivities is mandatory for limited liability companies with share
capital exceeding PLN 500,000 and with more than twenty-five
shareholders. Companies that do not meet both of the above
requirements may choose whether to operate in a one-tier
(with only the Management Board) or two-tier system.

An obligatory corporate body in each limited liability company
is the Shareholders’ Meeting (zgromadzenie wspolnikow) — the
body making decisions concerning the company’s key issues,
such as (by the book, i.e. unless the articles provide otherwise,
where possible): the examination and approval of annual
financial statements, amendments to the articles of association
of the company (umowa spolki), disposal or encumbrance of
the company’s business as a going concern or organized part
thereof, acquisition or disposal of real property, appointment
or dismissal of Management Board members, and other funda-
mental corporate activities, such as approving mergers, divi-
sions, or transformations of the company or its dissolution. It
is worth noting that most Shareholders’ Meeting resolutions
may be recorded in the form of minutes taken in simple writ-
ten form. However, Sharcholders’ Meeting resolutions amend-
ing the company’s articles of association, approving mergers,
divisions and transformations, approving the dissolution of
the company or transfer of its registered seat abroad need to
be recorded in the form of minutes taken by a notary public.

The CCC grants sharcholders some discretion to determine
the corporate governance of a limited liability company,
including the organization and powers vested in the specif-
ic corporate bodies (especially the shareholders’ meeting),
allowing the company’s articles of association to provide for
modifications relative to the statutory model.

The corporate bodies of a joint-stock company are:
(i) the General Meeting;

(ii) the Supervisory Board; and

(iii) the Management Board.

Unlike in the case of limited liability companies, a joint-stock
company may only operate in a two-tier system, with the Man-
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agement Board as the executive body running the day to day
operations of the company, and the Supervisory Board as the
non-executive body, supervising the Management Board.

The corporate body representing all the shareholders of

a joint-stock company is the General Meeting (walne zgro-
madzenie). Similar to the Shareholders’ Meeting in a limited
liability company, the General Meeting is the body making
decisions on the most important company matters such as
(by the book, i.e. unless the statute provides otherwise, where
possible): examination and approval of annual financial state-
ments, amending the company’s statute (sza#uf), disposal or
encumbrance of the company’s business as a going concern
or an organized part thereof, acquisition or disposal of real
property, appointment or dismissal of the Supervisory Board
members and other fundamental corporate activities, such as
approving mergers, divisions, or transformations of the com-
pany or its dissolution. All resolutions of the General Meeting
need to be recorded in the form of minutes taken by a notary
public.

The shateholders of a joint-stock company are granted less
leeway in determining the company’s corporate governance
since in the case of joint-stock companies the CCC allows for
fewer deviations from the statutory model.

The founders/shareholdets of both a limited liability company
and a joint-stock company may be one or more of the follow-
ing: natural persons (osoby fizyezne), legal persons (osoby prawne),
or unincorporated organizational entities that have legal capac-
ity (jednostki organizacyjne niebedace osobami prawnymi, ktorym ustawa
pryyznaje dolnose prawna), e.g;, partnerships.

There is no minimum number of shareholders required by
law. Both a limited liability company and a joint-stock com-
pany may be incorporated by a single entity and operate as a
single-member company. In such companies, the sole share-
holder exercises all the powers vested in the Shareholders’
Meeting and the General Meeting respectively, however, while
still observing the requirements regarding the form of taking
the minutes prescribed by law. To the above rule, there is one
exception: neither a limited liability company nor a joint-stock
company may be incorporated solely by a single-member limit-
ed liability company.

It is worth noting that for a joint-stock company to be eligible
to enter any listing on the WSE, either on the Main Market
(being the regulated market) or on NewConnect (being a mul-
tilateral trading facility), it must meet certain critetia regarding
the free-float of the shares.

The share capital of a limited liability company shall amount
to at least PLN 5,000 and is divided into shares (udzialy) with
the nominal value of one share being not less than PLN 50. In
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case of a joint-stock company, the share capital shall amount
to at least PLN 100,000 and is divided into shares (akge) with
the nominal value of one share being not less than PLN 0.01.
In order to incorporate a limited liability company, shares
taken up in exchange for in-kind contributions shall be fully
paid up no later than one year after the company’s registra-
tion. In joint-stock companies, in the case of shares taken up
in exchange for cash contributions, at least one-fourth of the
nominal value thereof shall be paid up prior to the company’s
registration. Moreover, where shares are taken up exclusively
in exchange for in-kind contributions or in exchange for both
in-kind and cash contributions, the contributions amounting
to at least PLN 25,000 shall be paid up prior to the company’s
registration.

Under Polish law, in the case of both a limited liability compa-
ny and a joint-stock company, a shareholder is a separate legal
entity from the company and, as a matter of principle, takes no
liability for the company’s obligations. From a practical point
of view, the business risk is limited to the capital contributed
to the company; save for certain exceptions discussed in more
detail below, Polish corporate law does not provide for piercing
the corporate veil regulations.

There are two statutory exceptions to the above-mentioned
principle. First relates to the liability of shareholders of
companies “in organization,” i.e., during the period following
their formation (execution of the articles of association ot the
statute, respectively) and until their registration with the court
registry. Shareholders of companies in organization shall be
liable, jointly and severally with the company, for the compa-
ny’s liabilities up to the value of the unpaid contributions set
forth in, respectively, the articles of association or statute of
the company.

The second exception relates to the recently adopted “holding
law.” The new regulations allow to formalize existing corpo-
rate groups into so-called “groups of companies” with one
dominant company. In a formalized group of companies, the
dominant company may (if this is justified by the group’s in-
terest) issue binding instructions to its subsidiaries. As a result,
certain additional requirements being met, the dominant com-
pany may be held liable towards the subsidiary, its remaining
shareholders, but also towards third parties — the subsidiary’s
contractors, for damage resulting from the performance by the
subsidiary of such binding instruction.

1.2. The Function of the Supervisory Board

As indicated in Section 1.1., a Supervisory Board or an Audi-
tors” Committee are — in the vast majority of cases — optional
in limited liability companies. Shareholders of limited liability
companies enjoy a right of direct supervision over the Man-

agement Board’s and the company’s activities. However, such
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right of individual supervision may be excluded in the articles
of association in case a Supervisory Board or an Auditors’
Committee is established.

If a Supervisory Board is established in a given limited liability
company, it exercises permanent supervision over the com-
pany’s activities in all aspects of its business. The Supervisory
Board may inspect all documents of the company, request
reports and explanations from the Management Board and
employees, and audit the company’s assets. The specific duties
and powers of the limited liability company’s Supervisory
Board include:

(i) evaluation of the Management Board’s report on the op-
erations of the company and the financial statements for the
previous financial year with regard to their compliance with
books, documents, and facts;

(ii) preparation and submission to the shareholders’ meeting
of a written report on the activities of the Supervisory Board
for the past financial year (Supervisory Board report);

(iii) requesting the Management Board, proxies, and persons
employed by the company under an employment contract or
performing certain activities for the company on a regular
basis under a contract for work, a contract of mandate; etc. to
prepare or submit any information, documents, explanations,
etc. concerning the company, its subsidiaries, and affiliated
companies (the Management Board shall not restrict access to
such information and shall submit it promptly, no later than
within two weeks of notification);

(iv) the possibility of establishing an ad hoc or standing com-
mittee consisting of members of the Supervisory Board to
perform specific supervisory activities;

(v) the power to pass a resolution to have a certain matter
relating to the company’s business or assets examined by a
selected advisor (advisor to the Supervisory Board) at the

company’s expense.

The articles of association may extend the powers of the
Supervisory Board, and, in particular, provide for the obliga-
tion of the Management Board to obtain the consent of the
Supervisory Board prior to performing the actions specified
in the articles of association, and transfer to the Supervisory
Board the right to suspend all or individual members of the
Management Board in performance of their duties for impor-
tant reasons (reserved for the Shareholders’ Meeting in the
statutory model).

If an Auditors’ Committee is established in a given limited
liability company, its duties include evaluation of the Man-
agement Board report on the operations of the company,
the financial statements for the previous financial year, and
motions of the Management Board concerning the distribu-
tion of profit or coverage of losses as well as drawing up and
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submitting to the Shareholders” Meeting annual written reports
presenting the outcome of the above-mentioned evaluation.
Where there is no Supervisory Board in a company, the articles
of association may provide for a broader scope of duties of
the auditors’ committee.

The Supervisory Board or an Auditors’ Committee of a limit-
ed liability company shall be composed of at least three mem-
bers appointed and removed by the Sharcholders’ Meeting,
however, the articles of association may provide for a different
Mem-
bers of the Supervisory Board shall be appointed for a one-

manner of appointing and removing members.

year term of office, unless the articles of association provide
otherwise. A member of the Management Board, holder of

a commercial proxy (prokurent), liquidator, head of branch or
plant, chief accountant, attorney-at-law, or advocate employed
with the company shall not, at the same time, be a member of
the Supervisory Board or the auditors’ committee.

Establishing a Supervisory Board is mandatory in a joint-stock
company as it shall exercise permanent supervision over the
company’s activities in all aspects of its business. Shareholders
of a joint-stock company are not entitled to exercise direct
supervision over the Management Board and the company’s
activities. Instead, they are entitled to request the Manage-
ment Boatd to provide information concerning the company.
However, the Management Board may refuse to provide such
information if it could inflict damage on the company, an
associated company, or a dependent company, partnership, or
co-operative, in particular through the disclosure of technical,
commercial, or organizational secrets of the business enter-
prise.

The Supervisory Board cannot direct or manage the affairs
of the company. The key duty and power of the Supervisory
Board are to continually supervise the company’s operations.
For that purpose, the Supervisory Board may scrutinize any
and all of the company’s documents, demand reports and
explanations from the Management Board and employees of
the company, and audit the state and condition of the compa-
ny’s assets. The specific duties and powers of the joint-stock
company’s Supervisory Board include:

(i) appointment and dismissal of Management Board mem-
bers, unless the statute provides otherwise;

(ii) representation of the company in contracts between the
company and a member of the company’s Management Board
and in disputes with him;

(iii) granting consent for payment of interim dividends;

(iv) appointment of a statutory auditor to carry out a manda-
tory audit of the company’s financial statements if the statute
provides so;

(v) indication of the dividend date, if the relevant resolution
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of the Shareholders” Meeting does not indicate it.

The Supervisory Board may also suspend from the Manage-
ment Board all or individual members thereof for important
reasons and delegate members of the Supervisory Board, for
a period of no longer than three months, to temporarily per-
form the duties of members of the Management Board who
have been removed, resigned or who, for other reasons, are
incapable of performing their duties. The statute may provide
for a broader scope of powers of the Supervisory Board, and,
in particular, provide for the obligation of the Management
Board to obtain the consent of the Supervisory Board prior to
undertaking actions set forth in the statute.

The Supervisory Board should be composed of at least three,
and in public joint-stock companies — at least five, members
appointed and dismissed by the General Meeting. However,
the statute may provide for a different manner of appointing
as well as dismissing the Supervisory Board members. The
term of office of a member of the Supervisory Board shall
be no longer than five years. A member of the Management
Boatd, a liquidator, persons reporting directly to a member of
the Management Board or a liquidator, holder of a commercial
proxy, head of a branch or a plant, as well as chief accountant,
attorney-at-law, or advocate employed at the company shall
not, at the same time, be a member of the Supervisory Board.

Both in the case of limited liability companies and joint-stock
companies, in performance of their duties, members of the
Supervisory Board (or the Auditors’ Committee if applicable)
shall exercise due diligence arising from the professional nature
of their activities and be loyal to the company. A member of
the Supervisory Board (or the auditors’ committee) shall, in
the performance of their duties, exercise due diligence arising
from the professional nature of their activities and be loyal

to the company, e.g;, not disclose company secrets, even after
their mandate has expired.

To avoid the risk that one Supervisory Board member, by
abusing their supervisory powers, adversely affects the ordi-
nary conduct of the company’s operations, the general rule un-
der the CCC is that the Supervisory Board exercises its duties
collectively, i.e., each supervisory action requires an appropriate
resolution of the Supervisory Board. An exception to this rule
is the possibility of establishing an ad hoc or standing commit-
tee of the Supervisory Board or, only in joint-stock companies,
the delegation of a Supervisory Board member to individually
perform certain supervisory actions — this also requires a spe-
cific resolution by the Supervisory Board. Establishing a com-
mittee of the Supervisory Board or delegating a Supervisory
Board member to individually perform certain supervisory
actions shall not relieve other members of their responsibility
for exercising supervision in the company.

POLAND

Members of the Supervisory Board (or the Auditors” Commit-
tee) are liable towards the company for any damage inflicted
through an act or omission contrary to the provisions of

law or, respectively, the articles of association or statute of

the company unless no fault is attributable to such member.
However, members of the Supervisory Board (or the auditors’
commiittee) shall not be in breach of the obligation to take due
care arising from the professional nature of their activities if,
acting loyally to the company, they act within the limits of rea-
sonable economic risks (the so-called business judgment rule),
including on the basis of information, analyses, and opinions
which should be taken into account in the relevant circum-
stances when carrying out a careful assessment.

1.3. The Function of the Executive Board

The Management Board is the sole executive body of the
company authorized to act for and on its behalf. The main
function of both limited liability companies’ and joint-stock
companies’ Management Boards is to represent the company
towards third parties (i.e., binding the company) and man-
age the company’s affairs. The scope of these duties entails
an obligation to act in the company’s best interest and the
Management Board members, who owe a duty of care towards
the company, are obliged to focus on the company’s welfare,
rather than the interests of its shareholders or the holding
group. Both in the case of a limited liability company and a
joint-stock company, their shareholders may be appointed to
the Management Board.

The limited liability company’s Management Board comprises
at least one person. Its members are appointed by the Share-
holders’ Meeting unless the company’s articles of association
provide otherwise. A shareholders” meeting resolution or the
articles of association may specify the requirements that Man-
agement Board member candidates should meet, e.g., regard-
ing their qualifications or education.

There are no statutory limitations regarding the maximum
length of the Management Board members’ term of office.
A Management Board member may at any time resign or be
dismissed, either for cause (in particular for a breach of the
articles of association) or without cause, but the articles of
association may limit the right to dismiss a member to signifi-
cant reasons.

In the case of joint-stock companies, Management Board
members are appointed by the Supervisory Board, unless the
statute provides otherwise. In practice, the statute often pro-
vides for deviations from this rule, e.g., granting the individual
shareholders the right to directly appoint and dismiss members
of the Management Board. Requirements to be met by the
Management Board member candidates may be specified by
the company’s statute or the General Meetings’ resolution.
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The term of office of the joint-stock company’s Management
Board members should be no longer than five years. Reap-
pointment is permitted. A Management Board member may at
any time resign or be dismissed, either for cause (in particular
for a breach of the statute or the Management Board’s bylaws)
or without cause, but the statute may limit this right to dismiss
for significant reasons only. A Management Board member
may also be suspended by the Supervisory Board.

