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ABSTRACT

Directors play a vital role in the management and governance of companies. Their decisions
directly affect the company, shareholders, and other stakeholders. The Companies Act, 2013
has introduced a clear legal framework to define the duties, responsibilities, and liabilities of
directors in India. The main objective of this law is to promote transparency, accountability,

and ethical conduct in corporate
functioning.

This research focuses on the duties of directors as provided under the Companies Act, 2013,
including the duty to act honestly, exercise reasonable care and skill, avoid conflicts of interest,
and comply with legal requirements. The study also examines the different types of liabilities
imposed on directors, such as civil, criminal, and regulatory liability, in cases of negligence,

fraud, or breach of statutory duties.

The research further discusses the importance of independent directors and board committees
in ensuring effective corporate governance. It highlights the challenges faced by directors in
practice, such as increased compliance pressure, fear of legal consequences, and lack of true

independence in decision-making.

The study concludes that although the Companies Act, 2013 provides a strong legal structure,
its success depends on proper implementation and ethical leadership. Strengthening awareness
among directors and promoting good governance practices are essential for the long-term

stability and growth of companies in India.
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INTRODUCTION

Corporate governance is an essential element of a modern corporate system, ensuring that
companies are managed in a transparent, accountable, and ethical manner. Directors occupy a
central position in this governance framework, as they are responsible for formulating policies,
making strategic decisions, and supervising the overall functioning of a company. Their actions
directly influence not only the financial performance of the company but also the interests of

shareholders, employees, creditors, and society at large.t

In India, the legal regulation of directors has undergone a significant transformation with the
enactment of the Companies Act, 2013. Under the earlier Companies Act, 1956, the duties of
directors were largely derived from common law principles and judicial interpretations.? The
absence of clearly defined statutory duties often resulted in ambiguity and weak enforcement.
To address corporate scandals, governance failures, and misuse of managerial power, the

Companies Act, 2013 introduced an express codification of directors’ duties and imposed

stricter standards of accountability.®

Section 166 of the Companies Act, 2013 expressly lays down the general duties of directors,
including the duty to act in good faith, exercise due and reasonable cre, skill and diligence,
avoid conflicts of interest, and not derive undue personal advantage.* These statutory duties
reflect the fiduciary nature of the relationship between directors and the company. In addition,
the Act provides for civil, criminal, and regulatory liabilities in cases where directors fail to

comply with their legal obligations or are involved in fraud, negligence, or mismanagement.®

Act also places special emphasis on the role of independent directors and board committees to
strengthen corporate governance and ensure balanced decision-making.® Judicial
pronouncements have further clarified that directors are expected to act responsibly and cannot

escape liability by merely claiming ignorance or lack of direct involvement.®

! Adrian Cadbury, Corporate Governance and Chairmanship 8 (2002).

2 A. Ramaiya, Guide to the Companies Act 1123 (18th ed. 2010).

3 Umakanth Varottil, Corporate Governance in India: Evolution and Challenges, 48 Econ. & Pol. WKkly. 88, 90
(2013).

4 Companies Act, 2013, § 166 (India).

5 1d. 88 166, 447-449.

61d. § 149 & sch. IV.

6 Tata Consultancy Servs. Ltd. v. Cyrus Invs. Pvt. Ltd., (2021) 9 SCC 449.
2
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This research seeks to analyze the scope of directors’ duties and liabilities under the Companies
Act, 2013 and to examine how effectively these provisions promote good corporate governance
in India. The study also highlights the challenges faced by directors in practice and evaluates
whether the current legal framework strikes an appropriate balance between managerial

autonomy and accountability.

OBJECTIVES AND RESEARCH METHODOLOGY

Objectives of the Study

The primary objective of this research is to analyze the legal framework governing directors’
duties and liabilities under the Companies Act, 2013 and related regulations in India.’

Specifically, the study aims to:

Examine the statutory duties of directors, including fiduciary responsibilities, duty of care, and

ethical obligations toward the company, shareholders, and other stakeholders.®

Analyze the legal and regulatory mechanisms that impose civil, criminal, and administrative

liabilities on directors for non-compliance or misconduct.

Evaluate the role and effectiveness of independent directors in promoting transparency,

protecting minority shareholders, and ensuring objective oversight.®

Review judicial interpretation of directors’ duties and liabilities through landmark case law,

highlighting the practical implications for corporate governance.*°

7 Companies Act, 2013, § 149(6), sch. IV (India).
& Companies Act, 2013 (India); SEBI (Listing Obligations and Disclosure Requirements) Regulations, 2015.
10 Companies Act, 2013, § 166 (India).

° Companies Act, 2013, §8 166, 177, 188 (India).
10 Tata Consultancy Servs. Ltd. v. Cyrus Invs. Pvt. Ltd., (2021) 9 SCC 449; K.K. Verma v. Union of India, (1989)
2 SCC 234.
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Identify challenges and gaps in the practical implementation of directors’ duties and suggest

reforms to strengthen accountability and corporate governance in Indian companies.

