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Introduction 
 

The development of entrepreneurship in Croatia, the growth in the number and size 

of startups founded in Croatia, and the need to adapt to global business flows have 

given rise to the need to improve certain concepts of company structuring in the 

Republic of Croatia (especially limited liability companies (d.o.o.)) in order to more 

easily attract investment in local small and medium-sized companies. 

 

With this goal in mind, we have selected two relevant chapters of the act, the changes 

to which would best reflect the changes in entrepreneurship in the last couple of 

decades. The first issue refers to the organization of corporate governance, 

specifically the potential for a flexible structure of a company’s corporate bodies, a 

practice already implemented by joint-stock companies. Another issue is the 

harmonization of the procedures for the acquisition of shares and share options by 

employees in limited liability companies (d.o.o.). The proposal is to simplify and 

reduce the costs of those procedures and introduce a new category of company 

shares specifically intended for employees. 

 

The recommendations to improve the Companies Act and the Court Register Act are 

in line with the already published recommendations for a more flexible and favorable 

regime of taxation of share options in d.o.o. companies. 

 

 

Introduction of an elected governance 

system in limited liability companies 
 

Since 2008, in Croatia, founders and shareholders of joint-stock companies have had 

the option of choosing between two systems of governance – the “usual” one in our 

country – the dualistic system (management and supervisory board), and the 

monistic system (board of directors with executive directors) which is the standard 

in Anglo-Saxon countries and some countries of continental Europe. 

 

Although this choice has never been an issue, it also never took root in the true 

sense. The reason for this is quite simple: there are only a few thousand joint-stock 

companies in Croatia, the vast majority of which have existed in that form since the 

transformation and privatization of social enterprises (i.e., their former company 

structures were transformed into joint-stock companies (d.d.)). Considering the 

highly inflexible regulations governing joint-stock companies, this type of company 

in Croatia is an exception and is usually used when a newly established company is 

ready to list its shares on the stock exchange. 
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In contrast, Croatia has almost 180,000 registered limited liability companies, of 

which 60% or 105,000 are active and operating (source: CBS, 31 March 2023). 

Almost 100% of technology startups and foreign company subsidiaries in Croatia are 

limited liability companies. This is relevant to point out because these two types of 

business entities in particular have provided the reasons for this proposal. 

 

Startups, as a rule, from their very foundation onwards, use an internal governance 

structure typical of American startups: in practice, they have a CEO (Chief Executive 

Officer), CTO (Chief Technical Officer), etc., while investors take non-executive 

positions on the “Board,” which are still more than mere supervisory roles given on 

a supervisory board (i.e., members of the “Board” are expected to participate in 

strategic decisions and have certain powers in running the company).  

 

Multinational corporations in the US, the UK, and most of the Anglo-Saxon world 

prefer the same management structure, transferring decision-making and 

management at one level de facto (but not legally) to individual subsidiaries in 

different countries. If one of these countries has the option of forming a corporate 

governance system in an EU member state as similar as possible to the “domestic” 

one, that will be taken into account (along with other business conditions) when 

choosing the head office for that subsidiary. 

 

Although limited liability companies have quite flexible legislation and may establish 

some governance rules that are not regulated by law, the essential powers and 

responsibilities of the members of the company’s bodies are regulated by law and 

cannot be regulated differently. This is especially important in the case of liability for 

damage. That is, under Croatian law, non-executive members of the board of 

directors are liable for damage caused while performing their duties under the 

conditions under which supervisory board members are liable. In contrast, executive 

directors/members of the board of directors are liable under the conditions that apply 

to management board members in a dualistic system. 

 

We propose that limited liability companies, as is the case with joint-stock companies, 

allow the founders to choose between two governance methods: dualistic 

(management and supervisory board) and monistic (board of directors consisting of 

executive and non-executive directors). We believe that there is no obstacle to 

effectively copying the rules governing d.d. companies, albeit with changes that will 

reflect the nature of limited liability companies, such as allowing the company to have 

only one (chief executive) director without the rest of the board under the same 

conditions that apply when forming a supervisory board in d.o.o. companies; allowing 

the chief executive officer to be the chairperson of the board of directors at the same 

time; etc. That would open the possibility to structure the two categories of 

enterprises mentioned in full compliance with global business standards and attract 

potential external institutional investors (in the case of startups), i.e., ensure a better 
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vertical corporate integration of governance (in the case of subsidiaries of 

multinational companies). 