Moreover, the joint-stock company’s Management Board shall
be obliged, without additional notice, to provide the Supervi-
sory Board with information on:

(i) resolutions of the Management Board and their subject
matter;

(ii) the situation of the company, including with regard to its
assets, as well as significant circumstances related to the con-
duct of the company’s affairs, in particular in the operational,
investment, and personnel areas;

(iii) progress in the implementation of the designated direc-
tions of development of the company’s activities, whereas

it should indicate deviations from the previously designated
directions, along with the statement of reasons for deviations;

(iv) transactions and other events or circumstances which
significantly affect or may affect the financial situation of the
company, including its profitability or liquidity;

(v) changes to information previously provided to the Supervi-
sory Board if such changes materially affect or may affect the
situation of the company.

Members of both limited liability companies” and joint-stock
companies’ Management Boards shall, in performance of their
duties, exercise due diligence arising from the professional
nature of their activities and be loyal to the company. Just like
members of the Supervisory Board (or the Auditors’ Commit-
tee), Management Board members are liable to the company
for any damage inflicted through an act or omission contrary
to the provisions of law or, respectively, the articles of associ-
ation or statute of the company, unless no fault is attributable
to such member. No breach of the obligation to take due care
arises if the Management Board member acted loyally to the
company and within limits of reasonable economic risks (the
so-called business judgment rule), including on the basis of
the information, analyses, and opinions which should be taken
into account in the relevant circumstances when carrying out a
careful assessment.

The above liability exemption does not apply if the grounds
to declare the bankruptcy of a limited liability company or a
joint-stock company do occur, and the company’s Manage-
ment Board members fail to file a petition for bankruptcy in
accordance with the Po/ish Act on Bankruptcy Law of February
28, 2003. In such case, if the potential execution against the
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company proves ineffective, the company’s Management
Board members shall be jointly and severally liable for the
company’s liabilities towards third parties, as well as the com-
pany’s tax arrears.

1.4. Conflicts of Interest and Related Party Transac-
tions

In the event of a conflict of interests between either a limited
liability company or a joint-stock company and a member of
its Management Board, their spouse, relatives and second-de-
gree next of kin, and persons with whom the member of the
management has a personal relationship, the member of the
Management Board should disclose the conflict of interests
and refrain from participating in the settlement of such issues
and may request that this fact be recorded in the relevant min-
utes of the meeting of the board.

A member of the Management Board may not, without

the company’s consent, engage in a competitive business or
participate in competitive entities as a partner in a partnership
or a civil law partnership, or a member of the authorities of

a company, or participate in any competitive legal person as a
member of its authorities. The above prohibition also applies
to participation in a competitive company, if a member of

the Management Board holds at least 10% of shares in such
company or the right to appoint at least one member of the
Management Board. Unless, respectively, the articles of associ-
ation or the statute provide otherwise, consent shall be granted
by the authority which has the power to appoint the Manage-
ment Board.

Under Polish law, there are no rules regarding a limited liability
company’s related party transactions. In the case of joint-stock
companies, such rules are in place; different for private and
listed joint-stock companies. The conclusion by a private (not
listed) join-stock company with an affiliated company of a
transaction the value of which, taken together with the value
of transactions concluded with the same company during a
given financial year, exceeds 10% of the total assets of the
company within the meaning of the accounting regulations,
determined on the basis of the last approved financial state-
ments of the company, shall require the approval of the
Supervisory Board, unless otherwise provided for in the statute
of the company.

In the case of listed joint-stock companies, conclusion of a
transaction with an affiliated entity, the value of which exceeds
5% of the total assets within the meaning of the accounting
regulations, determined on the basis of the last approved
financial statements of the company, requires the consent of
the company’s Supervisory Board. When making a decision on
granting consent to the conclusion of such a transaction, the
Supervisory Board takes into account whether it is possible
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to prevent the affiliated entity from taking advantage of its
position and ensuring appropriate protection of the interests
of the company and shareholders not being affiliated entities,
including minority shareholders. The company must disclose
on its website the information about such transaction no later
than at the time of conclusion. Such information contains:

(i) the business name of the affiliated entity with which a
transaction is concluded, and in the case of entities affiliated
being natural persons — their first and last name;

(ii) the description of the nature of relations between the
company and the affiliated entity with which the transaction is
concluded;

(iii) the date and value of the transaction;

(iv) information necessary to assess whether the transaction
has been concluded on market terms and whether it lies in the
legitimate interest of the company and shareholders not being
affiliated entities, including minority shareholders.

Listed companies are also subject to Regulation (EU) No
596/2014 of the Eurgpean Parliament and of the Council of 16
April 2014 on market abuse (market abuse regulation) and repealing
Directive 2003/ 6/EC of the European Parliament and of the Council
and Commission Directives 2003/ 124/ EC, 2003/ 125/ EC and
2004/ 72/ EC (MAR), which provides for a reporting obliga-
tion on insiders’ transactions. Pursuant to MAR, listed compa-
nies must disclose information on transactions on the com-
pany’s secutities done by individuals discharging managerial
responsibilities as well as persons closely associated with them.

1.5. Legal Framework for Large Companies

As mentioned in Section 1.1., there are additional regulations
applicable to join-stock companies listed either on a regulated
market or a multilateral trading facility. Under Polish law, these
are mainly the Act on Public Offer, MAR, and the WSE Best
Practice, with additional regulations promulgated in other
legislation.

The WSE Best Practice, nicknamed the WSE’s corporate gov-
ernance code, contain several postulates and recommendations
regarding the listed companies’ corporate governance, applied
according to the comply-or-explain approach. These relate to
disclosure policy, investor communications, functioning of

the management and Supervisory Boards, internal systems

and functions, conduct of the General Meetings, sharehold-
ers’ relations, conflict of interest, related party transactions,
and remuneration of corporate bodies members. In particu-
lar, pursuant to the WSE Best Practice, each listed company
should maintain efficient internal control, risk management,
and compliance systems and an efficient internal audit function
adequate to the size of the company and the type and scale of

its activity.
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Morteover, pursuant to the Act of May 11, 2017, on certified andi-
tors, andit firms and public supervision, listed companies must estab-
lish an Audit Committee (komitet andytn) (within the meaning
of the Regulation (EU) No 537/2014 of the European Parliament
and of the Council of 16 April 2014 on specific requirements regarding
statutory andit of public-interest entities and repealing Commission De-
cision 2005/ 909/ EC). The Audit Committee shall consist of at
least three members, appointed by the Supervisory Board from
its members. At least one member of the audit committee shall
have knowledge and skills in accounting or auditing, The ma-
jority of members of the audit committee, including its chair-
man, must be independent of the company (e.g., must not be a
person representing the controlling shareholder). The powers
and duties of the audit committee include, in particular:

(i) monitoring the financial reporting process, the effectiveness
of internal control systems and risk management systems, and

internal audits, including with regard to financial reporting and
the performance of auditing activities, in particular, the perfor-
mance of the audit by the audit firm;

(ii) controlling and monitoring the independence of the audi-
tor and audit firm, in particular when services other than audit
are provided to the company by the audit firm;

(iii) informing the Supervisory Board of the results of the au-
dit and explaining how the audit contributed to the integrity of
financial reporting in the public interest entity, as well as what
role the audit committee played in the audit process.

2. Corporate Governance Framework
2.1. Transparency and Public Disclosures

Under Polish law, transparency and disclosures to be made by
private (non-listed) companies are limited. The main publicly
available source of information regarding Polish companies

is the registry of entrepreneurs of the National Court Reg-
ister (rejestr przedsiebiorcow Krajowego Rejestru Sadowego) (NCR),
containing the basic data regarding the company, including

its financial statements, shareholding, the composition of the
corporate bodies, and manner of representation. The ccope of
mandatory disclosure is statutorily regulated. All entries in the
NCR shall also be published in the Court and Business Gazgette
(Monitor Sadowy i Godpodarezy). Such information contained in
the NCR is easily accessible through the NCR’s website. Each
company is obliged to update its information disclosed in the
NCR, while the underlying documents and information con-
cerning the company should be announced or filed with the
registry court. Such documentation includes, in particular, the
articles of association of the company and all its updates, acts
of appointment of the corporate bodies’ members, and acts
regarding the share capital increase or reduction. The undetly-
ing documentation filed with the registry court is also publicly
available, however, for inspection at the court’s office, not on
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the NCR’s website. Moreover, joint-stock companies must op-
erate their own websites, where they are obliged to publish all
corporate announcements required by law or by their statute.
The requirement to maintain a website is not applicable to
limited liability companies.

Additionally, both limited liability companies and joint-stock
companies are required to disclose their ultimate beneficial
owners in the respective central register — Central Register of
Ultimate Beneficiaries (Centralny Rejestr Benfigjentow Rzeczywistych).

Further transparency, disclosure, and/or registration obliga-
tions may apply depending on the business activities carried
out by the given company.

In the case of listed companies, the disclosure obligations
are more extensive. Under Polish law, the following types of
information require disclosure, and must be notified, both to
the public and to the Polish Financial Supervision Authority
(Komisja Nadzoru Finansowego) (PFSA):

(i) periodic information — periodic consolidated financial state-
ments and statements made by the responsible persons;

(ii) inside information/price sensitive information — infor-
mation of a precise nature, which has not been made public,
relating, directly or indirectly, to the company or to one or
more financial instruments, and which, if it were made public,
would be likely to have a significant effect on the prices of
those financial instruments or on the price of related derivative
financial instruments;

(iii) on-going information — mandatory information on certain
one-off events in the life of the Company listed expressly in
the regulations;

(iv) corporate events — information on corporate events in the
life of the Company provided to the stock exchange and rel-
evant securities depository — in Poland, the Central Securities
Depository of Poland (Krajowy Depozyt Papierow Wartosciowyeh)
— to enable them to service General Meetings, payments of
dividends and conduct similar actions;

(v) notifications of major holdings — notifications filed by
larger shareholders with information on crossing large share-
holding thresholds;

(vi) notifications on the company’s acquisitions or the disposal
of own shares;

(vii) insiders’ notifications (please see Section 1.4.)

(viii) reports on corporate governance — reports on compli-
ance or non-compliance with the WSE Best Practice.

2.2. Public Authorities Responsible for Monitoring Cor-
porate Governance

In Poland, there is no public authority directly monitoring
corporate governance. In case of the private companies, a
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similar function is performed by the NCR, which inspects the
documents received in connection with the application for
entry for their compliance with statutory law. In the case of
listed companies, the PFSA is the authority conducting their
supervision, however mostly in respect of compliance with
their information and reporting obligations.

2.3.ESG

Poland closely follows the ESG regulatory requirements
regarding non-financial reporting and disclosures provided

by the European Union. Domestically they are implemented
through several laws, but mainly by the Polish Accounting Act of
September 29, 1994 (Ustawa o rachunkowosci) (Accounting Act).
Apart from the Accounting Act, there are also other regula-
tions concerning the disclosure of information about the en-
vironment, society, and corporate governance in Poland. They
focus on clean energy as well as regulating air, land, and water
pollution, protecting human rights, workers, and consumers,
protecting animal welfare, preventing unfair competition, and
fostering equality.

The audit of the financial statements, including non-financial
parts, should be carried out by a certified public accountant
listed in the register of certified public accountants maintained
by the National Council of Certified Public Accountants (Kra-
jowa Rada Bieglych Rewidentow). The manner in which auditors
perform their work is supervised by the Polish Audit Supervi-
sion Agency (Polska Agencja Nadgorn Andytowego). The supervi-
sion of the Polish capital market, where most of non-financial
reporting and disclosures may appear is carried out by the
PFSA.

2.4. Internal Controls and Fraud Measures

Audits of internal control systems are present in the public
sector and focus on the proper use of public finances and the
operation of public institutions.

In the private sector audits of internal controls systems are
limited. The obligation to implement an internal control
system and its regular audits concerns public companies and
financial institutions, e.g., banks or brokers. These rules do
not concern other parts of private markets but may serve

as a benchmark for elaborating best practices in those other
sectors.

There is a regulation defining rules for the assessment of
internal audit independence in the public sector, i.e., the Polish
Act on Public Finances dated August 27, 2009 (Ustawa o finansach
publicznych).
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3. Shareholder And Board Committees
3.1. What Committees Are Prescribed by Law?

Apart from corporate bodies described in Section 1., there are
no other mandatory boards or committees in either a limit-

ed liability company or a joint-stock company. As indicated
before, the articles of association or statute of the company
may provide for the establishment of specialized committees
within, respectively, a Shareholders’ Meeting or a General
Meeting, a Supervisory Board, or a Management Board, but
such committees may perform only advisory functions, as they
cannot be assigned with the powers and duties of the main
cotporate bodies.

3.2. What Committees Are Mandatory for Large Com-
panies?

Please see our remarks in Section 1.5.

3.3. Remuneration of Supervisory and Executive Board
Members

There are no statutory rules regarding the remuneration of

the management and Supervisory Board members in pri-

vate companies. In the case of public companies, the Act

on Public Offer requires the company’s General Meeting to
adopt, by way of a resolution, a remuneration policy with
regard to the members of the Management Board and the
Supervisory Board. The solutions adopted in the remuneration
policy should contribute to the implementation of a business
strategy, long-term interests, and stability of the company. The
remuneration policy includes in particular:

(i) a description of fixed and variable remuneration compo-
nents, together with bonuses and other cash and non-cash
benefits which may be granted to the members of the Manage-
ment Board and the Supervisory Board;

(ii) an indication of mutual proportions of the remuneration
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COl’l’lpOﬂCl’ltS;

(iii) an explanation of the manner in which the working
conditions and remuneration conditions of the company’s
employees other than the members of the Management Board
and the Supervisory Board were taken into account when
establishing the remuneration policy;

(iv) an indication of the period for which employment
contracts, mandate contracts, task-specific contracts, or other
contracts of a similar nature have been concluded with the
members of the Management Board and the Supervisory
Board, together with an indication of the periods and condi-
tions of termination of such contracts, and if no such contract
has been concluded with a member of the Management Board
or the Supervisory Board — an indication of the type and
period for which the legal relationship between said member
of the Management Board or of the Supervisory Board with
the company has been established, as well as the period and
conditions of termination of the legal relationship;

(v) a description of the main features of additional pension
and disability pension schemes and early retirement schemes;

(vi) a description of the decision-making process used in order
to establish, implement, and review the remuneration policy;

(vii) a description of measures taken to avoid conflicts of
interest related to the remuneration policy or management of
such conflicts of interest.

Additional recommendations regarding the remuneration pol-
icy and the remuneration of the supervisory and Management
Board members are provided in the WSE Best Practice.

Specific regulations apply in the case of state-owned compa-
nies.
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1. Corporate Structure Of The Companies
1.1. General Legal Framework

The corporate bodies that Romanian must have in place de-
pend on their specific legal form, as detailed below.

Our answers will focus on limited liability companies (ILLCs)
and joint-stock companies (JSCs), as they same represent

the vast majority of Romanian companies (out of a total of
approximately 1.1 million active Romanian companies, almost
all are LLCs, with the number of Romanian JSCs being around
10,000).

