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Professional Certificate in Company Law in the European Union

Directors’' Duties and Liabilities

A — Act of Delegation

Related terms: Board of Directors, Management Committee, Corporate Governance

Definition: The formal process by which a director transfers a specific responsibility or function to a
subordinate, a committee, or an external service provider while retaining ultimate accountability. Example: A
director of a German AG delegates the preparation of quarterly financial statements to the CFO, but must
still ensure the statements comply with § 264 HGB. Practical application: Delegation allows directors to focus
on strategic oversight. Proper documentation of the delegation, clear scope, and monitoring mechanisms
are essential to avoid liability for errors made by delegates. Challenges: Over-delegation may lead to loss of
control; directors must balance efficiency with the duty to supervise and cannot rely on delegation to
escape responsibility for breaches of fiduciary duties.

AB — Abuse of Power

Related terms: Conflict of Interest, Self-Dealing, Duty of Loyalty

Definition: The wrongful use of a director’s position to obtain personal benefit or to disadvantage the
company, contrary to the duty of loyalty. Example: A director approves a contract awarding a lucrative
consulting fee to a firm owned by his spouse, without proper disclosure. Practical application: Courts may
void the transaction and impose damages. Companies should enforce strict disclosure policies and maintain
a register of interests. Challenges: Detecting subtle forms of abuse, especially when the benefit is indirect or
when the director claims the decision was in the best interest of the company.

AC - Accounting Irregularities

Related terms: Financial Reporting, Audit Committee, Misstatement

Definition: Deviations from applicable accounting standards or legal requirements that result in inaccurate
or misleading financial statements. Example: Failure to recognise impairment losses on goodwill in a French
SAS, leading to overstated assets. Practical application: Directors must ensure that internal controls are
robust and that the audit committee reviews the financial statements before approval. Challenges: Complex
accounting standards (IFRS, EU directives) can create uncertainty; directors may rely on expert advice, yet
remain liable for negligent oversight.

AD — Administrative Liability

Related terms: Criminal Liability, Regulatory Sanctions, Corporate Compliance

Definition: Liability arising from breaches of statutory duties imposed by administrative bodies, such as
competition authorities or securities regulators. Example: A director of a listed company fails to disclose a
material insider transaction to the national market regulator, resulting in a fine. Practical application:
Companies must implement compliance programmes that monitor regulatory obligations and provide
training to directors. Challenges: Overlapping jurisdictions (national vs EU) may lead to duplicate
investigations; directors must stay informed of evolving regulatory frameworks.
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AL — Allegation of Misconduct

Related terms: Whistleblowing, Investigation Procedure, Due Process

Definition: A claim, usually made by a shareholder or employee, that a director has breached a duty or
engaged in illegal conduct. Example: A shareholder alleges that the CEO concealed a conflict of interest in a
related-party transaction. Practical application: The board should have a transparent procedure to assess
allegations, possibly involving an independent committee or external counsel. Challenges: Balancing
confidentiality with the need for thorough investigation; avoiding defamation claims while protecting
whistleblowers.

AR — Asset Misappropriation

Related terms: Fraud, Duty of Care, Corporate Asset Protection

Definition: The unauthorized taking or use of company assets by a director for personal gain. Example: A
director diverts company funds to a personal investment account, concealed through falsified invoices.
Practical application: Implementing segregation of duties and regular audits can deter misappropriation.
Directors must also sign declarations confirming they have not misused assets. Challenges: Complex
corporate structures can obscure asset flows; proving intent is often difficult, especially when the director
claims a legitimate business purpose.

BD - Business Judgment Rule

Related terms: Duty of Loyalty, Duty of Care, Standard of Review

Definition: A legal principle that shields directors from liability for decisions made in good faith, with
reasonable care, and in the best interests of the company, even if the outcomes are unfavorable. Example: A
director approves a high-risk acquisition after a thorough analysis; the acquisition later underperforms, but
the decision is protected by the rule. Practical application: Boards should document the decision-making
process, including alternatives considered and expert advice obtained, to invoke the rule if challenged.
Challenges: The rule does not protect decisions made with negligence, conflict of interest, or lack of
adequate information; courts may scrutinise the adequacy of the process.