 

For this system to fully fulfill its purpose, we propose slightly redefining the Labor Act 

conditions under which workers can exercise their right to a representative on the 

supervisory board (board of directors). That is, a d.o.o. company is not obliged to 

have a supervisory board, and these are very often companies with a small number 

of employees (sometimes only one, who is also a member of the board/chief 

executive officer). However, the law says that in companies with a supervisory 

board/board of directors, one member of that board must be a workers’ 

representative. That sometimes leads to an absurd situation where the only 

employee (or a couple of them who are also members of the company) must specially 

appoint “his or her” representative to the supervisory board (or, even more absurdly, 

to the board of directors of which he or she is also a member and very often the 

chairperson). Of course, the workers’ representative on the supervisory board/board 

of directors has meaning and purpose when it is a company with a more significant 

business volume and a higher number of employees. Therefore, we propose obliging 

the company to appoint workers’ representatives to the supervisory board/board of 

directors at the moment when the company becomes obliged to have a supervisory 

board under the applicable regulations.  

 

 

Introduction of the system of successive 

registration of share options (transfer of 

shares) in the court register 
 

 

Tax changes coming into force on January 1, 2024, concerning the equal taxation of 

allocation and purchase of share options and company shares underscores the need 

to regulate the allocation and purchase of share options in limited liability companies 

from the point of view of the Companies Act (CA). The allocation or purchase of share 

options in the Republic of Croatia is still complex for several reasons. Beyond taxation 

and legal considerations, the registration of allocated company shares—specifically, 

the recording of the transfer of share options in the court register—poses additional 

legal complexities, particularly when dealing with the successive acquisition of 

company shares tied to loyalty to the employer, commonly known as vesting.  

 

Namely, the transfer and registration of the transfer of dematerialized shares is 

notably simpler than the transfer and registration of the transfer of company shares 

in limited liability companies. As regards the method of transfer of dematerialized 

shares, the Capital Market Act (CMA), as the relevant regulation governing 

dematerialized securities, stipulates that dematerialized shares are acquired through 
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a legal transaction and entered into the acquirer’s dematerialized securities account 

with the CDCC (Central Depository and Clearing Company). At the same time, the 

CMA does not prescribe a specific form of legal transaction for acquiring and 

registering shares using CDCC accounts, leaving it to the CDCC itself as the registrar 

of dematerialized share accounts for companies that have such shares. Therefore, in 

practice, the transfer of shares is carried out under the written share transfer 

agreement, where the signature of the transferor must be certified by a notary public.  

 

On the other hand, for the transfer of company shares, Article 412 of the CA 

prescribes formal documentation (share transfer agreement), which must be in the 

form of a notarial deed or a private document certified by a notary public 

(notarization). Due to the described formalities, allocating and transferring company 

shares or share options is much more difficult for employers because it brings 

considerable costs and difficulties.    

 

In practice, employers see an interest in rewarding their employees by granting or 

offering them the opportunity to purchase company shares at a predetermined 

(discounted) price over a specific long-term period. In this sense, employers use the 

vesting principle to retain and then reward their loyal employees. Vesting is a 

principle in which an employee acquires the right to the allocation or purchase of 

company shares, provided that they are still employed, until that employment ends. 

Employees commonly have a specific “package” of shares/stocks under their 

contracts, but they acquire them over a certain period (2-5 years) at specific time 

intervals (monthly, quarterly, etc.). This contract is signed once, and the allocation 

of shares after the expiration of the period is automatic in most systems, i.e., no 

additional effort or cost is required from the employee. 

 

However, as stated in the introduction, Croatian regulations governing the transfer 

of company shares further limit the quick and simple transfer of company shares. 