Limited liability companies
Romanian LL.Cs must have at least one director (administrator).

There are no differences as regards the corporate bodies an
LLC must have in place depending on whether the same is a
small, medium, or large company.

Joint stock companies

Romanian JSCs may implement either one-tier management or
two-tier management, as detailed below.

One-tier management

The one-tier management implies appointing at least one
director. If more than one director is appointed, the number
of directors must be uneven and the appointed directors will
form a Board of Directors (Consilin de Administratie) and the
Board of Directors/shateholders will need to appoint one of
the Board members as Chairman of the Board of Directors.

JSCs subject to statutory financial statements audit are obliged
to appoint at least three directors to form a Board of Direc-
tors. In such a scenario, it is also mandatory for the Board of
Directors to delegate the management of the JSC to one or
more managers (directori), one of the same being appointed as
general manager (director general).

A JSC is subject to statutory financial statements audit if they
meet at least two of the following three criteria:

(i) the JSC’s total assets exceed a value of RON 16 million
(approximately EUR 3.2 million);

(ii) the JSC’s net annual turnover exceeds a value of RON 32
million (approximately EUR 6.4 million);

(>iii) the JSC’s average number of employees during the finan-
cial year exceeds 50.

Therefore, the management system of a one-tier management
JSC differs based on meeting at least two of the three criteria
above. It thus does not depend on whether it is a small, medi-
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um, or large company.

We also mention that JSCs that are not subject to the statutory
financial statement can also appoint a Board of Directors that
delegates the management to one or more managers.

Two-tier management

Romanian JSCs may choose to implement a two-tier manage-
ment system.

The two-tier management system implies the following corpo-
rate bodies:

(i) a directorate (Executive Board) that ensures the manage-
ment of the JSC; and

(ii) a Supervisory Board, which supervises the management
undertaken by the Executive Board.

The members of the Executive Board are appointed by the
Supervisory Board, which also appoints one of the members
of the Executive Board as the Chairman thereof.

The members of the Executive Board cannot also hold the
capacity of members of the Supervisory Board and vice versa.

Romanian LL.Cs may have a sole shareholder and a maximum
of 50 shareholders.

Romanian JSCs must have at least two shareholders.

Regatdless of the legal form, an individual and/or legal entity
cannot hold the shareholder capacity in a Romanian company
if:

(i) they have been denied by a final court decision the right to
hold a such position as a punishment complementary to the
conviction for crimes against a property by disregarding trust,
corruption, embezzlement, forgery in documents, tax evasion,
offenses provided by legislation for the prevention and sanc-
tioning of money laundering, as well as for the establishment
of measures to prevent and combat the financing of terrorism
or for the offenses provided by the Romanian Companies Law no.
31/1990,

(ii) they have committed deeds that are subject to registration
in the fiscal record.

In LLCs and JSCs, sharcholders are usually liable up to the
value of the company’s share capital.

Nevertheless, there are certain legal provisions that regulate
and expand the liability of shareholders, as follows:

(i) creditors or other persons adversely affected by the Share-
holders’ Assembly decision pertaining to the amendment of
the articles of association of a Romanian company may lodge
a complaint before the competent court to order the company
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of, as the case may be, the shareholders to cover the damages;

(ii) companies may also lodge complaints against their share-
holders for damages caused thereto;

(iii) shareholders which have concluded legal acts/deeds with
third parties on behalf of a company under the incorporation
procedure are liable for the same towards the third parties
unless the legal acts/deeds are taken over by the company after
its incorporation;

(iv) shareholders which, in fraud of creditors, abuse the lim-
ited nature of their liability and the separate legal personality
of the company, become liable without limitation as regards
the unpaid obligations of a dissolved/liquidated company, in
particular when such shareholders use the company’s assets as
their own or diminish the company’s assets for their personal
benefit or for the benefit of third parties while knowing or
ought to know that the company will thus be unable to meet
its obligations.

There are also various criminal offenses a shareholder may be
liable for (and thus face a criminal fine or imprisonment of up
to five years, depending on the actual criminal offense commit-
ted), such as:

(i) presenting, in bad faith, in the prospectuses, reports, and
communications addressed to the public, false data as regards
the incorporation of the company or as regards its economic
or legal condition or hiding, in bad faith, such data;

(ii) acquiring, on behalf of the company, shares of other com-
panies, at a price that the shareholder knows to be obviously
higher than the actual value of the shares, or, selling, on behalf
of the company, shares that the same holds, at a price that the
shareholder knows to be obviously lower than the actual value
of the shares;

(iii) using, in bad faith, the goods or the credit the company
enjoys, for a purpose contrary to the interests of the company
or for their own benefit or in favor of another company in
which they have direct or indirect interests;

(iv) spreading fake news or using other fraudulent means
which have the effect of increasing or decreasing the value

of the shares or bonds of the company or of other securities
belonging to it, for the purpose of obtaining, for themselves or
for other persons, a benefit, causing damages to the company;
this applies strictly to JSCs; practice shows that this could be
applied in connection to LLCs as well when fake news refers
to the values held by the LLC in another company;

(v) receiving or paying dividends, in any form, from fictitious
profits or which could not be distributed during the financial
year based on the interim and annual financial statements (i.e.,
the company has no profits according to the same) or contrary
to the results from the financial statements;

(vi) passing their shares or debentures into the name of
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another person for the purpose of forming a majority in the
Shareholders’” Assembly, to the detriment of other sharehold-
ers or debenture holders;

(vii) voting in Shareholders” Assemblies, in the situation
referred to in point (vi) above, as the owner of shares or de-
bentures which do not actually belong to him/het/it;

(viii) when, in exchange for an undue material benefit, he/
she/it obliges itself to vote in a certain way in the Sharehold-
ers’ Assembly or to not take part in the vote;

(ix) when involved in a fictitious transfer of shares in a
company for the purpose of committing a criminal offense or
evading or hindering criminal prosecution.

Romanian companies are split into the following categories:
(i) micro-entities;

(ii) small entities;

(iii) medium and large entities (the same being grouped into
the same category).

Micro-entities are entities that, at the date of the financial
statements, do not exceed at least two of the following three
criteria:

(i) value of the total assets — RON 1.5 million (approximately
EUR 338,000);

(ii) value of the net turnover — RON 3 million (approximately
EUR 676,500); and

(iii) the average number of employees during the financial
year — 10.

Small entities are entities that do not fall under the micro-en-
tities category and, at the date of the financial statements, do
not exceed at least two of the following three criteria:

(i) value of the total assets — RON 17.5 million (approximately
EUR 3.95 million);

(ii) value of the net turnover — RON 35 million (approximate-
ly EUR 7.9 million);

(iii) the average number of employees during the financial
year — 50.

Medium and large entities are entities that, at the date of the
financial statements, exceed at least two of the following three
criteria:

(i) value of the total assets — RON 17.5 million (approximately
EUR 3.95 million);

(ii) value of the net turnover — RON 35 million (approximate-
ly EUR 7.9 million);

(iii) the average number of employees during the financial
year — 50.
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1.2. The Function of the Supervisory Board

The main function of the Supervisory Board of a two-tier
managed Romanian JSC is to supervise the management of
the company by the Executive Board.

Its attributions are as follows:

(i) to appoint and dismiss the members of the Executive
Boatd;

(ii) to represent the company in its relationship with the Exec-
utive Board;

(iii) to request from the Executive Board any information it
deems necessary to exercise its control and supervision duties
and to undertake appropriate checks and investigations;

(iv) to verify the compliance of the management of the com-
pany with the law, articles of association, and Shareholders’
Assembly decisions;

(v) to report to the Shareholders” Assembly as regards its
supervisory activity, at least once per year;

(vi) in extraordinary circumstances, when the company’s inter-
ests require it, to convene the Shareholders” Assembly.

The Romanian Companies Law does not contain specific pro-
visions requiring guarantees from the Supervisory Board for
ensuring its competencies in terms of long-term viability,
strategical direction, and best interests of the company, as, in
the end, the role of the Supervisory Board is to supervise the
management of the company, not to undertake the same.

Nevertheless, members of the Supervisory Board must hold
professional liability insurance.

There are also additional measures prescribed by the Romanian
Companies Law aimed at preventing conflicts of interest, as
follows:

(i) members of the Supervisory Board cannot be members of
the Executive Board;

(ii) members of the Supervisory Board cannot be employees
of the company.

Moreover, specific professional and independence-related
conditions that must be met by the members of the Super-
visory Board may be established in the company’s articles of
association or via a decision of the Shareholders’ Assembly.

As regards the criteria by which a member of the Supervisory
Board is considered independent, the same is prescribed by the
Romanian Companies Law (though not directly but by reference
to independence criteria applicable to non-executive Board
members), out of which we mention the following:

(i) to not have held the director/Executive Board member of
the company or of another company controlled by the compa-
ny within the last five years;
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(ii) to not have been an employee of the company or of
another company controlled by the company within the last
five years;

(iii) to not have received remuneration or other advantages
from the company or from another company controlled by the
company within the last five years, with the exception of those
granted for holding the capacity of a member of the Supervi-
sory Board,;

(iv) to not be a significant sharcholder of the company;

(v) to not have or have had within the last year business rela-
tions with the company or with another company controlled
by the same either directly or as a result of his/her position in
another company having business relations with the company
or with another company controlled by the same;

(vi) to not hold or have held the financial auditor capacity in
the company or in another company controlled by the same
within the last three years.

While not expressly regulated under the Romanian Companies
Law, this can be regulated under the articles of association
of the company and/or in the agreement to be concluded
between the company and the members of the Supervisory
Board.

In addition, the Romanian Companies Law contains a seties of
provisions that indirectly should determine Board members
to perform their duties in the best interests of the company,
some of which are detailed below.

A limitation imposed by the Romanian Companies Law that may
aid in the Board members propetly dealing with their duties

is the fact that an individual may only hold the capacity of a
member of a Supervisory Board in a maximum of five com-
panies at the same time (such restriction not applying when
the individual holds at least one-quarter of the shares of such
company).

Moreover, the same restrictions applicable to shareholders de-
tailed above also apply to members of the Supervisory Board.

Last but not least, members of the Supervisory Board can be
held liable in court for damages caused to the company and
may also be held liable for various criminal offenses, such as:

(i) presenting, in bad faith, in the prospectuses, reports, and
communications addressed to the public, false data as regards
the incorporation of the company or as regards its economic
or legal condition or hiding, in bad faith, such data;

(ii) presenting, in bad faith, to the shareholder(s), an inaccu-
rate financial situation of the company or a financial situation
containing inaccurate data regarding the company’s financial
or legal condition, in order to hide the real situation of the
company from the sharecholder(s);
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(iii) refusing to provide appointed experts with information
necessary for the same to conduct the evaluation of goods to
be included in the share capital/share capital increase of the
company or preventing such experts, in bad faith, from under-
taking their obligations as regards such evaluation;

(iv) spreading fake news or using other fraudulent means
which have the effect of increasing or decreasing the value

of the shares or bonds of the company or of other securities
belonging to it, for the purpose of obtaining, for themselves or
for other persons, a benefit, causing damages to the company;

(v) using, in bad faith, the goods or the credit the company en-
joys, for a purpose contrary to the interests of the company or
for their own benefit or in favor of another company in which
they have direct or indirect interests.

1.3. The Function of the Executive Board

The main function of the Executive Board is to ensure the
management of two-tier managed Romanian JSCs.

The duties of the Executive Board are not detailed by the
Romanian Companies Law, which simply provides that the
Executive Board undertakes all deeds necessary and useful for
the fulfillment of the company’s business object, except those
reserved by law for the Supervisory Board and for the Share-
holders’ Assembly.

As with shareholders and members of the Supervisory Board,
one cannot hold the capacity of a member of the Executive
Board if:

(i) he/she (only individuals may hold the capacity of a mem-
ber of the Executive Board) has been denied by a final court
decision the right to hold such a position as a punishment
complementary to the conviction for crimes against property
by disregarding trust, corruption, embezzlement, forgery in
documents, tax evasion, offenses provided by legislation for
the prevention and sanctioning of money laundering, as well
as for the establishment of measures to prevent and combat
the financing of terrorism or for the offenses provided by the
Romanian Companies Law no. 31/ 1990,

(ii) they have committed deeds that are subject to registration
in the fiscal record.

The obligations detailed above as regards the members of the
Supervisory Board as regards holding a professional liability
insurance and a limited number of five mandates that may be
held at the same time also apply to members of the Executive
Board.

As with members of the Supervisory Board, members of the
Executive Board cannot be employees of the company.

Morteover, members of the Executive Board cannot hold
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the capacity of manager, director, Executive Board mem-

ber, Supervisory Board member, censor, internal auditor, or
shareholder with unlimited liability in competing companies or
those having the same business object, nor can they undertake
in their own name or on behalf of other parties the same type
of business or a competing business to that of the company
where they hold the Executive Board member capacity without
the prior approval of the Supervisory Board.

1.4. Conflicts of Interest and Related Party Transac-
tions

From a corporate perspective, there are certain provisions of
the Romanian Companies Law that aim to prevent conflicts of
interest, as follows:

M shareholders that, as regards a specific operation have, either
in their own names or on behalf of third parties, interests that
are contrary to those of the company cannot take part in the
deliberations/decision-making on said specific operation;

W directors/members of the Board of Directors that, as
regards a specific operation have, directly or indirectly, interests
that are contrary to those of the company must inform the
other directors/Board members, censors, and internal auditors
of the company as regards said contrary interests and must
abstain from partticipating to any deliberation on said specific
operation; such obligation applies also in relation to operations
where the spouse or relatives up to the fourth degree of the
director/Board member have intetests contrary to that of the
company;

B companies ate prohibited to credit ditectors/Boatrd of
Ditectors members/Executive Board members/Supervisory
Board members through operations such as: (i) lending mon-
ey; (ii) granting financial advantages in relation to or following
opetations by which the same supply goods/services/works to
the company; (iii) directly or indirectly securing loans/credits
accessed by the same; (iv) directly or indirectly securing the ex-
ecution of personal obligations thereof towards third parties;
(v) the acquisition for consideration or payment, in whole or
in part, of a claim relating to a loan granted by a third party to
the same. Such restrictions also apply to spouses and relatives
up to the fourth degree of directors/Board of Directors mem-
bers/Executive Board members/Supervisory Board members.

As regards related party transactions, the same is not prohibit-
ed under Romanian law.

However, there are certain requirements for related party
transactions imposed by the Romanian Tax Code, as follows:

(i) the same must be undertaken on an arm’s length principle;

(ii) the price of such transactions must be set on market value
for similar transactions between non-related parties;
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(iii) each member of a group must compile the transfer pric-
ing file which must reflect transactions concluded both with
members of the same fiscal group and with affiliates outside
the fiscal group.

1.5. Legal Framework for Large Companies

Medium and large companies are not required to have oth-

er mandatory corporate bodies other than those detailed in
Section 1.1., this also applies to listed companies and financial
institutions.