CF — Conflict of Interest

Related terms: Related-Party Transaction, Duty of Loyalty, Disclosure Register

Definition: A situation where a director’s personal interests could improperly influence the performance of
his duties to the company. Example: A director holds a substantial shareholding in a supplier being
considered for a major contract. Practical application: EU directives require directors to disclose conflicts
and abstain from voting on related matters; many member states maintain a public register of interests.
Challenges: Identifying indirect conflicts, such as those arising from family members' interests, and ensuring
timely disclosure.

CL - Claw-Back Provisions

Related terms: Executive Compensation, Shareholder Remedies, Misstatement of Accounts

Definition: Contractual clauses that allow a company to recover previously paid bonuses or equity awards if
a director is later found to have breached duties or if financial statements are restated. Example: A director
receives a performance bonus based on inflated earnings; after a restatement, the company invokes the
claw-back clause. Practical application: Including claw-back provisions in directors’ contracts strengthens
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accountability and aligns incentives with long-term performance. Challenges: Enforcing claw-backs across
jurisdictions, especially when directors reside in a different EU member state, may involve complex tax and
employment law considerations.

CM - Corporate Misconduct

Related terms: Corporate Governance, Regulatory Enforcement, Director Liability

Definition: Any breach of statutory, fiduciary, or ethical standards by the company or its directors, including
fraud, environmental violations, or anti-trust infringements. Example: A company knowingly sells
non-compliant products, and the board fails to intervene. Practical application: Boards should adopt codes
of conduct and risk-assessment frameworks to detect and prevent misconduct. Challenges: Distinguishing
between isolated employee misconduct and board-level negligence; assessing the extent of directors’
knowledge and oversight.

CO - Corporate Opportunity Doctrine

Related terms: Duty of Loyalty, Self-Dealing, Conflict of Interest

Definition: The principle that directors must not appropriate for themselves a business opportunity that
belongs to the company, unless the company waives the right. Example: A director learns of a lucrative
contract during board discussions and diverts it to a personal venture. Practical application: Directors should
disclose any potential opportunities and obtain informed consent from the board before pursuing them
independently. Challenges: Determining whether an opportunity is truly corporate property, especially in
fast-moving markets, and dealing with ambiguous waivers.

CR - Creditors’ Rights

Related terms: Insolvency, Priority Claims, Director Duties in Distress

Definition: The set of protections and remedies available to creditors when a company is financially
distressed, often influencing directors’ duties to avoid worsening the company’s position. Example: Under
the EU Insolvency Regulation, directors must not incur obligations that prejudice creditors’ interests during
a pre-insolvency restructuring. Practical application: Directors should conduct solvency tests regularly and
seek professional advice before taking actions that could impair creditor claims. Challenges: Balancing the
duty to maximize shareholder value with the duty to protect creditor interests, especially in mixed-interest
scenarios.

DA - Duty of Care

Related terms: Business Judgment Rule, Standard of Conduct, Negligence

Definition: The obligation of directors to act with the level of competence, diligence, and care that a
reasonably prudent person would exercise in comparable circumstances. Example: A director fails to review
a major investment's risk analysis, resulting in a loss; the court finds a breach of the duty of care. Practical
application: Boards should adopt formal risk-management policies, ensure access to relevant information,
and retain expert advisors where necessary. Challenges: Determining the appropriate level of care in
complex, rapidly changing markets; distinguishing between a legitimate business error and negligence.

DI — Duty of Independence
Related terms: Board Composition, Minority Shareholder Protection, EU Corporate Governance Framework
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Definition: The requirement that a sufficient number of directors be free from relationships that could
compromise their objectivity, particularly in supervisory or audit functions. Example: EU directives
encourage at least one-third of board members to be independent in listed companies. Practical
application: Companies must assess independence criteria (e.G., No material business ties) and disclose the
independence status of each director. Challenges: Defining “independence” uniformly across jurisdictions;
dealing with directors who have indirect ties through family or prior employment.

