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Role of Directors in Corporate Governance

RADESH RAJORIA' AND JAHNAVI VERMA®

ABSTRACT
The paper examines how important directors are to corporate governance and how their

influence affects the entire structure of a company's governance. A company's ability to be
directed and managed is largely dependent on the performance of its board of directors,
which is the set of policies, procedures, and practices that make up its corporate
governance. Directors are tasked with a great deal of responsibility, which includes risk
management, compliance, strategic oversight, and developing an ethical and transparent
culture. Directors, by virtue of their leadership, guarantee that management behaves
responsibly and advances sustainable business practices, all while serving the interests of
shareholders and other stakeholders. This essay looks at the different ways that directors
affect corporate governance, the value of their objectivity and independence, and the
difficulties they have in carrying out their responsibilities. Best practices for boosting
directors' efficacy in governance responsibilities are also covered. The results highlight
how important directors are in establishing governance practices and how they support an
organization's long-term viability and integrity.

Keywords: Corporate Governance, Directors, Company, Stakeholders

I. INTRODUCTION

Directors have always been an eternal part of the company. From managing and running the
company to handling its day to day affairs is in the hands of the directors. A director is a
person who serves on a company's board of directors, an elected or appointed body tasked
with managing and governing the enterprise. Directors are in charge of establishing policies,
giving strategic direction, and making sure the management of the firm operates in the best
interests of the stakeholders and shareholders. Their control of the company's operations,
finances, and adherence to legal and regulatory obligations is essential to their position in
corporate governance. There are different types of directors, which the paper will further

discuss in detail.

The directors have been a crucial part for incorporating Corporate Governance in the
companies and keeping a check whether it being followed or not. The point of discussion is,

what is Corporate Governance Afterall? This paper investigates the crucial role that directors

t Author is a student at Amity Law School, Noida, India.
2 Author is a student at Amity Law School, Noida, India.
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play in corporate governance, looking at the ways in which their obligations support an

organization's efforts to uphold accountability, integrity, and transparency.
1. WHAT IS CORPORATE GOVERNANCE?

The set of guidelines, customs, and procedures that govern a company's direction and control
is known as corporate governance. It is the mechanism through which the company, its
management is held accountable to their actions towards stakeholders, which also include the
customers and the community as a whole. The concept of corporate governance essentially
balances the interest of the stakeholders which include customers, suppliers, lenders and the

senior management, government, and the society itself.

As the name itself suggests, it is the governance of the corporate. The rules and procedures

through which the corporate is to be governed.

Governance refers to the set of rules, controls, policies, and resolutions put in place to direct
corporate behaviour. A board of directors is pivotal in governance, while proxy advisors

and shareholders are important stakeholders who can affect governance.® (Chen, 2023).

The majority of prosperous businesses want to have excellent corporate governance. Many
shareholders believe that a corporation must exhibit excellent corporate citizenship, which
includes ethical behaviour, environmental awareness, and other strong corporate governance

procedures, in addition to profitability.

Now when we look at this policy of Corporate Governance, we can find that at the heart of the
implementation of the Governance there are directors responsible for the same, and they have
a very crucial role in implementing the same. They set the background of company’s strategic
direction, overseeing management, and ensuring the company adheres to ethical standards and
regulatory requirements. Now since we have established that Corporate Governance helps in
setting up the direction of the company, the effectiveness of the Corporate Governance has a
direct impact on the performance of the company. It is a crucial element of a productive work
environment since it directly affects sustainability and reputation. It presents the framework
that the organization uses to define its goals, as well as how those goals will be attained and

performance reviewed.
An effective Corporate Governance becomes crucial for a diverse set of reasons:

1. Transparent rules and controls, leadership guidance, and alignment of the interests of

3 James Chen, Corporate Governance: Definition, Principles, Models, and examples, 2024
https://www.investopedia.com/terms/c/corporategovernance.asp#:~:text=Corporate%20governance%20is%20the
%20structure,company's%20operations%20and%20ultimate%?20profitability
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shareholders, directors, management, and staff are all products of good corporate
governance. Transparency at the top level management creates a trust in the low level

management, which basically creates an environment of trust and better flow of work.
2. Fosters credibility among the public, investors, and community members.