Nevertheless, depending on the business object of the compa-
ny, additional conditions may apply to the individuals holding
management positions, for example:

(i) companies providing medical services are required to have
a director that is a medical professional;

(ii) financial institutions need to register their management
members with the National Bank in Romania and for this pur-
pose the same need to provide documentation reflecting the
good reputation and relevant experience of such members;

(iii) conditions similar to those mentioned in point (ii) above
are also applicable to executive managers of insurance compa-
nies.

2. Corporate Governance Framework
2.1. Transparency and Public Disclosures

Public enterprises (i.e. regies antonomes incorporated by the Ro-
manian state or by territorial and administrative divisions, com-
panies where the Romanian state or territorial and administra-
tive divisions are sole shareholders, a majority shareholder or
where the same exercise control and companies held by other
companies where the Romanian state or territorial and admin-
istrative divisions are sole sharecholders, majority shareholder
or where the same exercise control) are subject to mandatory
corporate governance rules that require them to publish the
following documents on their websites:

(i) the convening notice of the Shareholders’ Assembly, at
least 30 days prior to the Assembly;

(ii) the Shareholders’ Assembly decisions, within 48 hours of
the date of the Assembly;

(iii) the annual financial statements, within 48 hours of their
approval;

(iv) the half-yearly accounting reports, within 45 days of the
end of the half-year;

(v) the annual audit report;

(vi) the list of directors and managers, the CVs of the mem-
bers of the Board of Directors and of the managers or, as the
case may be, the CVs of the members of the Executive Board
and of the Supervisory Board and the remuneration level
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thereof;

(vii) the reports of the Board of Directors or of the Supervi-
sory Board, as the case may be;

(viii) the annual report on the remuneration and other benefits
paid to directors and managers or, as the case may be, to mem-
bers of the Executive Board and of the Supervisory Board
during the financial year;

(ix) their code of ethics, within 48 hours of its approval or on
May 31 of each year, should such code of ethics be revised/
updated.

Such obligations are not applicable to private companies — the
same as not being obliged to even have a website.

Companies listed on the Bucharest Stock Exchange (BSE) may
adhere to the Corporate Governance Code published by the same
(such adherence is voluntary and not mandatory). The same
contains recommendations related to corporate governance to
be followed by listed companies, such as:

(i) publishing a remuneration policy on their website;
(ii) organizing services to maintain relationships with;

(iii) publishing information related to corporate events such as
dividends distribution, events that may lead to acquiring new
rights as a shareholder or limiting rights of shareholders.

Both Romanian LL.Cs and Romanian JSCs ate required to
submit Shareholders” Assembly decisions related to the aspects
registered in the Trade Registry (such as the registered office,
business object, directors, etc.) before the competent local
Trade Registry Office.

In the case of LLCs, Shareholders’ Assembly decisions that
lead to the amendment of their articles of association are also
published in the Official Gazette of Romania.

In the case of JSCs, in order for the same to be opposable
towards third parties, all Shareholders’ Assembly decisions,
irrespective of their subject, must be submitted before the
Trade Registry for the purpose of being published in the Official
Gazette of Romania.

Whether Supervisory Board decisions need to be publicly
disclosed or not depends on the subject of the decisions (for
example, decisions of the Supervisory Board appointing/
dismissing members of the Executive Board need to be
submitted before the Trade Registry and are published in the
Official Gazette of Romania). Thus, not all Supervisory Board
decisions need to be publicly disclosed.
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2.2. Public Authorities Responsible for Monitoring Cor-
porate Governance

This applies to public enterprises (See Section 2.1.), where the
standards of corporate governance, reporting, and audit are set
by law and monitored by the Ministry of Public Finance.

When it comes to public enterprises, corporate governance
requirements are regulated by law.

As also anticipated under Section 2.1., companies listed with
the BSE are encouraged to comply with the Corporate Govern-
ance Code/ guidelines published by the BSE.

2.3.ESG

At the moment there are no regulatory requirements related
to ESG reporting and disclosures by Romanian companies,
though large companies are starting to make such reporting
and disclosures on a voluntary basis.

At the same time, Romanian credit institutions are required
under the regulation of the National Bank of Romania to
include in their credit risk strategies a decision-making process
that considers, amongst others, ESG matters, and thus such
disclosures may need to be made for the purpose of securing
finances.

2.4. Internal Controls and Fraud Measures

Public entities (i.c., public authorities, public institutions, state
companies, regies antonomes, and companies where the state or

administrative-territorial divisions) are obliged by law to have
internal controls systems that are subject to audit undertaken

by the following:

(i) the Committee for Public Internal Audit;
(ii) the Central Harmonizing Unit for Public Internal Audit;
(iii) internal audit committees; and

(iv) internal audit departments.

As regards private JSCs, they are subject to mandatory inter-
nal audit if they are subject to a mandatory financial audit,
which occurs if the same exceeds at least two of the following
criteria:

(i) the JSC’s total assets exceed a value of RON 16 million
(approximately EUR 3.2 million);

(ii) the JSC’s net annual turnover exceeds a value of RON 32
million (approximately EUR 6.4 million);

(iii) the JSC’s average number of employees during the finan-
cial year exceeds 50.

JSCs managed under the two-tier management are also subject
to mandatory financial audit and thus are required to be sub-
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ject to internal audit.

JSCs that opt to have their financial statements audited despite
not meeting the criteria for mandatory financial audit are also
subject to internal audit.

The internal audit must be undertaken by financial auditors, in
line with international standards of internal audit adopted by
the Romanian Chamber of Financial Auditors of Romania.

Amongst others, internal auditors must consider internal con-
trol systems as part of their audit.

Internal audits must be performed by independent financial
auditors, in line with the guidelines published by the Romanian
Chamber of Financial Auditors of Romania. Such guidelines
provide certain aspects regarding the independence of the
financial auditor undertaking the internal audit, namely:

(i) if the independence of a financial auditor is potentially
impacted, the same must inform the interested parties;

(ii) internal auditors must avoid evaluating operations in which
they were involved,;

(iii) if the independence of the internal auditor may be affect-
ed as a result of consultancy services provided to the company,
the internal auditor must inform the company as regards the
same priot to accepting the audit mission.

Independence of the internal audit is also ensured by general
obligations applicable to financial auditors (which is a regulated
profession), such as:

(i) the obligation to document any and all potential signifi-
cant dangers posed on their independence such as financial
interests, business relationships, personal/family relationships,
other services provided to clients subject to audit, and so on;

(ii) the financial auditor/financial audit company that undet-
takes the financial audit must be different from the one that
undertakes the internal audit;

(iii) audit companies must have in place that prevents their
shareholders, management members, executive management,
or supervisory bodies from intervening in audits carried out by
the company in any way that may impact the independents of
the financial auditor undertaking the audits.

3. Shareholder And Board Committees
3.1. What Committees Are Prescribed by Law?

The Board of Directors of one-tier managed JSCs may estab-
lish advisory committees formed of at least two Board mem-
bers to conduct investigations and make recommendations to
the Board in areas such as audit, remuneration of directors,
managers, censors, and staff and the nomination of candidates
for various management positions.
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At least one of the members of such advisory committees
must be a non-executive Board member (i.c., the same must
not also hold the position of manager), while audit and remu-
neration committees must be formed entirely of non-executive
Board members.

Similarly, Supervisory Boards of two-tier managed JSCs may
also establish advisory committees formed of at least two
Supervisory Board members to conduct investigations and
make recommendations to the Board in areas such as audit, re-
muneration of Executive Board members, Supervisory Board
members and staff, the nomination of candidates for various
management positions. At least one member of these commit-
tees must be an independent Supervisory Board member.

Certain categories of companies may be required by special
legislation to establish certain committees, for example:

(i) credit institutions that are significant as regards their size,
internal organization, and complexity of activity must establish
a risk management committee, a nominalization committee,
and a remuneration committee;

(ii) non-banking financial institutions must establish an audit
committee and a risk management committee.

3.2. What Committees Are Mandatory for Large Com-
panies?

Medium and large companies are not required to establish

committees (the same being optional as described under Sec-
tion 3.2., unless such requirements are regulated under special
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legislation dealing with the activity of such companies, as is the
case for credit institutions and non-banking financial institu-
tions as detailed under Section 3.1.

3.3. Remuneration of Supervisory and Executive Board
Members

As a preliminary remark, the remuneration of members of the
Supervisory Board and of the Executive Board is not manda-
tory.

The remuneration of such members is established by the
shareholders, via the articles of association, Shareholders’ As-
sembly decision, or a relevant contract/agreement concluded
with the respective member.

There are no specific rules when establishing the remunera-
tion, the same being usually negotiated between the company
and the relevant Board member.

A Remuneration Committee is not mandatory for private
companies. However, such Committee is mandatory for Public
Enterprises (See Section 2.1.).

Private companies do not need to publicly disclose the remu-
neration of their directors/Board of Directors members/man-
agers/Executive Board members/Supetvisory Board membets.

The remuneration does need to be publicly disclosed by public
enterprises, by publishing the same on their websites, as men-
tioned in Section 2.1.
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1. Corporate Structure Of The Companies
1.1. General Legal Framework

As per the Companies Act, businesses (regardless of their size
small, medium, or large) may be organized through a one-tier
or two-tier corporate governance system. Companies organ-
ized on a one-tier basis have a Shareholders’ Meeting and one
or more Directors (Board of Directors/Executive Board) as
corporate bodies. In a two-tier system, they have the Share-
holders Meeting, one or mote Directors (Boatd of Directors/
Executive Board), and the Supervisory Board. It is entirely
within the competencies of the founder(s) and in their sole
discretion to decide which system shall be applicable.

Special laws regulate some industries, and their corporate
government may differ from the general regime as per the
Companies Act.

The law does not require a minimum number of shareholders
when it comes to limited liability companies (drustvo sa ogranicen-
om odgovornosen or d.0.0.) and joint-stock companies (akcionarsko
drustvo or a.d.). In both cases, there can be a sole sharehold-

er. There are also two other forms available for investors to
establish their corporate presence in Serbia. A general partner-
ship (ortacko drustvo or 0.d.) and a limited liability partnership
(komanditno drustvo or k.d.) must have at least two sharcholders.
Besides, there are no regulatory requirements the sharecholders
must meet since any natural or legal person, both local and for-
eign, can be a shareholder.

As to the liability, shareholder(s) of a limited liability compa-
ny/joint-stock company is regulatly not liable for the com-
pany’s business. However, there are two exceptions. First, the
so-called piercing of the corporate veil, when limited liability
rules are lifted, and the shareholder becomes fully responsi-
ble for the company’s business operations due to the abuse
of limited liability rules/prerogatives. This may occur when
shareholders have used the company’s assets as if they were
their own to deceive creditors or shareholders deliberately

for their benefit or a third party’s benefit, when a shareholder
reduces the company’s assets knowing the company would not
be able to meet its obligations, etc. In the case of compulsory
liquidation, the controlling shareholder (who owns 50% or
more of the voting rights solely or in conjunction with other
shareholders who are acting together) has unlimited liability
for the company’s business operations for three years follow-
ing the completion of the compulsory liquidation procedure.
Once the (mandatory) liquidation is completed, all sharehold-
ers are liable for the company’s business operations, limited to
the amount of received liquidated assets. On the other hand,
shareholders of a general partnership are liable for the com-
pany’s business. Limited liability partnership makes a specific
mixture of shareholders who are regulatly not liable for the
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company’s business operations (save to the two exceptions as
mentioned hereinabove) and shareholders who are liable for
the company’s business operations per law.

The criteria for distinguishing between micro, small, and me-
dium vs. large companies are the average number of employ-
ees, annual revenues, and the value of operating assets. The
classification under these criteria is performed independently
by the companies on the date of preparation of financial state-
ments. The information obtained will be used for the following
financial year.

Legal entities that do not exceed two of the following criteria
are classified as micro-entities:

1. The average number of employees is 10.
2. Annual business turnover of EUR 700,000.
3. The operating assets value of EUR 350,000.

Legal entities that exceed two criteria relating to micro entities
and do not exceed two of the following criteria and are classi-
fied as small entities:

1. The average number of employees is 50
2. Annual business turnover of EUR 8.8 million,

3. Value of operating assets of EUR 4.4 million.

Legal entities that exceed two criteria relating to small but do
not exceed two of the following criteria are classified as medi-
um entities:

1. The average number of employees is 250
2. Annual business turnover of EUR 35 million

3. Value of operating assets of EUR 17.5 million

Legal entities that exceed two critetia relating to medium
entities are classified as large entities. Under the Acconnting At
legal entities that will always be considered large entities are the
Central Bank of Serbia, insurance companies, financial leasing
companies, voluntary pension funds, companies managing
voluntary pension funds, open-ended and closed-ended invest-
ment funds, investment fund management companies, stock
exchanges, broker-dealer companies, and factoring companies.

1.2. The Function of the Supervisory Board

In the case of two-tier management, a company has a Super-
visory Board with at least three members. The Supervisory
Board’s main function is to supervise the company’s Directors.
Since the members of the Supervisory Board are appointed/
removed directly by the Shareholders’ Meeting, sharcholders
have direct powers and interests to ensure the competencies
of the Supervisory Board. The terms of assignment, duration,
and professional qualifications of the members of the Super-
visory Board are prescribed by the company’s Memorandum
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of Association (corporate bylaws), which the Shareholders
Meeting renders. This body also grants shareholders control
over the Supervisory Board regarding the company’s long-term
viability, strategic direction, and best interests.

Listed companies must also adhere to the corporate rules em-
bodied in the Rules of Business Operation of the Belgrade Stock
Exchange. Members of the Supervisory Board of a listed
company must follow principles outlined in the Belgrade Stock
Exchange Rules of Business Operation, like legality, due diligence,
reliability, fair conduct, professionalism, confidentiality, prohi-
bition of unfair competition, and so on.

Certain fiduciary duties fall on the members of the Supervi-
sory Board, and here particularly, the duty of care requires
attention. Under the duty of care, members of the Supervisory
Board are obliged to exercise their corporate powers diligently,
with the care of a prudent businessperson and in the reason-
able belief that they are acting in the company’s best interest.
A member of the Supervisory Board may owe damages to the
company (or, in some cases, directly to the shareholders) for
breach of the duty of care. The company or any of its shate-
holders may sue a Supervisory board member for damages on
behalf of the company (so-called derivative claim) or any of
the shareholders on behalf of the company (so-called detiva-
tive claim).

1.3. The Function of the Executive Board

The Executive Board oversees the management of the compa-
ny. Generally, the law does not prescribe specific requirements
or qualifications that executive board members must meet.
Even the Belgrade Stock Exchange Rules of Business Operation
do not stipulate additional requirements for the Executive
Board members of listed companies. The law prescribes other
requirements for entities under a special regime, like banks,
insurance companies, broker-dealer companies, and investment
companies.