DR — Duty of Loyalty

Related terms: Conflict of Interest, Corporate Opportunity, Self-Dealing

Definition: The fiduciary obligation of directors to place the interests of the company above their own
personal interests. Example: A director refrains from voting on a resolution that would benefit a company in
which he holds a personal stake. Practical application: Strict disclosure policies, abstention from voting, and
maintaining a register of interests help fulfill the duty. Challenges: Detecting subtle loyalties, such as loyalty
to a parent company versus the subsidiary, and managing competing interests in multi-entity groups.

DS — Duty of Supervision

Related terms: Management Oversight, Audit Committee, Corporate Governance

Definition: The responsibility of directors, particularly non-executive members, to monitor the actions of the
executive management and ensure compliance with laws and internal policies. Example: In a German AG,
supervisory board members must review management reports and flag any irregularities. Practical
application: Regular board meetings, performance dashboards, and internal audit reports are tools for
effective supervision. Challenges: Information asymmetry, where management controls the flow of data, can
impede supervisory duties; directors must demand transparency.

ET — Environmental and Social Governance (ESG) Duties

Related terms: Sustainability Reporting, EU Taxonomy, Stakeholder Interests

Definition: Emerging duties that require directors to integrate environmental, social, and governance
considerations into corporate strategy and disclose related risks. Example: Under the EU Sustainable Finance
Disclosure Regulation, directors must ensure that investment decisions align with ESG criteria. Practical
application: Boards should adopt ESG policies, appoint a sustainability officer, and embed ESG metrics in
performance assessments. Challenges: Balancing short-term profitability with long-term ESG goals, and
navigating divergent ESG standards across member states.

FA - Fraudulent Trading

Related terms: Insolvency, Criminal Liability, Director Misconduct

Definition: Conduct by directors that knowingly continues business with intent to defraud creditors, often
leading to personal liability in insolvency proceedings. Example: Directors of a company in liquidation
continue to incur debts while hiding assets, resulting in criminal charges. Practical application: Directors
must cease trading when insolvency looms and seek professional advice to avoid fraudulent trading
allegations. Challenges: Determining the threshold of “intent to defraud” and distinguishing aggressive
business strategies from fraudulent conduct.

FC - Financial Conduct Authority (FCA) Guidance
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Related terms: UK Regulation, Market Abuse, Director Responsibilities

Definition: Although a UK regulator, FCA guidance influences EU companies operating in the UK, outlining
expectations for directors regarding market integrity and disclosures. Example: FCA Handbook requires
directors to ensure that inside information is not misused and that appropriate controls are in place.
Practical application: Companies with cross-border operations must align their governance frameworks with
FCA standards to avoid enforcement action. Challenges: Harmonising FCA expectations with EU directives,
especially post-Brexit, and managing divergent reporting timelines.

GD - Good Governance

Related terms: Corporate Governance Code, Transparency, Stakeholder Engagement

Definition: A set of principles and best practices that promote accountability, fairness, and transparency in
the management of a company. Example: The EU’s Corporate Governance Framework encourages boards to
disclose remuneration policies and risk-management processes. Practical application: Adoption of a
governance charter, regular board evaluations, and clear communication with shareholders embody good
governance. Challenges: Ensuring that “"best practice” does not become a box-ticking exercise; maintaining
substance over form.

GT — Group Transparency

Related terms: Consolidated Accounts, EU Accounting Directive, Parent-Subsidiary Relations

Definition: The duty of a parent company’s directors to provide clear, accurate information about the
financial position and activities of its subsidiaries. Example: Under the EU Accounting Directive, a parent
must disclose the financial statements of each subsidiary in the consolidated annual report. Practical
application: Directors must establish robust reporting lines and ensure that subsidiary boards comply with
local regulations. Challenges: Managing differing national accounting standards and language barriers
within a multinational group.