3. A company’s corporate governance policy can clearly indicate to stakeholders and
investors where the company is headed in terms of business integrity, generating long-

term opportunities, financial viability and profits.
4. Can facilitate raising of the capital, in turn increasing the share prices.

5. Assisting in the identification, management, and mitigation of risks, it protects the
interests of stakeholders, including shareholders.

The most direct stakeholder influencing corporate governance is the board of directors. The
duty of representing the interests of the company's shareholders falls on directors, who are
chosen by the board or elected by the other directors. Since the board of Directors is the main
body which is directly responsible for the Corporate Governance, the most key decisions are
left at the hands of directors. From compensation to dividends and all the financial policies.
Board responsibilities extend beyond financial optimization, such as when shareholder votes

demand that particular environmental or social issues be given top priority.

In most countries, the board of directors serve as the legal representatives of and have the
fiduciary responsibility to monitor management and serve the interests of shareholders
(Zattoni, 2013).

There are five principles of Corporate Governance:

1. Accountability: The goal of an organization's operations and the outcomes of its
behaviour must be explained by the board. It is responsible for evaluating a company's
capability, potential, and performance, along with the leadership of the organization. It

needs to inform stockholders about important matters.

2. Risk Management: The board and management are responsible for deciding which
risks to take and how best to handle them. In order to manage risks and notify all

pertinent parties of their existence and status, they must implement those guidelines.

3. Transparency: The board is responsible for informing shareholders and other
stakeholders in a timely, accurate, and transparent manner on matters including

financial performance, conflicts of interest, and hazards.
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4. Fairness: The board of directors is required to treat communities, vendors, employees,

and shareholders equally and fairly.

5. Responsibility: The board is in charge of managing operations and overseeing business
affairs. It needs to be conscious of and supportive of the company's continuous,
effective performance. The hiring and recruitment of a Chief Executive Officer (CEQ)
is one of its duties. The company's and its investors' best interests must be its first

priority.

Now when we have discussed about Corporate Governance in detail, we know that the brains

behind implementation of Corporate Governance are the directors of the company.
I1l. WHO IS A DIRECTOR?

Section 2 (34) of Companies Act, 2013 defines a director. “Director” means a director
appointed to the board of a company* (Companies Act, 2013).

A director is a person who serves on a company's board of directors, an elected or appointed
body tasked with managing and governing the enterprise. Directors are in charge of
establishing policies, giving strategic direction, and making sure the management of the firm
operates in the best interests of the stakeholders and shareholders. Their control of the
company's operations, finances, and adherence to legal and regulatory obligations is essential

to their position in corporate governance.

Now, under the companies act, the directors or the board of directors are primary agents of the
company to transact its operations. Directors have different attributes towards the company.
They act as an agent for the principal, i.e., the company. The directors of the company also
acts as a trustee with respect to the property held by the company. The Companies Act does
not define the role as a director but when identified closely with the tasks associated with that
post, A director’s role can include, establishing, enforcing and deciding upon policies,
drafting and submitting legal documents to the Companies office or other organizations,

requiring the business to sign contracts with lenders, suppliers, and other business partners.

Section 149 of Companies Act provides for who can be appointed as a director. States that
only an individual person can be appointed as a director and no body corporate can be a

director in any other company.

However, no person shall be appointed as a director of the company unless he has been
allotted a Director Identification Number (DIN) or such other number as may be prescribed

4+ The Companies Act, 2013 (No. 18 of 2013) https://www.mca.gov.in/Ministry/pdf/CompaniesAct2013.pdf
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under section 153 (Dr. G.K. Kapoor, Company Law and Practise , 2023).

According to Section 153, anyone wishing to be appointed as a director of a company must

apply to the Central Government in the appropriate form, manner, and with the prescribed fee

in order to receive a Director ldentification Number.

There are different types of directors in a company as follows:

1.

Residential Director: In accordance with the Act, each firm must designate a director
who spent at least 182 days in India during the preceding calendar year. A residential

director will be one of these directors.

Independent Director: Non-executive directors, or independent directors, aid a
corporation in raising its corporate legitimacy and governance standards. Stated
differently, an independent director is a non-executive director who has no affiliation
with a corporation that could potentially compromise his objectivity. Tenure for these

directors are of five consecutive years, however they are entitled to re-appointment.