1.4. Conflicts of Interest and Related Party Transac-
tions

The duty of loyalty (avoiding conflicts of interest) falls onto
the directors and other legal representatives of the company,
but also significant shareholders (those who own 25% or more
voting rights, solely or in conjunction with other shareholders
who are acting together) or controlling shareholders (those
who own 50% or more voting rights solely or in conjunction
with other shareholders who are acting together). A person

is prohibited from acting against the company’s interests for
their own benefit or the benefit of a third party. It refers to the
usage of the company’s assets, information that is not publicly
available, business opportunities, and abuse of their function
in the company.
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They are obliged to report every company transaction where
they or their related persons have a personal interest and
obtain clearance from the Board of Directors/Supervisory
Board to enter the transaction. A company that intends to
enter a related party transaction is obliged to publicly disclose
that intention on its internet presentation or in the Companies
Registry of the Serbian Business Register with details of the
transaction and personal interests in question immediately
after receiving clearance. Moreover, according to the Companies
Act, related party transactions subject to previous consent by
the Board of Directors/Supervisory Boatd are also included
in the company’s annual financial reports, publicly available in
the Companies Registry held by the Serbian Business Registers
Agency.

1.5. Legal Framework for Large Companies

Public Joint Stock Companies (PJSCs) are obliged to establish
an Audit Committee. The primary purpose of the Audit Com-
mittee is to provide oversight of the financial reporting, the
audit process, the company’s system of internal controls, and
compliance with laws, standards, and regulations. The Audit
Committee is responsible for the appointment, compensation,
and oversight of the auditors’ work. The Audit Committee is
also responsible for preparing, proposing, and overseeing the
accounting and risk management policies.

2. Corporate Governance Framework
2.1. Transparency and Public Disclosures

In line with the Companies Act, PJSCs are obliged to disclose
some aspects of their corporate governance structure publicly,
i.e., to display certain information regarding the Board of Di-
rectors/Supetvisory Board members on the internet presenta-
tion of the company and keep the information accurate and
up to date. Those are the occupation and previous employ-
ment of the Board of Directors/Supetvisory Board members,
as well as information on whether they are currently members
of the Board in other companies and, if so, what function they
perform there.

According to the Companies Act of Serbia, the Shareholders’
decisions of non-listed companies do not need to be publicly
disclosed. It is at the company’s discretion whether they will
publish those decisions. On the other hand, some PJSCs are
obliged, under the Companies Act, to disclose the minutes and
decisions of the Shareholders’ Meeting publicly and voting
results, i.e., to display that on the web page of the company
within three days after the meeting for at least 30 days.

PJSCs are also governed by the Capitals Markets Act and, there-
fore, subject to specific public disclosure requirements (of
financial statements, time, place, and agenda of the Sharehold-
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ers’ Meetings). Moreover, companies listed on the Belgrade
Stock Exchange atre subject to its Rules of Business Operation and
hence obliged to publicly disclose.

According to the Companies Act, a company is not obliged to
disclose the Supervisory Board decisions publicly, but it is
instead at the company’s sole discretion decision. Here should
be raised the importance of business secrets protection. The
legislation defines what information enjoys protection as a
business secret and under which conditions. Not all confiden-
tial information is considered a business secret. A significant
new development requires that the holder of a business secret
has taken reasonable measures to preserve its confidentiality.
In other words — if a company does not protect its business
secret by itself, no legal protection will be provided by the law.
The confidentiality agreement would be a reasonable measure
of protection. The second condition is that the information
is not generally known or readily accessible to persons who
usually encounter it during their activities. Finally, the data
must have commercial value. A clear distinction between legal
and illegal means of acquiring/disposing of a business secret
is made by precisely listing these cases.

2.2. Public Authorities Responsible for Monitoring Cor-
porate Governance

The Chamber of Commerce and Industry of Serbia adopt-
ed the Corporate Governance Code, which targets all companies
in Serbia. It is predominantly based on EU best practices

and OECD principles. The principles and recommendations
contained in this code are not binding, Still, they are recom-
mended to all companies, particularly to the Serbian Chamber
of Commerce members, as the best practice in corporate
governance. Companies may directly implement the principles
and recommendations of the code by adopting a decision of
the competent body of the company or, if needed, elaborate
them by adopting their own corporate governance code or by
adopting other internal bylaws of the company.

The Corporate Governance Code of the Belgrade Stock Exchange
also sets rules and principles to improve corporate governance
practices. This is particulatly expressed in the structure of the
code through the recommendations based on the comply or
explain rule and provisions indicating more closely the desit-
able practice of corporate governance and methods for an
efficient realization of the recommendations’ objectives. The
implementation of the code is based on the voluntary principle
and said comply or explain rule. Since the code is based on the
outdated Companies Act (2004), effective implementation of the
code shall follow its synchronization with the Companies Act of
Serbia (2011) or by adopting a fresh Belgrade Stock Exchange’s
code.
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2.3.ESG

The Accounting Act regulates non-financial reporting. Relevant
companies (large companies of public interest whose average
number of employees exceeds 500) must prepare a report on
their activities dedicated to, among other things, environmental
protection, social issues, human resources, and the application
of human rights. Moreover, a company subject to financial
report audits has to obtain clearance from the auditor that its
non-financial report has been prepared according to the law.

The Tax Authority monitors companies concerning the
Accounting Act in Serbia, hence their non-financial reporting
compliance. For specific entities (banks, insurance companies,
financial leasing companies, pension funds, and companies
managing the voluntary pension funds), said monitoring is
conducted by the Serbian central bank — the National Bank of
Serbia (Set. Narodna Banka Srbije or NBS).

2.4. Internal Controls and Fraud Measures

Every company regulates the system of internal controls
through its corporate bylaws. According to the Companies Act,
internal controls are not audited. However, the Audit Com-
mittee, if established, has certain powers that can be deemed
interchangeable with the audit. Namely, the company’s Internal
Controller regularly reports to the Audit Committee (if not
appointed, then to the Board of Directors in one-tier com-
panies, i.e., the Supervisory Board in two-tier companies) on
performed internal controls.

It is in the company’s sole competencies to define the manner
and organization of internal control (kindly see immediately
above). PJSCs* duty in this regard is leveled up. Namely, the
Companies Act of Serbia prescribes that PJSCs set out criteria
for the appointment of the company’s Internal Controller(s)
(including professional knowledge and experience), where at
least one must meet strict conditions set out for Internal Audi-
tors in line with the Accounting Act of Serbia.

3. Shareholder And Board Committees

3.1. What Committees Are Prescribed by Law?

Under the Companies Aet, the Boatd of Directors/Supetvisory
Board of a joint stock/limited liability company may establish
one or more Committees. Committees assist the members of
the Board in exercising corporate activities (preparing deci-
sions to be enacted by the Board, monitoring the implemen-
tation of the Board’s decisions, and conducting expert work
for the Board’s purposes). The Companies Act regulates the
following Committees: (i) Audit Committee, (ii) Appointment
Committee, and (iii) Remunerations Committee. Other Com-
mittees may also be constituted (e.g., Executive Committee,
Sustainability Committee, Corporate Governance Committee,
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Risk Committee).

3.2. What Committees Are Mandatory for Large Com-
panies?

Only PJCSs are obliged to establish the Audit Committee.

3.3. Remuneration of Supervisory and Executive Board
Members

The Shareholders’ Meeting of the company decides on the
remuneration of Supervisory and Executive Board members.
The Shareholders’ Meeting of a PJSC also decides on remu-
neration policies and reports.

A Remuneration Committee is not mandatory. The only man-
datory is the Audit Committee of a PJSC.

Once a year, the Board of Directors (one-tier companies)/
Supervisory Board (two-tier companies), or Remuneration
Committee, if established, of a Joint Stock Company renders
a clear and comprehensive report on remunerations that the
company or its affiliates paid or is obliged to pay to every
single, present, or past, member of the Board. The report

is made in the current year for the previous one. Joint Stock
Companies are obliged to disclose this report on their internet
presence. The report must be publicly available free of charge
for at least ten years as of its publishing date.
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1. Corporate Structure Of The Companies
1.1. General Legal Framework

In the Slovenian legal system, companies and their corporate
structure are primarily regulated in the Companies Act (Zakon
0 gospodarskih druzbah, ZGD-1, Official Gazette of Republic of
Slovenia, nr. 65/09 as amended). Two of the most common legal
forms of companies that are used for running or real estate
(RE) business in Slovenia are limited liability companies (dru-
gba z omejeno odgovornostjo — d.o.0.) and joint stock companies
(delniska druzba — d.d.). Thus, in this short guide, we will mainly
focus on those two forms of legal entities.

Each company as a legal requirement has to have the following
corporate bodies: (i) a legal representative that can represent
the company in legal transactions — the Management Body,

(ii) a Supervisory Body (not always mandatory), and (iii) a
Sharcholders’ Assembly. There is no difference in the setup
that would depend on the size of the company, but it depends
on the legal form of the entity.

The Management Body of a limited liability company typically
includes one (or more) legal representatives (i.e., a director of
the company) that governs the company, makes decisions, and
adopts resolutions on the conduct of its business. If there is
more than one director, they may each represent the company
in legal transactions solely or jointly. The number of directors
and mode of representation is decided by the shareholder(s)
and set out in the Articles of Association or Statute (in the
case of a single shareholder company). If it is envisaged in
their incorporation documents limited liability companies can
have a Supervisory Board (except for companies of public
interest where the establishment of a Supervisory Board is
mandatory). The provisions of the Companies Act that govern
a Supervisory Board of joint stock companies are applied
mutatis mutandis. The Shareholders’ Assembly includes all
shareholders, which have voting rights, and who decide on the
running of the company at meetings. In a single shareholder
limited liability company instead of the Shareholders’ Assem-
bly, the shareholder governs through the adoption of tresolu-
tions that must be entered into the Book of Resolutions (either
in electronic ot paper form).

On the other hand, joint stock companies have more strin-
gent requirements for their corporate structure in accordance
with the Companies Act. Shareholders can choose between a
one-tier or two-tier system. In a one-tier system, there is one
corporate body, the Board of Directors that is responsible

for supervising and managing the company. Although it is

not a requirement, the Executive Directors may be selected
among the Board of Directors’ members, who then handle the
day-to-day operations of the company and perform manage-
ment duties. In a two-tiered structure, bodies consist of the
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Supervisory Board, which must be appointed by the majority
of the shareholders, and the Management Board. Supervisory
Board appoints and supervises Management Board, which is
responsible for the company’s management. A Shareholders’
Assembly is mandatory and it must be convened at least once
a year. There are detailed rules that must be followed for the
convocation and conduct of the Shareholders” Assembly.

In addition, in either form, a “procurator” can be appointed.
This is a very common practice in Slovenia. Pursuant to the
Companies Act, all actions that are within the authority of
the legal representatives may be carried out by the procura-
tor, apart from disposing or encumbering RE and granting
powers of attorney for the legal representation in the court.
The limitations regarding RE assets are very useful if the
foreign investor wants to position a certain person to run the
company’s day-to-day business without the power to dispose
of or encumber any assets. The procurator’s representational
authority may be further limited (by way of joint representa-
tion) in addition to any other restrictions that are entered in
the court register.

The Companies Act requites a minimum of one sharehold-

er for the establishment of both a limited liability company
and a joint stock company. And in the case of limited liability
without specific permission by the minister responsible for
economy there cannot be more than 50 shareholders. There
are no restrictions regarding local residency or nationality
requirements for shareholders in the Slovenian legal system.
However, the Companies Act does include the following
prerequisites that a potential shareholder has to fulfill: (i) a
record of their criminal history has to be provided, certifying
they have not been convicted of a crime against the economy,
social security, legal transactions, property, the environment,
or natural resources; (ii) proof they have no outstanding tax
debt and have not been published on the list of tax debtors in
the last 12 months, and; (iii) a confirmation that they have not
received two (or more) tax or employment inspection fines in
the previous three years for illegal employment or payment for
work, not should they own at least a 25% stake as a sharehold-
er in the company that has received the aforementioned fines.

The shareholders of a limited liability or joint stock company
are generally not liable for the business of the legal entity.
However, the Companies Act includes a specific provision
regarding the possibility of “lifting the corporate veil.” Ac-
cording to this provision, shareholders can be liable for the
obligations of the legal entity in the following scenarios: (i)
if they have abused the company as a legal person in order
to attain an objective that is forbidden to them as individu-
als; (ii) if they have abused the company as a legal person,
thereby causing damage to their creditors or creditors of the
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company; (iii) if, in violation of an act, they have used the
assets of the company as a legal person as if they were their
own personal assets; or (iv) if, for their own benefit or for the
benefit of some other person, they have reduced the assets of
the company, when they knew or should have known that the
company would not be capable of meeting its obligations to
third parties.

In accordance with the Companies Act, the criteria for differ-
ing between micro, small, medium, and large companies, are:
(i) the average number of employees in a business year, (ii)
the net revenue from sales, and (iii) its assets’ value. To be
counted as one of the abovementioned types of companies, a
company has to meet two out of three criteria for two consec-
utive business years.

The criteria for a micro company are: (i) the average number
of employees in a business year does not exceed ten, (ii) the
net revenue from sales does not exceed EUR 700,000, and (iii)
its assets’ value does not exceed EUR 350,000.

The criteria for a small company are: (i) the average number
of employees in a business year does not exceed 50, (ii) the

net revenue from sales does not exceed EUR 8 million, and

(iii) its assets’ value does not exceed EUR 4 million.

The criteria for a medium company are: (i) the average num-
ber of employees in a business year does not exceed 250, (ii)
the net revenue from sales does not exceed EUR 40 million,
and (iii) its assets’ value does not exceed EUR 20 million.

A large company is one that does not meet the criteria of the
above three, or in other words, it exceeds the numbers (criteria)
of the above three (micro, small, medium).

1.2. The Function of the Supervisory Board

The main function of the Supervisory Board is to ensure that
the interests of the sharcholders are represented, with that

in mind they always act for the good of the company. Pursuant to
the Companies Act, the Supervisory Board’s main function

is to supervise the conduct of the business of the company.
The Supervisory Board in a joint stock company appoints and
recalls Management Board members. The Supervisory Board
may inspect and examine the books and documents of the
company and its treasury, the securities, stocks of goods, and
other property. The Supervisory Board may also request from
the Management Board any information necessary for the
exercise of their supervision.

The members of the Supervisory Board must act with the
legal standard of diligence of a conscientions and honest businessperson
and safeguard the trade secrets of the company. In doing so,
the members of the Supervisory Board must comply with the
recommendations of best practices and codes of conduct. The
duty of diligence includes the duty to participate personally in
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the work of the Supervisory Board and the duty to ensure that
the Supervisory Board acts propetly and in a timely manner.
In addition, other duties include the duty to request reports
and information from the Management Board, the duty to
assess the suitability of candidates for the Management Board,
the duty to monitor the work of the Management Board and
its members, and, above all, draw immediate attention to any
irregularities that may occur in the company.

In accordance with the Financial Operations, Insolvency Proceed-
ings, and Compulsory Dissolution Act (Zakon o financnem poslovanju,
postopkih zaradi insolventnosti in prisilnem prenehanju, Official Gazette
of RS, no. 176/ 21 as amended) the Supervisory Boatrd has to reg-
ularly verify whether the company is solvent in the short and
long-term viability and that the management complies with the
rules included in the beforementioned Act which regulates the
long-term financial solvency of the company. The members of
the Supervisory Board are in the case of the mentioned duties
also jointly and severally liable to the Company for any damage
suffered by the Company because of a breach of their duties.