HR — Human Rights Due Diligence

Related terms: Supply-Chain Ethics, EU Directive on Corporate Sustainability Due Diligence, Stakeholder
Responsibility

Definition: The process by which directors assess and mitigate adverse human-rights impacts arising from
the company’s operations and supply chain. Example: A director commissions a Human Rights Impact
Assessment before entering a new market with known labor concerns. Practical application: Integrating
human-rights clauses into supplier contracts and monitoring compliance through audits. Challenges:
Limited access to reliable data, especially in jurisdictions with weak enforcement, and balancing cost
considerations.

IN - Insider Trading

Related terms: Market Abuse, EU Market Abuse Regulation (MAR), Confidential Information

Definition: The illegal purchase or sale of securities based on material, non-public information. Directors are
often privy to such information and thus have heightened obligations. Example: A director learns of an
upcoming merger and buys shares before the announcement, violating MAR. Practical application:
Companies must implement insider lists, blackout periods, and training programs to prevent insider trading.
Challenges: Determining what constitutes “material” information and ensuring that all relevant parties are
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aware of restrictions.

IP — Intellectual Property Management

Related terms: Asset Protection, Licensing Agreements, Director Oversight

Definition: The responsibility of directors to safeguard the company’s intangible assets, such as patents,
trademarks, and trade secrets, and to ensure proper exploitation. Example: A director approves a licensing
deal that undervalues a patented technology, leading to shareholder loss. Practical application: Boards
should regularly review IP portfolios, assess valuation, and monitor enforcement actions. Challenges: Rapid
technological change can render existing IP strategies obsolete; directors must stay informed of market
developments.

LA — Liability for Audit Failure

Related terms: Audit Committee, Statutory Auditors, EU Audit Regulation

Definition: The exposure of directors to legal consequences when they fail to ensure that the company’s
financial statements are accurately audited. Example: Directors neglect to replace an auditor after a conflict
of interest is identified, resulting in a flawed audit and subsequent penalties. Practical application: The audit
committee must regularly assess auditor independence, competence, and performance. Challenges:
Balancing cost considerations with the need for high-quality audits, and navigating regulator-driven
changes to audit standards.

LI — Liability Insurance for Directors

Related terms: D&O Insurance, Risk Management, Indemnification

Definition: Insurance policies that protect directors against personal financial loss arising from claims of
breach of duty, negligence, or other alleged misconduct. Example: A director is sued by shareholders for
alleged mismanagement; the D&O policy covers legal fees and any settlement. Practical application: Boards
should review coverage limits, exclusions, and the insurer’s reputation regularly. Challenges: Certain
jurisdictions limit the scope of indemnification, and insurers may increase premiums after major claims.

ME — Misstatement of Accounts

Related terms: Financial Reporting, Regulatory Sanctions, Restatement

Definition: The presentation of false or misleading information in the company’s financial statements,
whether intentional or due to negligence. Example: Over-stating revenue by recognizing sales before the
transfer of risk, contravening IFRS 15. Practical application: Directors must ensure that the finance function
applies appropriate accounting policies and that external auditors verify the figures. Challenges: Complex
revenue-recognition rules can lead to inadvertent misstatements; directors must stay abreast of standard
updates.

MO - Minority Shareholder Protection

Related terms: Derivative Action, Oppression Remedy, EU Shareholder Rights Directive

Definition: Legal mechanisms that safeguard the interests of shareholders who do not control the company,
allowing them to challenge directors’ actions. Example: A minority shareholder brings a derivative suit
alleging that the board approved an unfair related-party transaction. Practical application: Companies
should adopt transparent decision-making processes and provide minority shareholders with timely
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information. Challenges: High litigation costs and procedural hurdles can discourage legitimate claims;
directors must balance majority control with minority rights.

NP — Non-Compete Clauses

Related terms: Employment Contracts, Director Remuneration, EU Competition Law

Definition: Contractual provisions that restrict a director from engaging in competing activities for a
specified period after leaving the company. Example: A director’s exit agreement includes a 12-month
non-compete within the EU market. Practical application: Non-compete clauses must be reasonable in
scope, duration, and geography to be enforceable under EU law. Challenges: Over-broad restrictions may
be deemed anti-competitive; courts balance protection of legitimate business interests against restraint of
trade.