The study does not seek to provide exhaustive solutions but aims to critically assess the existing

framework and propose recommendations to enhance its effectiveness in practice.
Research Methodology

This research adopts a doctrinal and analytical methodology, commonly used in legal
research to study statutory provisions, case laws, and regulatory frameworks. 2 The

methodology comprises the following elements:

Doctrinal Analysis: The study examines the relevant provisions of the Companies Act, 2013,
including Sections 149, 166, 177, and 178, along with Schedule IV, which outlines the code of
conduct for independent directors. ** Additionally, SEBI regulations, circulars, and guidelines
regarding directors’ duties are analyzed to provide a comprehensive understanding of the legal

framework.

Judicial Analysis: The research critically evaluates key judicial decisions interpreting
directors’ duties and liabilities, including landmark cases such as Tata Consultancy Services
Ltd. v. Cyrus Investments Pvt. Ltd. and K.K. Verma v. Union of India. 13 This analysis helps

assess the practical enforcement of statutory duties and directors’ accountability.

Comparative Approach: To contextualize Indian corporate governance, the study refers to
international standards and practices, including the OECD Principles of Corporate
Governance.'* The comparison provides insights into areas where Indian law aligns with or

diverges from global best practices.

1 Umakanth Varottil, Corporate Governance in India: Evolution and Challenges, 48 Econ. & Pol. Wkly. 88
(2013).

12 C.R. Kothari, Research Methodology: Methods and Techniques 4 (2d ed. 2004).
5 Companies Act, 2013, 88 149, 166, 177, 178, sch. IV (India).

13 Tata Consultancy Servs. Ltd., supra note 5.
14 OECD, Principles of Corporate Governance (2015).
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Analytical Evaluation: Based on doctrinal and judicial analysis, the study identifies gaps,

challenges, and practical limitations in implementing directors’ duties. The analytical approach

also forms the basis for proposing reforms and policy recommendations.®®

This methodology ensures a systematic, comprehensive, and critical assessment of directors’
duties and liabilities under Indian corporate law, combining legislative analysis, judicial

interpretation, and comparative perspectives. 6

CONCEPT OF DIRECTORS’ DUTIES AND ROLE

Directors occupy a position of trust and confidence in the corporate structure. They act as the
brain and will of the company and are responsible for managing its affairs in accordance with
law and corporate objectives. Although a company has a separate legal personality, it functions
through its directors, who exercise powers on its behalf. Due to this position, directors are

expected to act honestly, responsibly, and in the best interests of the company.*’

The concept of directors’ duties originates from the principles of fiduciary relationship and
trusteeship. Directors are not trustees in the strict sense; however, they are considered
fiduciaries because they are entrusted with control over the company’s assets and decision-
making powers.?* This fiduciary relationship requires directors to act in good faith, avoid
conflicts of interest, and not misuse their position for personal gain. Any violation of these

principles may attract legal consequences.'®

Traditionally, directors’ duties in India were governed by common law principles developed
through judicial decisions. Courts emphasized duties such as loyalty, care, and honesty.?®
However, the absence of statutory clarity led to inconsistent standards and weak enforcement.
Recognizing this gap, the Companies Act, 2013 codified directors’ duties to ensure greater

accountability and transparency in corporate governance.*®

15 C.L. Bansal, Corporate Governance: Law, Practice and Procedures 241 (2018).
16 Adrian Cadbury, Corporate Governance and Chairmanship 23 (2002).
Y7 Lennard’s Carrying Co. Ltd. v. Asiatic Petroleum Co. Ltd., [1915] AC 705 (HL).
2L A. Ramaiya, Guide to the Companies Act 1145 (19th ed. 2014).
18 Companies Act, 2013, § 166(4) (India).
2 Percival v. Wright, [1902] 2 Ch 421.
19 Umakanth Varottil, Directors’ Duties under the Companies Act, 2013, 26 Nat’l L. Sch. India Rev. 65, 68
(2014).
5
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The role of directors extends beyond mere compliance with law. Directors are expected to
provide strategic guidance, monitor management performance, ensure financial integrity, and
protect stakeholder interests.?% In the modern corporate environment, directors must also
address issues such as risk management, corporate social responsibility, and sustainable
business practices. Their role has evolved from passive oversight to active participation in

governance.?

Independent directors play a particularly significant role in ensuring impartial decision-making
and protecting minority shareholders. Their presence on the board is intended to bring
objectivity, expertise, and independence, thereby reducing the risk of promoter dominance.?
Courts have also emphasized that directors cannot escape liability by claiming lack of

knowledge if they fail to exercise due diligence in their role.®

Thus, the concept of directors’ duties is closely linked to their role as guardians of corporate
governance. The statutory framework under the Companies Act, 2013 seeks to ensure that
directors exercise their powers responsibly while maintaining a balance between managerial

autonomy and accountability.