Given that every transfer requires a share transfer agreement in the form of a notarial 

deed or a private notarial deed, considerable costs arise for the parties in the transfer, 

primarily shouldered by employers (companies), as they typically bear the transfer 

costs in the majority of cases. If, under these conditions, the employer allocates 

shares to an employee on a quarterly basis, the employer and the employee have to 

conclude 16 separate transfer agreements, to be notarized each time and then 

registered in the court register with a separate registration application, which must 

include certified signatures of all members of the board and the chairperson of the 

supervisory board (if formed). Each such action would cost the employer at least a 

few hundred or more euros per employee, which is a significant cost if there is a 

substantial number of employees exercising their right to shares. Employers would 

very likely incorporate these costs into some portion of the share price, which makes 

the entire system of allocating shares to employees less attractive. It is essential to 

emphasize that this is not a substantial change for third parties as they will not even 
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see the change when viewing the court register’s website. It is only an “internal” 

change indicating an increase in the share of an individual member and a 

corresponding decrease in shares held by the company (employer) as the transferor 

of shares. 

 

Because of the above, most domestic employers implement ESOP programs and 

allocate or offer their employees share options in related foreign companies with head 

offices in countries where the process of transferring and purchasing share options 

is more straightforward, faster and more flexible. In this context, we propose looking 

at examples of how such situations are regulated in EU Member States, where simpler 

regulations of this nature have contributed to faster and greater economic growth. 

For example, Estonia and Lithuania, as countries with a high rating of tax and legal 

options for ESOP programs, have solutions that could be effectively implemented in 

the Croatian legal system and which we believe would allow for greater investment 

and openness towards investors. 

 

Lithuania allows companies to issue a distinct type of company shares known as 

workers’ company shares. Such shares could only be acquired by company 

employees (excluding members of the supervisory board and management), and 

they could be transferred solely to workers or to the employer itself, i.e., the 

company. The share acquisition contract must specify a time limit during which 

workers may not dispose of such workers’ company shares, but it cannot be longer 

than three years. On the other hand, in order to streamline the transfer of company 

shares, the latest changes from this year have allowed companies with a paid-in 

share capital of at least EUR 10,000 to decide at the assembly level that the formal 

requirement of concluding a contract before a notary public is not mandatory for the 

transfer of company shares. After all company members unanimously adopt such a 

decision, the company shares can be transferred without fulfilling the formal 

condition. 

 

Bearing in mind the above, our proposal aims to enable employers in Croatia to 

reward their employees under more flexible regulation of the transfer of such 

company shares. In this context, we believe that the introduction and special 

regulation of a new category of workers’ company shares that the company would 

issue solely for the purposes of rewarding its employees would make it much easier 

for employers in Croatia to retain their workers. Workers’ company shares would 

bring only economic rights and not voting rights, whereby the companies would 

independently decide on any restrictions regarding the transfer of such workers’ 

company shares to third parties. Furthermore, company assemblies issuing such 

shares would be permitted to unanimously decide not to apply the rules of Article 

412 of the CA to the registration of such company shares in the court register but to 

allow the transfer of such shares on the basis of a contract with signatures certified 

by a notary public.  
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An alternative option may be a share transfer agreement in the format referred to in 

Article 412 of the CA but registered only once, which would contain the exact 

sequence and dates when the employee acquires the right to new shares. Subsequent 

transfers of shares to the same employee under the ESOP program would be 

registered by the employer through a quick and uncertified application (as in the case 

of a change of business address of the head office) without incurring a registration 

fee or with a reduced fee. In that successive application, the employer would refer 

to the share transfer agreement submitted with the initial registration of workers’ 

company shares transfer, indicating only the change in the number or nominal shares 

that the employee now holds. Of course, in the event that the employee disposes of 

these shares (in part or in full), such disposal would have to be registered under a 

“real” registration application.  

 

This does not compromise legal certainty in any way (as each straightforward 

registration serves as the employer’s confirmation that the transfer under the ESOP 

program indeed occurred), and it reduces costs for all interested parties and speeds 

up the entire procedure. 

 

Of course, in connection with the above, the Court Register Act should be amended 

accordingly, given the introduction of the new institute of workers’ company shares. 

This item should also be visible on the court register’s website. At the same time, we 

are of the opinion that the entire process of registering company members in the 

court register should be moved to another register and that the share transfer 

agreement should be significantly simpler (certified signatures of the parties, i.e., 

use of a qualified electronic signature), and in any case, we recommend considering 

it. 