OP — Oppression Remedy

Related terms: Minority Shareholder Protection, Derivative Action, Corporate Governance

Definition: A statutory right that allows shareholders to seek relief when the company’s affairs are
conducted in a manner that is unfairly prejudicial to their interests. Example: Shareholders allege that the
board has excluded them from dividend distributions without justification. Practical application: Courts may
order remedies such as buy-outs, injunctions, or damages. Directors should ensure equitable treatment of
all shareholders. Challenges: Determining what constitutes “unfair prejudice” can be subjective; the remedy
may involve complex valuation issues.

PA — Personal Liability

Related terms: Directors’ Duties, Statutory Penalties, Indemnity

Definition: The legal responsibility of individual directors for breaches of duty, which can result in fines,
disgorgement of profits, or imprisonment. Example: A director is personally fined for violating the EU
Market Abuse Regulation. Practical application: Directors should maintain thorough records of decisions,
seek legal advice when uncertain, and rely on indemnification where permitted. Challenges: Personal liability
can extend beyond the tenure of directorship; directors must remain vigilant even after leaving the board.

PR — Professional Conduct Rules

Related terms: Legal Ethics, Bar Associations, Director Training

Definition: Standards governing the behavior of directors who are also professionals (e.G., Lawyers,
accountants), ensuring that their professional obligations align with corporate duties. Example: A
lawyer-director must avoid conflicts between client confidentiality and board confidentiality. Practical
application: Companies should provide guidance on reconciling professional codes with corporate
governance requirements. Challenges: Dual obligations may create tension, especially when professional
privilege conflicts with board disclosure duties.

RA — Related-Party Transaction

Related terms: Conflict of Interest, Disclosure Register, Corporate Governance Code

Definition: A transaction between the company and a party that has a pre-existing relationship with the
company, such as a director, his family, or a controlled entity. Example: A director’s family firm supplies raw
materials to the company at above-market rates. Practical application: The transaction must be disclosed,
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approved by independent directors, and, where required, ratified by shareholders. Challenges: Valuation of
the transaction and demonstrating that it is on arm’s-length terms can be contentious.

RE — Remuneration Disclosure

Related terms: Transparency, EU Shareholder Rights Directive, Executive Compensation

Definition: The obligation to provide clear information on directors’ pay, bonuses, and other benefits,
enabling shareholders to assess alignment with performance. Example: A listed company publishes a
remuneration report detailing fixed salary, variable bonuses, and equity awards. Practical application:
Directors must approve the remuneration policy and ensure compliance with “pay-for-performance”
principles. Challenges: Balancing competitive compensation with shareholder expectations and avoiding
excessive pay that could trigger claw-back provisions.

RF — Regulatory Framework

Related terms: EU Directives, National Legislation, Compliance

Definition: The body of laws, regulations, and guidelines that govern directors’ duties and liabilities across
the European Union. Example: The EU Company Law Package includes the Fourth and Fifth Directives, which
harmonise aspects of director responsibilities. Practical application: Boards must monitor changes in EU
legislation, such as the new Corporate Sustainability Due Diligence Directive, and adapt internal policies
accordingly. Challenges: Divergent transpositions by member states can create compliance gaps; directors
need legal counsel familiar with cross-border issues.

RS — Resignation and Exit Obligations

Related terms: Non-Compete, Indemnity, Disclosure

Definition: The duties of a director when leaving the board, including the return of company property,
confidentiality, and any post-termination restrictions. Example: Upon resignation, a director signs a deed of
termination that reiterates confidentiality and non-compete obligations. Practical application: Companies
should have standardized exit checklists and conduct exit interviews to ensure compliance. Challenges:
Enforcing post-termination covenants across borders, especially when the former director relocates outside
the EU.