Women Director: A company, whether be it a private company or a public company,
would be required to appoint a minimum of one woman director in case it satisfies any

of the following criteria:

a. The company is a listed company and its securities are listed on the stock

exchange.

b. The paid-up capital of such a company is Rs. 100 crore or more with a turnover of
Rs. 300 crores or more® (Acharya, 2024).

Additional Director: An additional director may be selected, and they may hold the
position through the following annual general meeting. Should the AGM not have

taken place, the term would end on the scheduled date of the AGM.

Alternate Director: A person designated by the Board to cover for a director who may
be out of the country for longer than three months is referred to as an alternate

director.

Executive Director: The company's working director with full time duties is an
executive director. They oversee business operations and bear a greater responsibility
for the organization. They must exercise diligence and caution in all of their

interactions.

5 Mayashree Acharya, Types of Directors in a Company, 2025 https://cleartax.in/s/types-of-directors-in-a-
company
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7. Non-Executive Director: A non-executive director is one who does not participate in
the day-to-day operations of the company; they are non-working directors. They could
challenge the executive directors to make choices that are optimal for the business and

take part in the planning or policy-making process.

We have discussed in details about Corporate Governance and Directors, now the point of

discussion is how the board of Directors are impacting a good Corporate Governance.
IV. IMPACT OF BOARD OF DIRECTORS IN GOOD CORPORATE GOVERNANCE:

We have a detailed understanding about how the board is responsible for the company as they
play a role of agent and trustee for the company. Now since Directors are the top hierarchy of
a company they play a very crucial role in shaping the corporate governance practices within
an organization. The board of directors is responsible for a wide range of duties that are
crucial to a company’s overall health and success. These responsibilities include setting the
company’s overall strategy, selecting and evaluating the performance of the CEO, and
ensuring compliance with laws and regulations.® (Meagher, 2023). Their actions are directly
proportional to direction, ethical standards and risk management of the company. Developing
the company's overarching strategy is one of the board of directors’ main duties. This include
formulating a purpose and vision statement, determining long-term goals and objectives, and

coming up with a strategy to reach those goals.

The CEO is one of a company's most important employees in day-to-day operations, and as
the board selects candidates for this position, directors have a vital duty in this regard. Making
sure the business complies with all applicable rules and regulations is another crucial duty of
the board of directors. This involves making certain that the business complies with all
relevant accounting rules and that its financial statements are accurate. In addition, the board

of directors is essential to risk management and maintaining the company's financial health.

The board of directors is accountable to the company’s shareholders and is involved in
decision-making processes that affect the company’s performance. Shareholders can vote on
important decisions such as the election of board members, the approval of significant
transactions and any changes to the company’s bylaws. Shareholders also have the right to
receive financial statements and other information about the company and to attend and speak

at the annual meeting ’ (Meagher, 2023).

¢ Philip Meagher, The Importance of Board of Directors in Corporate Governance: A Complete Guide, 2023,
https://www.learnsignal.com/blog/importance-of-board-of-directors-in-corporate-governance/
7 Philip Meagher, The Importance of Board of Directors in Corporate Governance: A Complete Guide, 2023,
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The directors are responsible for setting the strategic direction of the company and ensuring
that management implements it effectively. They offer advice on important choices like
investments, divestitures, and mergers and acquisitions. Directors assist in ensuring that the
business is headed in a path that is consistent with the interests of shareholders and other
stakeholders by making well-informed and strategic choices. Since Directors are the ones
taking all the decisions, it becomes important that the team is keeping updated the board about
the affairs so that decisions can be undertaken swiftly and again, effective communication and
collaboration between board and management becomes important for good governance. The
management team should be able to rely on the board for direction and assistance, and the
board should be able to rely on the management team to deliver accurate and timely

information.

The board is kept informed about the new threats that may come up for the company and
about the performance in the market. This creates a sense of responsibility amongst the
stakeholders that the company is accountable, and is trust worthy. This not only helps the
body corporate to create a good image for themselves but also their also help in raising the
share price in the market.