 

 

Proposal for necessary amendments to 

the Companies Act (CA) 
 

To achieve the aforementioned proposals, it is necessary to implement certain 

amendments to existing laws, primarily the Companies Act but also the Court 

Register Act and the Labor Act, to comprehensively implement the entire model.  

For convenience and to get a fuller picture of the entire proposal, we are also 

considering draft amendments to specific articles of the Companies Act, which 

would establish a new governance model in limited liability companies and streamline 

further procedures and share transfers in case of allocation and transfer of company 

shares to employees. Of course, in addition to these amendments, others are needed 
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in order to fully harmonize regulations and allow for smooth implementation of the 

proposal. 

 

Enabling the choice of a governance model through the 

company’s articles of association  

 

With the aim of enabling the choice of a governance model through the company’s 

articles of association, AmCham proposes to amend Article 388, paragraph 1, 

item 6 as follows: 

“...a provision on whether the company has a management board or executive 

directors and a supervisory board or a board of directors if it must or wishes to 

have them, and depending on the number of members of the management board 

and supervisory board, or board of directors and executive directors.” 

 

Facilitating the transfer of company shares to employees  

 

In order to facilitate the transfer of company shares to employees, AmCham 

proposes a new Article 409.a as follows: 

Special non-voting shares 

Article 409.a 

(1) The company may, for the purposes of allocating company shares to company 

employees and employees of affiliated companies, issue special shares without voting 

rights. The company may not issue and repurchase them at the time of its 

establishment. These shares shall be issued separately, and upon issuance, they may 

be held solely by the company. In doing so, the company’s share capital is increased 

using the company’s funds when it issues new company shares without implementing 

the provisions of Article 459, paragraphs (1), (2), (5), (7) through (9) of the Act. 

These shares may be issued even if the company has reported a loss in the latest 

financial statements or if it has uncovered losses from previous business years. The 

decision to increase the company’s share capital for the purpose of issuing special 

shares without voting rights shall be made by the assembly, with the majority 

required to increase the company’s share capital. In this way, the company may issue 

company shares up to a maximum nominal amount equivalent to 25% of the 

company’s share capital after the share capital increase. If the company’s share 

capital decreases after the special company shares without voting rights have been 

issued, and this decrease would lead to the special shares without voting rights 

constituting more than 25% of the company’s share capital post-reduction, the 

company is obliged to simultaneously (i) reduce and increase the share capital to 

prevent this, or (ii) in the event of a share capital reduction, decrease the nominal 
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amounts of special non-voting shares to prevent this, or (iii) when decreasing the 

share capital, withdraw as many special non-voting shares as necessary to prevent 

this. 

(2) When issuing special shares without voting rights, the company shall determine 

their number, nominal amounts, and the rights conferred by these shares to their 

future acquirers. For those shares, the company is obligated to establish reserves for 

its own shares equivalent to the nominal amount of those shares. 

(3) The company may alienate special non-voting shares solely in accordance with 

the plan for the allocation of special non-voting shares. The acquirers of special 

shares without voting rights may be employees of the company and employees of 

affiliated companies. 

(4) The conditions under which acquirers acquire special non-voting company shares 

shall be outlined in the plan for the allocation of special non-voting shares and the 

contract between the company and the acquirer. 

We propose a new paragraph 4 of Article 412, which would read: 

(4) Notwithstanding the previous paragraph, the company assembly may decide, with 

at least nine-tenths of the votes cast, provided that the members whose shares 

represent at least fifty percent of the company’s share capital are present at the 

assembly and participate in its work, or more if a larger quorum is prescribed by the 

articles of association, to allow the transfer of company shares by means of a written 

contract incorporating the signatures of the transferor and the acquirer certified by a 

notary public. The written text of such a decision shall be made in the form of a 

notarial record or a private document certified by a notary public. The decision shall 

be submitted to the repository of documents of the court register. The assembly, with 

the same majority and with the same quorum, may revoke such a decision at any 

time. The previous paragraph shall apply accordingly to the validity of the contract in 

which the obligation to transfer the company share is assumed. 