As explained above, all participants in the corporate govern-
ance of the company have to act with diligence and conscien-
tiously while safeguarding the trade secrets of the company.
Their duties have to be performed in the best interest of the
company and its shareholders. As mentioned, the Board mem-
bers ate jointly and severally liable to the companies if they
violate their duties, unless they can prove that their duties were
fairly and conscientiously fulfilled.

1.3. The Function of the Executive Board

The Executive Board being understood as the management
body can take different forms. Limited liability companies in
Slovenia are not required to have a board as a company’s body
but can have a single director or more directors. In a one-tier
system of governance of a joint stock company, the Board of
Directors may have both executive and non-executive directors (as
explained in Section 1.1.). For public joint stock companies,
the Companies Act mandatorily structures the Board of Direc-
tors into executive and non-executive directors, but this does
not apply to non-public companies. In a two-tier system, the
Management Board performs the executive function.

Most of the responsibilities of the management bodies are
mandated in the Companies Act and other applicable leg-
islation, while others may be included in any other contract
governing the manager’s relationship with the company.

There are some legally prescribed requirements that the
members of the company’s bodies that function as legal
representatives of the company have to comply with if they
want to be appointed at their function. In this case, a natural
person cannot be a member of any of the corporate govern-
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ance bodies if a natural person: (i) is already a member of the
company’s supervisory body or; (ii) has been found guilty of a
crime affecting the economy, social security, legal transactions,
property, the environment, or natural resources (the appoint-
ment of such a representative is prohibited for five years after
the person was convicted in a final judgment or two years
after imprisonment), (iii) is subject to a preventive measure
prohibiting them from practicing their profession (during the
duration of this prohibition), and (iv) has been found guilty
in a final judgment as a member of a management or supet-
visory body of a company for which bankruptcy proceedings
had been initiated and is therefore required to pay creditors
compensation.

1.4. Conflicts of Interest and Related Party Transac-
tions

The Companies Act includes provisions that govern the
conflict of interest of members of management or supet-
visory bodies, the procuration holder, the executive director
and the manager of a public limited company, a member of
the supervisory board and the procuration holder of a limited
liability company. The before mentioned persons have to avoid
any conflict of their own interests or duties with the interests
or duties of the company which are conducted or supervised
by that same person. The Companies Act also provides the
definition of a conflict of interests which says: “zhe conflict of
interests of a person excists when impartial and objective performance

of duties, or decision-making related to carrying ont their function, is
Jeopardized due to the inclusion of personal economic interest, the interest
of family members or due to special favor or any other interests connected
to any other natural or legal person.”

If a conflict of interest occurs, the person that is in conflict
of interest has to notify it in writing the body of which they
are a member, as well as the supervisory body, no later than
three days. If the company does not have a supervisory board,
they have to inform the shareholders at the next Shareholders’
Assembly.

The Companies Act also includes provisions governing the
transparency and approval of related party transactions.
Concluding transactions with related parties refers to a wide
circle of related companies and individuals as defined in the
International Acconnting Standards (e.g., associated undertakings,
joint ventures, persons in the management of the company,
etc.). In the case of related party transaction, the approval (i.e.,
consent) of the Supervisory Board is required for the conclu-
sion of a contract between members of management, supervi-
sory bodies or executive directors and parties related to them
(including family relations) and the company, in which they
hold corporate functions.
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1.5. Legal Framework for Large Companies
Please see Section 1.1.
2. Corporate Governance Framework

2.1. Transparency and Public Disclosures

A company has to provide certain information to the Agency
of the Republic of Slovenia for Public Legal Records and
Related Services (AJPES). After the information is provided,
the AJPES publicly posts the following information: (1) (long
and shortened) name of the company, (2) registered office,

(3) business address, (4) organizational form of the company,
(5) share capital (and a number of shares, if it is a joint stock
company, or company’s shareholders if it is limited liability
company), (6) Supervisory Board members (if it has one), (7)
legal representatives (including Board of Directors), (8) tax
identification and registration number, (9) Articles of Associa-
tion or Statute, and (10) whether there is a winding-up process,
the legal fact of the process and name of the process (e.g, lig-
uidation, bankruptcy). Additionally, every company has to send
to the AJPES its annual report within three months (for small
and micro companies) or eight months (for other companies)
after the end of the business year. The AJPES then publishes
annual reports on its website so that they are freely accessible
to the public. The eight-month deadline applies to the consoli-
dated annual report as well.

If a company has a website, at least the following information
must be made available: (1) name of the company, (2) regis-
tered office, (3) registration number, (4) share capital (and the
amount of called-up capital if there is any), and (5) if there is
a winding-up process, the legal fact of the process and name
of the process (e.g., liquidation, bankruptcy).

The decisions of the Shareholders’ Assembly in principle do
not need to be publicly disclosed. However, if a company

is publicly traded on an organized market, it has to publicly
disclose the voting results two days after the Shareholders’
Assembly. Further, if shareholders vote on an exceptional
decision, they can also demand public disclosure of the vote, if
they surpass 10 percent of the shares in the vote.

The decisions adopted by the Supervisory Board do not need
to be publicly disclosed and are in practice not published un-
less such requirements arise from the stock exchange disclo-
sure rules for specific decisions (for listed companies).

2.2. Public Authorities Responsible for Monitoring Cor-
porate Governance

There is no public authority responsible for monitoring the
standards.

The corporate governance framework in Slovenia consists of
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a combination of legislation (i.c., the Companies Act), codes,
and best practice recommendations. Corporate governance
codes are voluntary, and companies can implement them and
comply with them at their own discretion. However, if the
company chooses to comply with a certain code, then its appli-
cation becomes mandatory for such a company.

There are many different corporate governance codes in
Slovenia, and once adopted, they form a part of the internal
procedures of the adopting firm and must be made public.
For example, the Slovenian Chamber of Commerce issued
the Corporate Governance Code for Unlisted Companies, which can
be used by companies if they want to. The Slovenian Direc-
tors’ Association (SDA) is a professional, not-for-profit, and
non-governmental organization that includes the members of
Supervisory Boards, Directors, and other stakeholders of cor-
porate governance, who have snfer alia adopted guidelines and
codes of corporate governance. Since the SDA plays a leading
role in education, certification, and development of corporate
governance and best practice for Boards in Slovenian compa-
nies and their reputation, many of their codes or recommenda-
tions are implemented by the companies. However, their acts
are not legally binding but are useful as guidelines of exempla-
ry business conduct.

In addition, legal entities that must be audited are required

to adhere to a governance code when preparing the so-called
governance statement, which is an integral part of the companies’
annual report.

2.3.ESG

The company’s dedication to ESG standards is treated as a
part of the non-financial aspect of the business. A company
that is subject to public interest and has more than 500 em-
ployees on a cut-off date in the balance sheet, has to include
a statement of non-financial operations in the consolidated
annual report. The statement of the non-financial aspect of
the business includes information for the understanding of
development, success, and position of the company and the
impact of its activities, and contains at least information on
environmental matters, social and human resources, respect
of human rights and matters in relation to the prevention of
corruption and bribery. The statement further includes: (i) a
short description of the business model of the company, (ii)
a description of the company’s policies regarding the above-
mentioned matters, (iii) the results of such policies, (iv) the
main risks in relation to the abovementioned matter, and ate
intertwined with the business of the company, and (v) crucial
non-financial performance indicators.

The non-financial statement must be revised by the auditor. The
auditor checks whether all information that was disclosed is in
line with the law and a statement if there are any uncertainties.

SLOVENIA

2.4. Internal Controls and Fraud Measures

Companies for which auditing is obligatory must include a
corporate governance statement in their business reports.
The report must include a description of the principal charac-
teristics of internal controls in connection with the financial
reporting procedure.

In disclosing the internal control system and risk management
the consolidated business report presents only the main char-
acteristics of the internal control systems in the consolidated
business report. The Audit Committee monitors the efficiency
and effectiveness of the company’s internal control and inter-
nal audit. Further, the auditor must cooperate with the Audit
Committee and notify them if any major issues relating to the
audit of the annual report, in particular regarding significant
deficiencies in internal control.

The Companies Act provides certain rules on the work of

an internal audit body. But the most important act regulating
auditing is the Auditing Act (Zakon o revidiranju, Official Gagette of
RS, no. 65/08 as amended) which confers power to adopt certain
rules on (internal) auditing to a Slovenian Audit Institute. The
Institute adopted a Codex of Internal-Auditing Principles (soft law)
along with other core principles for professional practice in au-
diting, including the principle of internal audit independence.

3. Shareholder And Board Committees
3.1. What Committees Are Prescribed by Law?

There is only one prescribed committee by law: an Audit Com-
mittee. But the Supervisory Board (or Board of Directors)
may choose to establish more committees such as Nomination
Committee or Remuneration Committee.

The committees may not decide on the questions reserved

for the Supervisory Board, but they can prepare decisions and
advise on the respective matter. Each committee consists of

at least three members: a president who must be a member of
the Supervisory Board and at least two other members, experts
in a concerning field. A committee must meet at least once
every three months unless Statute provides otherwise. A Com-
mittee reports to the Supervisory Board on the matters they
discussed. Remuneration for the other committee members,
who are not Supervisory Board members, is decided on by the
decision of the Supervisory Board.

3.2. What Committees Are Mandatory for Large Com-
panies?

The Companies Act provides for a mandatory Audit Commit-
tee for companies that are subject to the public interest (e.g,,

they have to prepare consolidated annual report) or in the case
of the Board of Directors if the employees demand their right
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to take part in the company bodies.

The Audit Committee is appointed by the Supervisory Board
or Board of Directors, as the case may be, and consists of at
least one independent expert who is capable of accountancy or
revision. Other members may be members of the Supervisory
Board or Non-Executive Directors of the Board of Directors,
as the case may be, as long as they are capable of working in
the area of revision.

3.3. Remuneration of Supervisory and Executive Board
Members

The Companies Act is the main source (mandatory law) of
rules for the remuneration of board members. In addition, the
Codex of Professional Ethics of the Slovenian Directors’ Association,
the Guidelines for the functioning of the Management Boards, and the
Corporate Governance Codex: for Non-Public Companies (soft laws) all
provide certain additional aspects of the remuneration policies
in the companies. If a company’s shares are publicly traded or
it is provided in the Statute or Articles of Association, it must
adopt a Remuneration Policy for the Supervisory Board and
Board of Directors. A Remuneration Policy must be con-
firmed at a Shareholders’ Assembly and revised at least every
four years. This policy must include all information about the
fixed and variable aspects of remuneration.

Members of a Board of Directors may by law receive the fol-
lowing payments for their work: a salary, benefits (e.g., a car, a
mobile phone), reimbursement of expenses (e.g, business trip,
overnight stays, education), a business performance award, a
share of profits, (the amount of remuneration is normally pro-
vided as a percentage of yearly profits), an insurance premium,
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a commission, a severance grant, and other additional remu-
nerations. The payments must be in an appropriate proportion
to the Board of Directors member’s tasks and the company’s
financial situation. However, the remuneration may be reduced
by the decision of the Supervisory Board if the business of
the company deteriorates to the extent it threatens the eco-
nomic position of the company or it could cause damage to
the company. Additionally, the Supervisory Board may request
a proportional return of already paid bonuses for business
performance under certain conditions.

Supetvisory Board membets can be paid if the Statute/Arti-
cles of Association or Shareholders Meeting determine that. If
Supervisory Board members are paid, the payment has to be
in an appropriate proportion to their tasks and the company’s
financial situation.

Except for the state-owned companies there are in principle no
limitations on the amount of remuneration that can be agreed.

Companies are in principle not required to set up a Remunera-
tion Committee.

Normally, the Supervisory Board and Board of Directors’
remunerations do not need to be publicly disclosed. But, if a
company’s shares are publicly traded or it is provided in Statute
or Articles of Association, a company (Board of Directors)
must prepare a clear and concise report on remuneration, in-
cluding all benefits of any sort, which were given to the Board
members in line with the Remuneration Policy. The report
must be revised by the auditor and published on the company’s
website once it is adopted by the Shareholders” Assembly.
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1. Corporate Structure Of The Companies
1.1. General Legal Framework

Joint stock companies (JSC) and limited liability companies
(LLC) are two of the most commonly used company types
among those regulated by the Turkish Commercial Code No.6102
(TCC). Under the TCC, the corporate bodies vary depending
on the company types or whether the company is a publicly
held or private one. Therefore, there is no differentiation in
terms of corporate bodies between small, mid-sized, and large
companies. Additionally, for publicly held companies, special
committees are required to be formed as explained further in
Section 3.2.

In JSCs, the required bodies are the board of directors (Board)
and the general assembly of shareholders (GA). The authority
of the Board arises from the TCC and the articles of associ-
ation of the respective company that is required to be regis-
tered with the relevant trade registry during registration of the
respective JSC. Pursuant to Article 365 of the TCC, the JSC is
managed and represented by the Board. On the other hand, in
the LICs, instead of a Board, a board of managers manages
and represents the company.

In both types of companies, the GA consists of sharcholders
and may only decide upon matters that are listed under the
TCC such as the election of the members of the Board or
board of managers, their removal, the distribution of profits
and dividends, and the amendment of articles of association.
To summarize, for both company types, the duties of the GA
are parallel.

It should be noted that although it is not the rule, we see that
in practice, companies that have larger capital and more size-
able transactions either qualitatively or quantifiably are estab-
lished as JSCs, whereas the remaining are established as LLCs.

There is no requirement for a minimum number of share-
holders. Thus, both JSCs and LLCs can be established by one
shareholder as per Article 338 of the TCC for a JSC and Arti-
cle 573 of the TCC for an LLC for them to be established.

Although there are no special requirements in terms of being
a shareholder in principle, such requirements and criteria may
be determined via the articles of association. As there are no
legal restrictions, both real persons and legal entities can be
shareholders.

According to Article 329 paragraph 2 of the TCC, sharehold-
ers of JSCs are only liable to the company with the capital
they have committed. In LLCs, in addition to the capital they
have committed, shareholders may also be liable for additional
payments if it is stipulated in the articles of association. How-
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ever, the additional payment liability is regulated in the Article
603 of the TCC where some conditions are set regarding the
financial situation of an LLC. The limited conditions regulated
in the relevant article are as follows:

B when the sum of the company’s basic capital and legal re-
serves cannot cover the loss of the company,

B when the company cannot operate properly without these
additional payments, or

M in any other circumstance specified in the articles of associa-
tion that necessitates equity.

An additional payment obligation can only be established as
a specific cash amount and this sum cannot be greater than
double the capital’s nominal value that is stated in the articles
of association.

Additionally, the shareholders of LLCs ate also directly liable
in proportion to their capital shares for the public receivables
that cannot be collected from the LLC as per Article 35 of
Law No. 6183 on the Procedure of Collection of Public Receivables.
Such liability for public debts does not exist for the sharehold-
ers of JSCs.