One of the pillars of Corporate Governance is Risk management, and the board of directors is
vital in both reducing risk and guaranteeing the company's overall financial stability.
Companies are subject to a variety of threats, such as reputational, operational, and financial
threats. The board becomes responsible for addressing these issues for a long term run of the
company. Not only mitigating the risk which the company might face but, the board becomes
responsible for ensuring the company is in compliance with all the relevant laws and

regulations related to risk management.

In order to promote an ethical and honest culture within the company, directors are essential.
They define and uphold the company's ethical standards and core values, setting the tone at
the top. Directors contribute to the prevention of misbehaviour and the development of a
strong company culture that is consistent with the values of good governance by encouraging

ethical behaviour and making sure that ethical procedures are in place.

Open communication and interaction with stakeholders, such as shareholders, staff, clients,
suppliers, and the community, are necessary for effective corporate governance. Directors
encourage this kind of involvement by making sure the business is open and honest about its

objectives, plans, and results. Additionally, they contribute to strengthening cooperation and

https://www.learnsignal.com/blog/importance-of-board-of-directors-in-corporate-governance/
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trust by listening to stakeholder concerns and adopting their suggestions into the company's

governance procedures.

We have established that what is corporate governance, who are directors and how they
impact good governance in a Corporate. There have been many a cases wherein the directors
have failed to look up their own company and could not survive the impact. One such case
study is of Enron. Enron as a company was a very successful company whose success could
not continue for a lifelong as the directors failed to realise the importance of the corporate

governance:

The issue with Enron stemmed from the board of director’s decision to disregard many
conflict of interest regulations, permitting Andrew Fastow, the company’s top financial
officer, to form separate, private partnerships in order to conduct business with Enron.
Enron’s obligations and debts were concealed by means of these private partnerships. Had
they been appropriately recorded, they would have substantially decreased the company’s

earnings.

Due to Enron's lax corporate governance, the companies that concealed the losses were able to
be established. Additionally, the business hired dishonest individuals who engaged in

unlawful market manipulation, from Fastow to its traders.

The Sarbanes-Oxley Act was passed in 2002 as a response of the Enron scandal and other
incidents that occurred during that time. In addition to existing securities rules, it placed
stricter recordkeeping obligations on businesses, with severe criminal penalties for breaking

them. Restoring trust in public firms and their operations was the goal.
V. CONCLUSION

The paper has well established in detail what is corporate governance and who are directors.
We have established how the directors become a crucial point in establishing good practises
of Corporate Governance and how it becomes critical for all the stakeholders in the company.
While good practise of Corporate Governance does not only affect the employee and

shareholders of the company it can also have an impact on the society as a whole as well.

The paper has established that the corporate bodies have to look out for the best practises in
their segments to just not only mitigate risks that they can face but also how transparency and
accountability can be affected of the company. The main objective of the company is also to
establish a trust with all the stakeholders of the company. This trust can be established by

good practises of Corporate Governance.
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As the foundation of a company's governance structure, directors are essential to maintaining
strong corporate governance. Their duties cover a wide range of tasks, including risk
management, stakeholder engagement, ethical leadership, and strategic oversight and
decision-making. Directors who faithfully carry out their responsibilities contribute to the
development of an ethical, transparent, and accountable culture—all of which are critical to

the long-term viability of any organization.

Directors are mainly responsible for the practise of Corporate Governance. Being caught up
with the market conditions, financial stability and culture inside the company is also a
responsibility of director which is crucial for directors to follow, which have a direct impact

on the Corporate Governance.

In addition to protecting stakeholder interests and fostering investor confidence, competent
corporate governance also improves the company's operational performance and reputation.
Furthermore, the presence of independent directors contributes an element of neutrality and
objectivity that is essential for reducing conflicts of interest and guaranteeing equitable

decision-making.

In the long run, it is impossible to overestimate the influence of directors on corporate
governance. In order to navigate the intricacies of the business climate, steer organizations
toward sustainable growth, and uphold their commitment to compliance and ethical practices,
their leadership and oversight are essential. Therefore, enhancing the position of directors and
consistently enhancing governance procedures ought to be top priorities for businesses hoping
to prosper in the cutthroat and quickly changing market of today.
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