We propose a new paragraph 5 of Article 412, which would read: 

(5) In any case, even if the decision under the previous paragraph has not been 

made, if special shares without voting rights are transferred on the basis of the plan 

for the allocation of company shares to employees and employees of affiliated 

companies and the contract between the company and its employees or employees 

of an affiliated company on the allocation of the right to shares (share options), the 

contract on the transfer of these company shares from the company to the acquirer 

shall be valid provided that the signatures on it are certified by a notary public. The 

contract stipulating the allocation of rights to shares shall be valid, provided it is 

concluded in writing. 

Alternatively, we propose the following: 
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(5) In any case, if special shares without voting rights are transferred on the basis of 

the plan for the allocation of company shares to employees and employees of 

affiliated companies and the contract between the company and its employees or 

employees of an affiliated company on the allocation of rights to shares (share 

options), it shall be deemed sufficient to conclude a framework agreement on the 

transfer of company shares between the company and the acquirer in the format 

referred to in paragraph (3), i.e., in the format determined by the decision referred 

to in paragraph (4), which determines at what time and how many company shares 

the acquirer is entitled to. The acquisition of shares itself shall be carried out on the 

basis of a simple joint written declaration of the company and the acquirer on the 

exercise of the option. 

In that case, Article 412, paragraphs (4) through (7) become paragraphs 

(6) to (9). 

Furthermore, AmCham proposes to amend Article 412, paragraph 6 (formerly 

paragraph 4) as follows (underlined): 

“Articles of association may set out other conditions for the transfer of company 

shares, particularly that the company’s consent is required for such transfers. A 

company share carrying associated obligations to fulfill additional actions and a 

company share under paragraph (3) of this article may be transferred only with the 

company’s consent.” 

Likewise, we propose to amend Article 445, paragraph (3) (underlined): 

“Articles of association may stipulate that the members of the company have a 

different voting right than is set out in the previous paragraph of this article, 

provided that each member, except for the member who holds a special share 

without voting rights under Article 409.a of the act, must have at least one vote.” 

 

AmCham also proposes an amendment to Chapter V, Section 3 of the Act 

(Company bodies) in such a way as to add a new Subsection 2.a as 

follows: 

 

Subsection 2.a 

BOARD OF DIRECTORS 
Choice of company structure 

 

Article 439.a 

Articles of association may stipulate that a company has a board of directors 

instead of a management board and a supervisory board. 
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Composition of the board of directors 

Article 439.b 

(1) The board of directors shall consist of at least three members. Articles of 

association may stipulate that the board of directors has more members. If the 

conditions under Article 434, paragraph (2) have been met and the company is 

required to have a supervisory board, then the company shall also have a workers’ 

representative on the board of directors. To determine the number of members of 

the board of directors, the provisions of Article 254 of this Act shall apply accordingly. 

(2) Notwithstanding the previous paragraph, in the event that the company does not 

meet the requirements under Article 434, paragraph (2) and would not be required 

to have a supervisory board, then the company’s board of directors may contain less 

than three members.  

(3) The provisions of Article 255 of this Act shall apply accordingly with regard to the 

qualifications of the persons who may be elected as members of the board of 

directors, with the provision that the board of directors shall also be considered one 

of the bodies of the company mentioned there. The provision of that article pertaining 

to the termination of supervisory board membership by operation of law shall also 

apply accordingly. The executive directors and the chairperson of the board of 

directors, except for those whose membership on the board of directors has ceased, 

shall without delay upon learning that a member of the board of directors has ceased 

to be a member of the board of directors submit to the court register an application 

for registration of the termination of membership of the person on the board of 

directors. If the court register learns, with the appropriate application of Article 68, 

paragraph 6 of this Act, that some of the circumstances have occurred on the basis 

of which a person has ceased to be a member of the board of directors, it shall ex 

officio enter in the court register that the person has ceased to be a member of that 

board and inform the company thereof. 

 

Election, appointment of members of the board of directors, term of office 

and relationships with the company 

Article 439.c 

(1) The provisions on the appointment of directors in the case of executive directors, 

and on the appointment of members of the supervisory board in the case of non-

executive directors, shall apply accordingly to the election and appointment of 

members of the board of directors. 