The provisions regarding the classification of enterprises and
companies according to their scales are regulated in Articles
1522 and 1523 of the TCC. In accordance with Article 1522,
the criteria as to whether enterprises are to be considered
small, mid-sized, or large are determined via regulations by the
Turkish Ministry of Customs and Trade. Pursuant to Article
1523, the criteria determined for small, mid-sized, or large en-
terprises are also valid for both LLCs and JSCs. Under Article
5 of the Regulation on the Definition, Qualification and Classification
of Small and Mid-Sized Enterprises No. 2005/ 9617, entetptises
are classified as follows:

W Micro Enterprise: Enterprises employing less than 10
employees and whose annual net sales revenue or financial
balance sheet do not exceed TRL 5 million.

B Small Enterprise: Enterprises employing less than 50 people
and whose annual net sales revenue or financial balance sheet
do not exceed TRL 50 million.

W Mid-Sized Enterprise: Enterprises employing less than 250
people and whose annual net sales revenue or financial balance
sheet do not exceed TRL 250 million.

Companies that exceed the criteria set above for mid-sized
entetptises are considered latge-scale enterptises/companies.
However, the following companies are regarded as large-scale
entetptises/companies itrespective of meeting the criteria set
above:
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B Banks, of which one of the principal areas of activity is to
preserve assets in the capacity of trust for a large group of
persons,

W Investment banks,

M Insurance companies, and

B Pension companies and similar companies.
1.2. The Function of the Supervisory Board

The TCC system is built on a single-tiered board structure.
Thus, there is no division as a separate supervisory and
executive board. However, the TCC has a flexible regime in
this regard and allows the establishment of a two-tiered board
structure. As such, Article 367 of the TCC regulates the trans-
fer (delegation) of management to some Board members and/
or third persons. Thus, with the provisions of paragraph 2 of
Article 367 and Article 370 of the TCC, it is possible to form
a supervisory board in accordance with a dualist approach.
These explanations also apply to a board of managers in LLCs.

Especially in large-scale companies, an executive board is
preferred with the transfer of authority, since it enables the
company’s business to be carried out more effectively, effi-
ciently, and easily.

Further, in the Corporate Governance Principles (Annex I of
Corporate Governance Communique (Corporate Governance Com-
munigue) issued by the Capital Market Board (CMB) (seréal 11,
No. 17.7) dated January 3, 2014) it has been regulated that the
chairman of the Board and the chief executive officer should
be different persons on the grounds that the management
should not remain in the hands of a single person, creating an
omnipotent decision maker. Pursuant to the Corporate Gov-
ernance Principles, if these titles are bestowed upon a single
person, such should be disclosed on the Public Disclosure
Platform (Kamuyu Aydinlatma Platformn (KAP)) together with its
reasons.

According to Article 369 of the TCC, Board members must
manage and represent the company with care and commit-
ment. This is an objective duty of care, and it indicates that
the Board member’s duty of care extends beyond the care
they exercise in their personal affairs. Thus, they are expected
to operate with the same care and caution as a careful and
prudent manager in a similarly qualified company under similar
circumstances. As an extension of the duty of care, Board
members are under the obligation of confidentiality, in other
wotds, Board members cannot disclose information that is
discussed in meetings or acquired outside the meeting as part
of their duty. The same principles apply to the members of
both the executive board and supervisory board in the case of
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a two-tiered board structure.

Board of managers members’ degree of care is different than
that of Board members. According to Article 626 of the TCC,
managers have to perform their duties with due care, have to
safeguard the interest of the company in good faith, and are
obliged with a duty of loyalty. Thus, while Board members’
duty of care is evaluated based on being a prudent manager,
members of the board of managers are not subjected to such
an analogy.

1.3. Function of the Executive Board

As mentioned in Section 1.2., there is no distinction between
supervisory and management bodies under Turkish law in
principle and the duties of the supervisory board are fulfilled
by the Board.

According to the TCC, the senior management of the compa-
ny, the determination of the company’s management organiza-
tion, and the establishment of the necessary order for financial
planning are non-transferable duties both for the Board and
the board of managers.

The Boatd is the body that ensures the implementation of cor-
porate governance principles in practice. The Corporate Gov-
ernance Principles state that the Board’s primary responsibility
is to manage and represent the company by maintaining the
risk, growth, and return balance at the most appropriate level,
using a logical and responsible risk management approach,
primarily by taking the company’s long-term interests into
consideration. The Board establishes the company’s strategic
goals, labor, and financial resources it will need and evaluates
the management’s effectiveness.

It is sufficient for both the Board and board of managers
members to possess full capacity and power of discernment to
fulfill their obligations and duties regulated under the TCC and
applicable laws and regulations. However, additional special
tequirements regarding the members of the Boatd/boatd of
managers may be stipulated by the articles of association.

Real persons and legal entities can be board members in both
JSCs and LLCs. If a legal entity becomes a board membet,

a real person representative should be assigned in order to
attend board meetings, vote, and sign on behalf of the legal
entity. Additionally, there are no nationality restrictions in the
TCC.

1.4. Conflicts of Interest and Related Party Transac-
tions

There are numerous articles stipulated under the TCC that
regulate the obligations of the members of the Board and
board of managers to avoid conflicts of interest and related
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party transactions. Relevant articles for Board members are as
follows:

B Board members are obliged not to compete with the compa-
ny. Accordingly, Board members cannot carry out a commer-
cial transaction that falls within the scope of the company’s
business, on behalf of themselves or someone else, without
the permission of the GA (Article 396 paragraph 1 of the
TCC).

B Board members cannot perform transactions with the cor-
porations, on behalf of themselves or anyone else without the
permission of the GA (Article 395 paragraph 1 of the TCC).

B Non-shareholder Board members and their non-shareholder
relatives are prohibited from borrowing cash from the corpo-
ration. The company cannot provide security, guarantee, or
collateral to the aforementioned persons, and cannot assume
liability or take over the debts of those persons (Article 395
paragraph 2 of the TCC).

B Board members cannot attend meetings in certain cases. Ac-
cordingly, a Board member cannot attend a meeting on matters
where their personal interests or the personal interests of one
of their descendants, spouse, or blood relatives up to the third
degree, including the third degree, conflict with the interests of
the company (Article 393 of the TCC).

In addition to these obligations, it is regulated in the Corporate
Governance Principles that the company shall not loan money,
make credit available, enlarge the term of the loan money or
credit, improve conditions, make credit available via a third
party as personal credit, or grant securities such as surety to
any of its Board members.

Article 17 paragraph 3 of the Capital Markets Law No.6362
(CML) regulates related party transactions. Accordingly, any
related party transactions of publicly held companies that ex-
ceed the thresholds of 5% and 10% of the overall revenue of
such company require a Board decision. With it exceeding each
threshold, additional obligations such as valuation, an affirm-
ative majority of independent Board members in the decision
establishing the fundamentals of the transaction, and potential
GA approval may also be necessary.

In the case of an LLC, managers are restricted from engaging
in any activity that may put them in competition with the com-
pany. However, it is expressly stipulated that the non-compete
rule is not absolute and may be repealed by the GA (Article
626 paragraph 2 of the TCC).

1.5. Legal Framework for Large Companies

There are no specific provisions regarding the mandatory
bodies of large companies regulated under the TCC except as
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explained in Section 3.1. and 3.2., where banks and publicly
held companies must establish mandatory committees. Please
refer to the relevant sections for further details.

2. Corporate Governance Framework
2.1. Transparency and Public Disclosures

According to Article 1524 of the TCC, capital companies sub-
ject to independent audit are required to launch a website with-
in three months from the date of registration of their compa-
ny with the trade registry. In general, the following information
should be published on such companies’ websites: commercial
name, names of the chairman and members of the Board/
board of managers and the auditor, and GA minutes.

In addition to the above, for publicly held companies, accord-
ing to the Corporate Governance Principles, the corporate
website shall include trade registry information, up-to-date
information about the shareholder and management struc-
ture, detailed information about privileged shares, the final
version of the companies’ articles of association together
with date and numbers of the Turkish Trade Registry Gazette

in which amendments are published; financial statements,
annual reports, prospectuses and other documents for public
disclosure, agendas of the GA meetings, lists of attendees and
meeting minutes, the form of proxy voting at the GA meeting,
mandatory information forms prepared for a tender offer or
proxy solicitation and similar forms, companies’ policy for
buy-back if any, the policy of dividend distribution, ethic rules
adopted by the company in addition to the information that
must be disclosed in accordance with the applicable laws. In
this respect, a minimum of five years’ worth of information
on the aforementioned matters must be available on the com-
pany’s corporate website. In addition to these, questions and
complaints received by the company and responses to them
must be available on the website under the frequently asked
questions section and relevant information on the website
must be prepared additionally in foreign languages for the use
of foreign investors.

According to paragraph 2 of Article 422 of the TCC, the
Board/boatd of managers is obliged to register and announce
the notarized copy of the GA decisions at the Trade Registry
Directorate. Not all matters are registered and announced, and
the matters that need to be registered and announced main-

ly include structural changes (such as a de-merger, merger,

or change of company type), amendments to the articles of
association (Article 455 of the TCC) together with capital
increase and decrease decisions (respectively Articles 456 and
473), address changes, the appointment of the members of the
Board/boatd of managers and their term of duty, the appoint-
ment of the independent auditor.
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As mentioned in Section 2.1., GA minutes must be also pub-
lished on the company’s corporate website.

The TCC does not stipulate a rule requiring the public dis-
closute of all Board/board of managers decisions. Howevet,
according to Atrticle 373 of the TCC, the Board/board of
managers should submit the notarized copy of their decision
that identifies the person authorized to represent together their
authorities to the Trade Registry Directorate for registration
and announcement. In addition to the abovementioned rule,
the internal directive prepated by the Board/boatd of man-
agers, which comprises the rules regarding the GA’s working
principles and procedures is also registered at the Trade Reg-
istry Directorate and announced according to Article 419 of
the TCC. Also, if the JSC adopted the registered share capital
system, the Board decision approving the share capital increase
must be registered and announced.

2.2. Public Authorities Responsible for Monitoring Cor-
porate Governance

According to Article 17 of the CML, the CMB is responsible
for determining the corporate governance principles for pub-
licly held corporations.

Additionally, the Banking Regulation and Supervision Agency
(BRSA) sets corporate governance rules for banks and finan-
cial institutions.

The Public Oversight Accounting and Auditing Standards Au-
thority (Kamu Gogetinmi Mubasebe ve Denetim Standartlari Kurnmu
(KGK) is a regulatory and supervisory government agency
established in Turkey to protect the public interest regarding
accurate and independent preparation of audit reports, to pro-
vide accurate, reliable, and comparable financial information,
and to oversee the audits of large-scale companies, including
listed companies, banks, and insurance companies.

The Corporate Governance Communique and the Corporate
Governance Principles and its annex, are the main regulations
regarding corporate governance. The respective principles
apply only to public companies having their shares traded on
the stock exchange and companies which are considered as
publicly held as per the law. It should be noted that most of
those principles are advisory, and not mandatory.

Additionally, there is the Communique on the Corporate Gov-
ernance Principles of Banks dated November 1, 20006, regard-
ing the corporate governance of banks.

2.3.ESG

Non-financial reports mainly evaluate the transparency, envi-
ronmental, and social obligations of companies, and they are
presented to the stakeholders. There is no legal regulation on
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non-financial reporting in Turkey. Having said that, since fi-
nancial reports can no longer satisfy the investor’s information
needs, companies are turning to alternative reporting methods.
Therefore, non-financial reporting is increasing day by day.

Currently, there is no public authority in Turkey responsible
for setting standards for non-financial reporting and disclo-
sures.

2.4. Internal Controls and Fraud Measures

In accordance with the Decree on the Determination of the
Companies Subject to Independent Audit, the following com-
panies are subject to independent auditing:

B Companies included in List I attached to the decree,

B Companies whose capital market instruments are not traded
in a stock exchange or other organized markets, but are con-
sidered publicly traded within the scope of the CMB, and

W Companies included in List IT attached to the decree.

For these companies, such criteria and threshold values are
also regulated separately. Accordingly:

1. Companies in List I attached to the decree are subject to
independent auditing regardless of any criteria.

In the attached List I, companies are listed under a total of six
separate headings, such as investment institutions, portfolio
management companies, valuation institutions, banks, and
factoring companies. It is regulated that these companies are
subject to independent audits without being bound to any
criteria.

2. The following threshold values are foreseen for companies
whose capital market instruments are not traded on a stock

exchange but are considered publicly traded within the scope
of the CMB.

B Total assets of TRL 30 million,
B Annual net sales revenue of TRI. 40 million, and
W 50 employees.

Those who fulfill at least two of the criteria in two consecutive
accounting periods ate subject to independent audit as of their
following accounting period.

3. The following threshold values are foreseen for the compa-
nies specified in List IT attached to the Decision.

M Total assets of TRL 60 million,
B Annual net sales revenue of TRL 80 million, and

W 100 employees.
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Those who fulfill at least two of the criteria in two consecutive
accounting periods are subject to independent audit as of their
following accounting period.

4. The threshold values for companies not covered by the
above are as follows:

M Total assets are TRL 75 million,
B Annual net sales revenue of TRL 150 million, and
W 150 employees.

Those who fulfill at least two of the criteria in two consecutive
accounting periods are subject to independent audit as of their
following accounting period.

Independent audit reports are also published on the company’s
website together with the financial reports.

Internal audit is related to the assurance of independent and
objective activity and contributes to the efficiency of corporate
governance. According to Article 29 of the Banking Law No.
5411 (BankL..), banks are required to form an internal audit
mechanism with the assistance of the Board. In a nutshell, this
internal audit mechanism should govern all units, branches,
and partnerships of a bank. In this framework, the bank in-
spectors audit the banking activities whether they comply with
the legislation, internal regulations, and banking principles.

Under Article 29 of the BankL., it is cleatly regulated that the
internal audit activities are carried out impartially and inde-
pendently with due professional care. In this respect, the inter-
nal audit report must be prepared and submitted to the Board
via the audit committee at least once every quarter.

The Regulation on Internal Systems of Banfks also sets the Board’s
responsibilities for selecting the audit committee. Various
restrictions on who may represent the committee are contem-
plated under Article 6 of the BankI, some of which are as
follows:

B Not being among the Board members who have executive
duties in the bank,

B Not having qualified shates in the bank and partnerships
subject to consolidation, and

W Prohibition on spouses or children holding the positions of
general manager, assistant general manager, or other compara-
ble positions within the bank.

3. Shareholder And Board Committees
3.1. What Committees Are Prescribed by Law?

There is no regulation that obliges companies to establish
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commiittees, except in the case of publicly held companies.
Mandatory committees for publicly held companies are
explained in detail in Section 3.2. In addition, pursuant to
Article 24 of the BankL., it is obligatory to establish an audit
commiittee to assist the Board in carrying out their audit and
surveillance activities.

Even though it is not mandatory by the TCC, the Board of
ptivately held/closed companies or the board of managers
may also establish committees to monitor its business more
effectively, conduct internal audits, or implement certain Board
decisions.