SC - Shareholder Consent

Related terms: Special Resolutions, Corporate Actions, EU Shareholder Rights Directive

Definition: The requirement that certain significant corporate decisions, such as mergers, amendments to
articles, or large disposals, obtain approval from a prescribed majority of shareholders. Example: A merger
requires a 75 % affirmative vote under the EU Merger Regulation. Practical application: Directors must
prepare comprehensive information memoranda and ensure that voting procedures comply with EU
standards. Challenges: Achieving quorum, managing dissenting shareholders, and addressing cross-border
voting logistics.

SE — Secretary of the Board

Related terms: Corporate Secretarial Function, Board Minutes, Compliance

Definition: The officer responsible for ensuring that board meetings are properly convened, documented,
and that statutory filings are timely. Example: The company secretary records minutes of the supervisory
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board meeting and files the annual return with the national registry. Practical application: Accurate minutes
provide evidence of compliance with duties and can be crucial in defending against liability claims.
Challenges: Maintaining consistency across multiple jurisdictions and ensuring that the secretary’s advice is
up-to-date with evolving EU regulations.

S| - Shareholder Influence

Related terms: Activism, Proxy Voting, EU Shareholder Rights Directive

Definition: The capacity of shareholders to affect corporate governance, typically through voting, proposals,
or dialogue with the board. Example: An activist investor files a resolution demanding a review of the
company's ESG strategy. Practical application: Directors should engage constructively with shareholders,
disclose relevant information, and consider shareholder proposals seriously. Challenges: Balancing
long-term strategic goals with short-term shareholder pressure, especially in volatile markets.

SM — Shareholder Management

Related terms: Investor Relations, Corporate Communications, Transparency

Definition: The systematic approach by directors to maintain open, accurate, and timely communication
with shareholders. Example: Quarterly earnings calls, annual general meetings, and regular newsletters keep
shareholders informed. Practical application: Effective shareholder management reduces the risk of disputes
and enhances market confidence. Challenges: Managing expectations of diverse shareholder bases,
including institutional investors, retail shareholders, and cross-border stakeholders.

ST — Statutory Duties

Related terms: Legal Obligations, EU Directives, National Law

Definition: Duties imposed by legislation, such as the duty to keep proper books, file annual accounts, and
avoid fraudulent trading. Example: Under the EU Accounting Directive, directors must ensure that the
annual financial statements give a true and fair view. Practical application: Directors must stay informed of
statutory changes and implement internal controls to meet compliance. Challenges: Keeping pace with
frequent amendments and interpreting ambiguous provisions across member states.

TR — Trustee-Like Duties

Related terms: Duty of Loyalty, Fiduciary Responsibility, Beneficiary Interests

Definition: The concept that directors, similar to trustees, must act prudently, impartially, and in the best
interests of the company as a whole. Example: A director must not favour one class of shareholders over
another without justification, mirroring trustee duties. Practical application: Boards should adopt policies
that treat all stakeholders fairly and document the rationale for decisions affecting different groups.
Challenges: Conflicts between the interests of shareholders, employees, and the broader community can
test the trustee-like standard.

VA — Vicarious Liability

Related terms: Corporate Liability, Directors' Oversight, Employment Law

Definition: Liability imposed on a company (and sometimes its directors) for wrongful acts committed by its
employees or agents within the scope of their employment. Example: A director may be held vicariously
liable for a subordinate’s breach of data-protection regulations if proper oversight was lacking. Practical
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application: Directors should ensure robust compliance programs and supervise senior management to
mitigate vicarious exposure. Challenges: Determining the extent of directors’ responsibility for subordinate
misconduct, especially in large, decentralized organisations.

WH — Whistleblower Protection

Related terms: EU Whistleblower Directive, Corporate Ethics, Internal Reporting Channels

Definition: Legal safeguards that encourage employees and insiders to report misconduct without fear of
retaliation. Example: A director receives an anonymous tip about fraudulent invoicing and initiates an
internal investigation. Practical application: Companies must establish secure reporting mechanisms, protect
the identity of whistleblowers, and follow up on disclosures promptly. Challenges: Balancing confidentiality
with the need for thorough investigations, and ensuring that whistleblower policies are effectively
communicated to all directors.
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