(2) The members of the board of directors shall be elected, i.e., appointed for the 

term set out in the articles of association. If a special law has established the 

maximum term of office for a member of the company’s management board, then 

this limitation shall apply to executive directors in such a company. If a special law 
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has established the maximum term of office for a member of the company’s 

supervisory board, then this limitation shall apply to non-executive directors. 

(3) The provisions of Articles 269 through 271 of this Act shall apply accordingly to 

the remuneration for the work of the members of the board of directors, the contracts 

they conclude with the company and to company loans. 

 

Appointment of members of the board of directors by the court 

Article 439.d 

(1) The provisions of Article 437 of this Act shall apply accordingly to the appointment 

of the members of the board of directors by the court, provided that any member of 

the board of directors or a member of the company may put forth proposals to the 

court, and executive directors of the company are obliged to put forth such proposals. 

If the board of directors has a workers’ representative or is required to have one, the 

proposal may also be put forth by the workers’ council. 

(2) If the board of directors has fewer members than the number provided for by law 

or the company’s articles of association for a period longer than three months, the 

court shall appoint the missing board members at the proposal of one of the persons 

under the previous paragraph of this article. In an urgent case, the court shall do so 

at the proposal of one of the aforementioned persons even before the expiry of said 

period. 

(3) The term of office of a member of the board of directors appointed by the court 

shall expire at the beginning of the term of office of the member elected or appointed 

in accordance with the company’s articles of association instead of the missing 

member. 

(4) A member of the board of directors appointed by the court is entitled to 

compensation for expenses incurred in connection with the work performed, and if 

members of the board of directors receive remuneration for their work, the court-

appointed member is also entitled to such remuneration. At the proposal of the 

member in question, the court shall determine the amount of compensation and 

remuneration. Enforcement may be carried out based on the court’s decision. 

 

Impeachment of members of the board of directors 

Article 439.e 

To impeach a member of the board of directors, the provisions of Articles 259 and 

260 of this Act shall apply accordingly. 
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Resignation of a member of the board of directors 

Article 439.f 

The provisions of Article 260.a of this Act shall apply accordingly to the resignation 

of a member of the board of directors. 

 

Registration in the court register and notification of changes to the 

company’s board of directors and executive directors 

Article 439.g 

(1) The provisions of Article 262 of this Act shall apply accordingly to the registration 

in the court register and the notification of changes to the company’s board of 

directors; the application for registration shall be submitted, and the changes notified 

by all executive directors and the chairperson of the board of directors. 

(2) The provisions of Article 245.a of this Act shall apply accordingly to the 

registration of the change of the company’s executive directors; the application for 

registration shall be submitted by all executive directors and the chairperson of the 

company’s board of directors. 

 

Authority of the board of directors 

Article 439.h 

(1) The board of directors manages the company, sets the foundation for carrying 

out the company’s objects, supervises the management of the company’s affairs and 

represents the company before the company’s executive directors. When the board 

of directors represents the company before one of the executive directors, none of 

the company’s executive directors may participate. If the board of directors consists 

only of executive directors, the company shall be represented before the executive 

directors by the company assembly. 

(2) The board of directors is obliged to convene the assembly when it is necessary 

for the benefit of the company. A decision on this matter shall be made by a simple 

majority of votes. The board of directors may entrust the performance of specific jobs 

in connection with the preparation and work of the assembly to the executive 

directors. 

(3) The board of directors shall ensure the company’s proper bookkeeping. It is 

obliged to take appropriate measures for the systematic supervision of the company’s 

management in order to promptly identify circumstances that put the company and 

its operations at risk. The provisions of Articles 250.a, 250.b and 263, paragraph 2 

of this Act shall apply accordingly. 
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(4) The provisions of Article 251 of this Act shall apply accordingly to the obligations 

of the board of directors in connection with company loss, insolvency and over-

indebtedness. 

(5) The provisions of Article 428 of this Act shall apply accordingly to the preparation 

of annual financial reports; provisions applicable to the company’s management 

board shall apply to executive directors, and provisions 300.a through 300.e in the 

part provided for the supervisory board shall apply to the board of directors. At the 

same time, the board of directors is not authorized to determine the annual financial 

statements unless this authority is expressly granted to it in articles of association. 