3.2. What Committees Are Mandatory for Large Com-
panies?

The following committees must be established by the Board
for publicly held companies to effectively carry out their obli-
gations in accordance with the Corporate Governance Princi-
ples governed by the CMB:

1. The Audit Committee is in charge of the supervision of

the company’s accounting system, public disclosure of the
financial information, independent auditing, and the operation
and efficiency of internal control and internal audit system.
Election of the independent audit institution, initiation of the
independent audit process by preparing the contracts of inde-
pendent audit, and the work of the independent audit institu-
tion at all levels shall be conducted under the supervision of
the audit committee. The independent audit institution and the
service to be purchased from this institution shall be deter-
mined by the audit committee and submitted for the approval
of the Board.

2. The Corporate Governance Committee is in charge of detet-
mining whether the principles of corporate governance are
applied. If not, it is among the duties of the committee to
determine the reason for non-implementation and give advice
on such issues to the Board in order to improve corporate
governance.

3. The Nomination Committee is in charge of the establishment
of a transparent system for the identification, evaluation, and
training of suitable candidates for management positions with
administrative responsibility, and to work on determining poli-
cies and strategies in this regard.

4. The Early Detection of Risk Committee is responsible for

the early detection of risks that may endanger the existence,
development, and continuation of the company, by taking the
necessary precautions regarding the risks identified, working to
manage the risk, and reviewing the risk management systems
at least once every year.

5. The Remuneration Committee is in charge of the designations
of the principles, criteria, and implementations to be used in
the remuneration of the Board members and the executives
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by considering the long-term targets of the company and
supervision thereof and submits its advice with respect to
the remuneration of the Board and the executive managers
while considering the achievement level to the criteria used in
remuneration.

However, according to the Corporate Governance Principles,
the corporate governance committee may also perform the
duties of the nomination and remuneration committees if they
have not been established independently due to the Board’s
organizational structure.

3.3. Remuneration of Supervisory and Executive Board
Members

It is not mandatory to establish a Remuneration Committee
in JSCs and LLCs. As stated in Section 3.2., even publicly held
corporations are not required to have a Remuneration Com-
mittee.

Under the TCC, the remuneration of members of the Board/
board of managers members is not mandatory. However,
according to Article 394 of the TCC, if the amount is deter-
mined by the articles of association or a GA decision, mem-
bers of the Board/board of managers can be paid in the form
of the attendance fee, salary, bonus premium, or a share of
the annual profit. However, certain requirements have been
stipulated under Article 511 of the TCC regarding the remu-
neration of Board members. In this respect, dividends may be
given to Board members only after a certain allocation is made
for the legal reserve and after the dividend is distributed to the
shareholders at the rate of 5% of the paid-in capital or at a
higher rate stipulated in the articles of association.

While the remuneration of Board members is clearly regulat-
ed in Article 394 of the TCC, no similar regulation has been
adopted for the board of managers’ members. However, in
Article 616 of the TCC, it is regulated that the salaries of
members of the board of managers will be determined by the
GA.

The equal treatment principle prevailing in the TCC has no
application in terms of remuneration. Accordingly, different
payments can be made to the members of the Board and
board of managers depending on their experience and contri-
bution to the company.

In the Corporate Governance Principles, it is regulated that the
financial rights provided to Board members will be determined
as a result of an evaluation based on performance. In the re-
muneration of independent board members, share acquisition
plans or payment plans based on the company’s performance
cannot be taken into account according to the Corporate Gov-
ernance Principles. In addition, the amount of remuneration
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for the said members must be at a satisfactory level to protect
their independence.

Pursuant to the TCC, the determination of the remuneration
of the members of the Board and the board of managers is
one of the non-transferable duties of the GA. As mentioned
in Section 2.1., GA meeting minutes must be registered under
the Trade Registry Directorate and announced in the Trade
Registry Gazette. These explanations are also valid for the remu-
neration of the members of the board of managers.

Companies who are required to establish a website should
publish their GA minutes on their website. Pursuant to the
Corporate Governance Principles, remunerations and all
other benefits provided to the Board members and executives
with administrative responsibility are disclosed to the public
through the annual activity report.
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1. Corporate Structure Of The Companies
1.1. General Legal Framework

Ukrainian corporate governance rules vary depending on the
organizational form of the company. There are clear legislative
regulations for limited liability companies (LLCs) and joint
stock companies (JSCs) in the respective since these types of
companies are the most common.

Additionally, Ukrainian law contains general corporate govern-
ance provisions regarding entities established in other forms;
however, in such cases, detailed provisions regarding corporate
governance are expected to be included in the charter and
other internal documents. Therefore, this will focus on LLCs
and joint stock companies as well as exclude information on
the state companies.

Ukrainian companies previously used to have only a classical
two-tier corporate governance model with two mandatory
bodies — a shareholders’ meeting (or sole shareholder) as the
highest body and an executive body (either collective or indi-
vidual), as well as an optional supervisory board (public joint
stock companies and joint stock companies with more than 10
shareholders).

The new Law on JSCs entered into force on January 1, 2023,
changed this approach and allowed the companies to choose
between the two-tier and one-tier model (with executive and
non-executive directors on the board of directors). The law is
intended to regulate JSCs, but provisions on the choice of the
model apply to LLCs as well.

The said law also introduces several requirements for large
companies (e.g., regarding the supervisory board commit-
tees). According to the accounting legislation, the company is
deemed large if two of the three following criteria are met:

M assets value exceeds EUR 20 million,

M net revenue from sales exceeds EUR 40 million,

B the average number of employees is more than 250.
1.2. The Function of the Supervisory Board

The primary function of the supervisory board is to oversee
the activity of the company’s executive body. A one-tier model
would vest these functions in the non-executive board mem-
bers responsible for controlling executive members.

The Law on [SCs provides for a number of specific powers of
the supervisory board (e.g., convening the shareholders’ meet-
ing, approval of the assets” market value, etc.). Alongside these
powers, the charters may indicate additional matters within the
competence of the supervisory board.

The shareholders of a public JSC may not be able to take
over these functions — this is the only example of the limited
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powers of the shareholders; in other cases, they can decide on
all matters.

Comparatively, LL.Cs are subject to more discretionary
provisions, i.e., there is no mandatory list of functions to be
transferred to the supervisory board and shareholders can vote
in all cases.

In terms of the supervisory board’s liability, Ukrainian law
provides that officials (including supervisory board members)
must act in accordance with the laws and internal documents
in order to protect the interests of the company and can be
held liable for damages for their misconduct. There are also
several specific obligations (e.g, confidentiality obligation or
obligation to comply with rules regarding the related party
transactions).

The new legislation also significantly improves the general
concept of officials’ fiduciary duties, for example, by stipulat-
ing that the officials must ensure the success of the company’s
activity to the maximum extent possible, act independently and
with a reasonable degree of care and expertise, and provide
explanations on the respective obligations.

1.3. The Function of the Executive Board

A company’s executive body is responsible for managing all
operational activities and controlling all matters outside of the
shareholders’ and supervisory board’s competence. Within
these limitations, the head of the executive body serves as the
company’s representative, concludes transactions, and issues
internal orders. A company’s documents may specify that other
members of its executive body will be its representatives as
well as the company’s head.

As members of the executive body also ate the company’s
officials, all general fiduciary duties indicated in Section 1.2. are
relevant as well.

In addition, there are a few specific obligations that are appli-
cable only to members of the executive body. As an example,
it is a requirement to analyze the financial data and notify the
shareholders of significant decreases in the value of the net
assets (for example, when such value is less than 50% of the
value of the net assets as of the previous financial period).

1.4. Conflicts of Interest and Related Party Transac-
tions

The new Law on JSCs regulates conflicts of interest prevention
(the previous wording was silent in this regard). A conflict of
interest occurs when the official has a direct or indirect interest
in using property, information, or opportunities of the com-
pany in conflict with the company’s interests and may cause
losses to the company. Such interests must be immediately
reported by the company’s officials to the respective managing
body.
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At that, the conflict of interest may be waived provided that
the charter of the company allows (for public JSCs) or not
forbids (for private JSCs) such a waiver and the procedure of
granting the waiver is not violated (e.g;, the person with con-
flict did not participate in the meetings of the body deciding
on the waiver).

It is also prohibited to obtain remuneration from third parties
for performing official duties.

The Law on I.LCs also contains provisions regarding mandato-
ry notifications of conflicts of interest and the prohibition to
obtain remuneration from third persons. In addition, it clarifies
that conflicts of interest may arise also in cases when a benefit
is obtained by the affiliated person of the official. To this end,
there is an obligation of the official to submit the list of their
affiliated persons.

Related party transactions are not forbidden by Ukrainian leg-
islation. Yet there is a specific procedure for their approval. For
instance, related party transactions of the JSCs with a value
from 1% to 10% of the value of the assets are to be approved
by the supervisory board, with a value of 10% and up to be
approved by the company’s shareholders (lower thresholds may
be indicated by the charter). Moreover, according to Ukrainian
legislation, the supervisory board of a public JSC must involve
an independent external auditor to check whether a related
party transaction corresponds to normal market conditions.

For LLCs, the necessity to clear a related party transaction
applies only if it is directly indicated in the charter. In practice,
this mechanism is rarely used.

1.5. Legal Framework for Large Companies

According to the newly adopted Law on JSCs, there are special
rules for large companies regarding the establishment of the
supervisory board committees and mandatory appointment of
the corporate secretary.

The special requirements also apply to public (listed) JSCs,
banks, insurance companies, and capital markets institutions.
These requirements mainly relate to:

B mandatory corporate bodies — the establishment of the
supervisory board is necessary for all such companies,

B minimal number of the supervisory board and executive
body members — for instance, the supervisory board of a bank
should consist of no less than five members,

W independent directors — in banks one-third of the superviso-
ry board but not less than three members must be independ-
ent,

B commiittees of the supervisory board and executive body —
the supervisory board of an insurance company must have risk
management, compliance, and internal audit committees; the
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supervisory board of the capital market institutions — a risk
management committee; the executive body of the bank has to
establish such committees as a credit committee and an assets
and liabilities management committee.

2. Corporate Governance Framework
2.1. Transparency and Public Disclosures

The requirements regarding public disclosure of regulated
information are imposed on the JSCs and other types of com-
panies issuing securities. Thus, these rules are not applicable to
most LLCs.

The information is to be submitted to the National Securi-
ties and Stock Market Commission, indicated on the website,
and provided to the authorized regulated information agency

(SMIDA).

It is required to disclose, for example, the following informa-
tion on corporate governance:

B Information on managing bodies, officials, and shareholders,
management reports, including reports on corporate govern-
ance (i.e., additional requitements to the corporate governance
specified at the company’s level, information on the sharehold-
ers’ meeting, supervisory board, executive body, powers of the
company’s officials), information on material, and related party
transactions (for public JSCs) — annual information,

B Information on changes of officials — special information.

For public JSCs the disclosure requirements are more strict
and, for instance, include mandatory disclosing on their web-
sites the charter, regulations on the managing bodies, share-
holders’ resolutions, reports of the supervisory board, execu-
tive body, and other bodies. In other cases, such documents are
not disclosed.

Additional management reports are also to be disclosed by

all the large and medium enterprises (medium enterprises can
indicate in such a report only financial information). This
report can be drawn up in free form, but it is recommended to
include corporate governance matters in such a report.

2.2. Public Authorities Responsible for Monitoring Cor-
porate Governance

The main regulator authotized to monitor the fulfillment of
obligations regarding corporate governance is the National Se-
curities and Stock Market Commission. At that, its competence
is limited to JSCs and other types of companies that have
issued securities. LL.Cs have much more flexibility in terms of
disclosing such information.

The activity of banks and insurance companies is overseen by
the National Bank of Ukraine.

In 2020, the National Securities and Stock Market Commission
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adopted the Core Code of Corporate Governance: Reguirements and
Recommendations — a set of recommended corporate governance
practices. The guideline is mainly aimed at listed companies
but also contains recommendations for unlisted companies.

2.3.ESG

There is a requirement to disclose information on corporate
governance as specified in Section 2.1.

Apart from general rules regarding compliance with environ-
mental protection and social policies, Ukrainian legislation
does not contain any additional obligations regarding the social
or environmental components of ESG.

There are several recommendations in the Core Code of Cor-
porate Governance in this regard, e.g., to consider the possible
contribution of the company in achieving the goals of sustain-
able development, develop a sustainable development policy,
and report on the societal and environmental impact of the
company on a regular basis.

It is also recommended to disclose information on the ecolog-
ical (rational use of water, waste management, etc.) and social
aspects (share of women in management positions, motivation
of employees, equal employment opportunities, etc.) in the
management report for large and medium enterprises.

2.4. Internal Controls and Fraud Measures

Legislation on internal audits is under development in Ukraine,
and legal obligations are only set up for specific types of com-
panies (e.g., banks).

It is also specified that the supervisory board of the JSC can
appoint an internal auditor or establish the respective depart-
ment. In case of such an appointment, the internal auditor
reports to a member of the supervisory board — the chairman
of the audit committee.

The novelties in the legislation on JSC slightly refine the com-
petencies of the audit committee regarding the internal audit
and specify that the function of this committee consists of
monitoring the integrity of the financial information, analyzing
accounting methods, evaluating internal audit efficiency at least
annually, and recommending candidates for the positions of

an internal auditor and head of the budget department to the
supervisory board.

However, other details are to be regulated by the internal docu-
ments of the company.

3. Shareholder And Board Committees
3.1. What Committees Are Prescribed by Law?

According to the general rules, there are no requirements
regarding the committees, and they are rarely established in
practice. Exceptions are provided for public JSCs, large JSCs,
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and specific types of companies.

3.2. What Committees Are Mandatory for Large Com-
panies?

In public JSCs and large JSCs, it is required to establish audit,
remuneration, and appointment committees (the last two can
be combined). The independent directors must be committees’
chairs and constitute the majority of their members.

There are also specific requirements for banks, insurance com-
panies, and capital market institutions that are briefly described
in Section 1.5.

3.3. Remuneration of Supervisory and Executive Board
Members

Ukrainian legislation specifies the main principles regarding
remuneration for JSCs, for instance:

M Remuneration may consist of fixed and variable parts,
M There should be limits for variable remuneration,

B Variable remuneration is based on clear criteria for efficiency
assessment.

The exact amounts and payment procedure are governed by
the agreement between the company’s official and the compa-
ny and by internal documents (charter, regulations on remu-
neration).

The Core Code of Corporate Governance specifies general recom-
mendations to remuneration — transparent, fair, and sufficient
to attract, motivate, and retain talent.

The members of the supervisory board in JSCs and LLCs and
members of the executive board in LL.Cs can be appointed as
contractors (not employees) based on a civil law agreement.
That means that standard employment guarantees are not
applicable and it is possible to conclude gratuitous contracts.

As was also stated above, remuneration from third parties is
prohibited to prevent conflicts of interest.

As for disclosing information on remuneration, only informa-
tion on remunerations and compensation to be paid in the case

of dismissal is disclosed as part of the annual information of
the public JSCs.
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