Corporate Governance  in Croatia – Better than You Might Think

From the standpoint of a potential investor in a transition country, sound corporate governance has always been critical -- before, during, and after the Enron and Parmalat meltdowns.  No serious investor would invest in a company that does not have reasonably sound management, transparent ownership structure, understandable financial statements, and comprehensible operations. 

So, what is the status of corporate governance in Croatian firms?   And, how do Croatian firms compare to companies in Central and Southeast Europe?  The answer is, better than you might think.

The answer is the result of first-ever research on corporate governance reporting by major Croatian firms.
  In October-November 2004, AmCham member Zagreb School of Economics and Management (ZSEM) conducted a search of company websites to look for the basic information a potential investor would need.  Then, ZSEM took a broader look at all publicly available information from major Croatian companies -- annual reports and prospectuses in addition to websites -- to assess the extent of public reporting on corporate governance. 
First, the bad news.  The surveys revealed that the level of reporting is too low (Table 1).  It seems clear that in many cases, Croatian companies only disclose data about corporate governance when they “must.”   
While a high 91% of companies have a website, many companies do not use their sites as an “Investor Relations” tool.  For instance, on the websites of several tourism companies one can see pictures of hotels, beaches, and swimming pools and even book a hotel room online.  But there is very little data of interest to potential investors, such as details about company management, ownership structure, or financial results.

Companies provided more details about corporate governance in their prospectuses (as opposed to annual reports or websites) because they are required by law to do so.  For instance, 70% of companies discussed their policy on shareholder rights in their 2003 prospectus, while only 2% did so on their websites and 5% in their annual reports.  That is because “public companies” were required to list their shares 2004 and publish a prospectus in 2004.  Unfortunately, most of those companies will not be required to issue a prospectus for 2004.  

Now for the good news.  In comparison with Central European and Southeast European countries, public reporting in Croatia compares better than you might think.  The level of reporting in Croatia is about average for the 8 CE countries which joined the EU in 2004, and a cut above that in Bulgaria and Romania.  What's more, regional experience shows that reporting practices are likely to improve over the next few years.  
We hope that this research contributes to a higher degree of awareness of the benefits of public reporting on corporate governance amongst Croatian firms.  Those benefits will be shared throughout the economy as the level of investment and economic growth intensifies.

Table 1:  Website Survey of Major Croatian Firms:  Information Needed by Investors

	Websites and Websites in English.  

It is almost essential for any company of significant size to have a website. A high percentage of major Croatian companies (91%) have a website.  The same percentage have websites in English.  
	Company Management.  

Few serious investors would buy shares without first knowing who runs the company and something about their experience.  Only 53% of companies provided the names of their Management, and just 9% offered additional information, such as a short biography.
	Supervisory Board members.  

Just 33% of companies provided the names of their Supervisory Board members, and only 7% gave any type of additional information on them.

	Ownership structure.  

Before investing in a firm, most investors would like to know who are the major shareholders of that firm.   Just 28% of major companies in Croatia describe their shareholding structure on their websites.
	Financial performance (annual, semi-annual, and quarterly reports).  

Serious investors review a company's financial performance before considering an investment.  Only 40% of the surveyed firms provided their annual financial reports on their websites.  The results for semi-annual and quarterly financial reports were worse:  just 2% (one firm).  
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