(6) If articles of association stipulate so, and if more than half of the members of the 

board of directors are non-executive directors, the board of directors may be given 

powers to appoint and dismiss the company’s executive directors. 

(7) The company’s articles of association may assign the board of directors other 

powers, except for those that, in accordance with Article 441, paragraph (2), the 

company assembly may not be exempted from, without applying the prohibition of 

exemption from the assembly powers under Article 441, paragraph 1, item 1 of the 

act on determining the company’s financial reports. 

 

Mode of operation of the board of directors 

Article 439.i 

(1) The members of the board of directors, in the manner determined by articles of 

association, shall elect a chairperson and at least one deputy chairperson from among 

themselves. Exceptionally, if the company’s board of directors has only one member, 

the deputy chairperson shall not be elected. 

(2) The board of directors may adopt rules of procedure. Articles of association may 

regulate individual issues regarding the work of the board of directors, which shall 

be binding. 

(3) The provisions of Article 264, paragraph 2 of this Act shall apply accordingly to 

the keeping of minutes at the meetings of the board of directors and to the rights of 

the members of the board in this regard. 

(4) The provisions of Article 264, paragraph 3 of this Act shall apply accordingly to 

the appointment of the committees of the board of directors and their powers. 
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Convening meetings, participating in them and making decisions on the 

board of directors 

Article 439.j 

(1) The provisions of Article 265 of this Act shall apply accordingly to the convening 

of meetings of the board of directors unless otherwise regulated by articles of 

association. 

(2) The provisions of Article 266 of this Act shall apply accordingly to the participation 

in the meetings of the board of directors unless otherwise regulated by articles of 

association. At the same time, articles of association may not prescribe a ban on an 

individual board member’s participation in sessions or reduce an individual board 

member’s rights in relation to participation and decision-making on the board of 

directors. 

(3) The provisions of Article 267 of this Act shall apply accordingly to the decision-

making of the board of directors unless otherwise regulated by articles of association. 

At the same time, articles of association may not stipulate that an individual who is 

not a member of the board of directors or a board member’s proxy has the right to 

vote when decisions are made.  

(4) If the board of directors is granted the authority to appoint and recall executive 

directors by articles of association, members of the board of directors who are also 

executive directors in the company shall not participate in deciding on the 

appointment and recall of executive directors, their responsibility and relations with 

the company. Members of the board of directors who are executive directors shall not 

be considered when determining the quorum or the majority required to make 

decisions in these matters. 

 

Due diligence and responsibility of the members of the board of directors 

Article 439.k 

The provisions of Article 272 of this Act shall apply accordingly to the due diligence 

and responsibility of the members of the board of directors. 

 

Executive directors 

Article 439.l 

(1) The company assembly, or the board of directors, if this authority is given to it 

by articles of association, shall appoint one or more executive directors for the term 

determined in accordance with articles of association or a special law in accordance 

with Article 439.c, paragraph 2. If it appoints more than one executive director, it 

shall appoint one of them as the chief executive director. The appointment of deputy 
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executive directors is permitted, where the provisions applicable to deputy members 

of the management board shall apply. Executive directors may, but need not be 

members of the board of directors. If the conditions are met for the company in 

accordance with Article 434, paragraph (2) to have a supervisory board, the majority 

of members of the board of directors must be non-executive directors. The employee 

representative on the board of directors may not be an executive director at the same 

time. The appointment of executive directors shall be registered in the court register. 

Persons who are not members of the board of directors may be appointed as 

executive directors, provided that they meet the requirements of Article 239, 

paragraph 2 of this Act. The articles of association may prescribe other characteristics 

of the persons appointed as executive directors and regulate the manner of their 

appointment in more detail. The capacity of the executive director shall cease by 

operation of law if, after the decision on the appointment is made, circumstances 

foreseen by law occur on their part which, had they existed at the time of the 

decision, would have precluded the appointment. Other executive directors and the 

chairperson of the board of directors shall, without delay, upon learning that the 

executive director’s capacity as an executive director has ceased, submit an 

application to the court register for the registration of the termination of his or her 

capacity as an executive director. If the court register learns, with the appropriate 

application of the provisions of Article 68, paragraph 6 of this Act, that some of the 

circumstances have occurred on the basis of which a person has ceased to have the 

capacity of executive director, it shall ex officio enter in the court register that the 

person has ceased to have that capacity and inform the company thereof. 

(2) Executive directors shall manage the company affairs. If more than one executive 

director is appointed, they shall be authorized to manage the company affairs only 

together. Articles of association or the rules of procedure governing the work of 

executive directors, which the board of directors adopts, may set out a different way 

of conducting business. The powers given to the board of directors by law may not 

be transferred to executive directors. Executive directors are obliged to submit a 

request to the court register for registration and submit appropriate documents as 

prescribed by this Act for members of the company’s management board. 

(3) The powers, obligations and responsibilities of executive directors relating to the 

management of the affairs of the company and in affiliated companies shall be 

governed by the provisions of this Act regulating the company management board 

unless otherwise specified by the provisions pertaining to executive directors. The 

provisions of Article 242 of this Act shall apply accordingly. 

(4) If the prepared annual or interim financial reports or the independent judgment 

of the executive directors indicates that the company has incurred a loss amounting 

to half of the share capital, they shall report this to the chairperson of the board of 

directors without delay. The same shall apply if the company becomes insolvent or 

over-indebted. 
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(5) If the company has more than one executive director, they may adopt the rules 

of procedure to govern their work unless it has been placed under the authority of 

the board of directors by articles of association or adopted by that body. Articles of 

association may regulate certain matters for executive directors that are typically 

regulated by the rules of procedure; in such instances, they shall be binding. 

Executive directors shall adopt the rules of procedure only by unanimous decision. 

(6) If articles of association do not stipulate otherwise, and on the condition that 

articles of association place the appointment of executive directors under the 

authority of the board of directors, the board of directors may, by its decision, revoke 

the appointment of executive directors at any time. This shall not affect the contract 

that the executive directors concluded with the company. 

(7) Unless otherwise specified in articles of association or the rules of procedure, the 

executive directors shall report to the board of directors in accordance with the 

provisions of Article 431.a and prepare reports under Article 431.b of this Act. 

(8) The provisions of Article 432 of this Act shall apply to executive directors 

accordingly. 

(9) The provisions of Article 430 of this Act shall apply accordingly to the due diligence 

and responsibility of executive directors. 

(10) Regulations governing executive directors shall also apply to their deputies. 

 

Representation 

Article 439.m 

(1) The company shall be represented by the executive directors, to which the 

provisions of Articles 426 and 427 of this Act shall applied accordingly. 

(2) The board of directors shall represent the company before the executive directors. 

 

Signature of the board of directors 

Article 439.n 

Executive directors shall sign on behalf of the company, stating the company and 

adding “executive director.” 

 

Appointment of executive directors by the court 

Article 439.o 
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The provisions of Article 245 of this Act shall apply accordingly to the appointment of 

executive directors and court-appointed temporary administrators. 

 

New rules for the mandatory appointment of workers’ 

representatives to the supervisory board/board of directors of 

companies and other employers 
 

It is proposed to amend the provisions of Article 164, paragraph 1 of the 

Labor Act as follows:  

 

(1) In a company or cooperative, in which, in accordance with a special regulation, a 

body that supervises the conduct of business is established (supervisory board, board 

of directors, or other appropriate body), and in a public institution, one member of 

the body of the company or cooperative that supervises the conduct of business, or 

one member of the body of a public institution (administrative council or another 

appropriate body) shall be a workers’ representative if the average number of 

employees per year in that company or cooperative or public institution is greater 

than 200, whereby the number of employees is determined according to the number 

of employees every last day of the month in the previous calendar year. 

 

(2) Additionally, in a company, one member of the supervisory board or the board of 

directors shall be a workers’ representative if the company meets one of the 

conditions prescribed in Article 434, paragraph 2, item 2 through item 5 of the 

Companies Act.  

 

Other necessary amendments  

In addition to the proposed amendments, it will certainly be necessary to amend the 

text in all provisions of the law that prescribe the obligations and duties of the 

management board and the supervisory board to ensure that these obligations and 

duties also apply to executive directors and members of the board of directors 

respectively. 
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