STATUTORY DUTIES OF DIRECTORS UNDER THE COMPANIES ACT, 2013

The Companies Act, 2013 represents a landmark reform in Indian corporate law by expressly
codifying the duties of directors. Prior to this enactment, directors’ duties were primarily
governed by common law principles and judicial precedents, which often resulted in
uncertainty and inconsistent application.?* By introducing Section 166, the Act provides a
clear statutory framework that defines the standard of conduct expected from directors and

strengthens corporate governance by ensuring accountability and transparency.?®

20 Adrian Cadbury, Corporate Governance and Chairmanship 12 (2002).

21 OECD, Principles of Corporate Governance 18 (2015).

22 Companies Act, 2013, § 149 & sch. IV (India)

23 Official Liquidator v. P.A. Tendolkar, (1973) 1 SCC 602

24 Umakanth Varottil, Directors’ Duties under the Companies Act, 2013, 26 Nat’l L. Sch. India Rev. 65, 66
(2014).

2> Companies Act, 2013, § 166 (India).
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Duty to Act in Accordance with the Articles of Association

Section 166(1) mandates that a director shall act in accordance with the Articles of
Association of the company. The Articles function as the internal constitution of the
company and determine the scope of powers and authority of directors. Any action taken
beyond or contrary to the Articles may amount to ultra vires conduct and expose the director
to liability.®

Courts have consistently held that directors must strictly adhere to the company’s
constitutional documents, as deviation from the Articles may constitute breach of trust and

misuse of authority.?’

Duty to Act in Good Faith and in the Best Interests of the Company

Section 166(2) imposes a duty on directors to act in good faith in order to promote the

objects of the company for the benefit of its members as a whole.

This duty also extends to acting in the best interests of employees, shareholders, the

community, and the environment.?

This provision reflects a significant shift from the traditional shareholder-centric approach
towards a stakeholder-oriented model of corporate governance. Directors are now
expected to consider long-term sustainability and social responsibility while making

decisions.?® Failure to act in good faith may attract both civil and criminal consequences.

Duty to Exercise Due Care, Skill, and Diligence

Under Section 166(3), directors are required to exercise due and reasonable care, skill, and
diligence while performing their functions. This duty requires directors to actively

participate in board meetings, evaluate company policies, and make informed decisions.*

26 A, Ramaiya, Guide to the Companies Act 1160 (19th ed. 2014).

27 Ashok Kumar Mittal v. Registrar of Companies, (2009) 93 SCL 416 (Del).
28 Companies Act, 2013, § 166(2) (India).

29 OECD, Principles of Corporate Governance 19 (2015).

30 Companies Act, 2013, § 166(3) (India).
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The standard applied is that of a reasonably prudent person possessing the knowledge and
experience of the director. Courts have clarified that mere ignorance or passive conduct

cannot be used as a defence for failure to exercise due diligence.®!

Duty to Avoid Conflict of Interest

Section 166(4) prohibits directors from placing themselves in situations where their
personal interest conflicts with the interest of the company. Directors are required to
disclose any direct or indirect interest in contracts, arrangements, or transactions involving

the company.*

This duty is rooted in fiduciary principles and aims to prevent abuse of position for personal
gain. Even indirect conflicts of interest may attract liability if transparency and disclosure

requirements are not fulfilled.32

Duty Not to Make Undue Gain or Advantage

Section 166(5) provides that a director shall not achieve or attempt to achieve any undue
gain or advantage for himself, his relatives, partners, or associates. If such undue gain is

established, the director is liable to pay an amount equal to such gain to the company.*?

This provision strengthens the fiduciary obligation of directors and ensures that corporate

opportunities are not misappropriated for personal benefit.>*

Duty Not to Assign Office

According to Section 166(6), the office of a director cannot be assigned, and any such
assignment shall be void. This provision emphasizes that directorship is a position of
personal trust, responsibility, and accountability, which cannot be transferred to another

person.3®

31 Official Liquidator v. P.A. Tendolkar, (1973) 1 SCC

602. 3% Companies Act, 2013, § 166(4) (India).

32 Regal (Hastings) Ltd. v. Gulliver, [1942] 1 All ER 378 (HL).
33 Companies Act, 2013, § 166(5) (India).

34 A. Ramaiya, supra note 3, at 1170.

35 Companies Act, 2013, § 166(6)

(India). “° Id. § 166(7).
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Penal Consequences for Breach of Statutory Duties

Section 166(7) prescribes penalties for contravention of the duties laid down under Section
166. A director may be punished with a fine, and in certain cases, additional civil or criminal

liability may arise depending on the nature of the breach.*

Judicial decisions have reaffirmed that directors cannot escape liability merely by claiming

lack of knowledge or delegation of responsibility when statutory duties are violated.®

LIABILITIES OF DIRECTORS UNDER THE COMPANIES ACT, 2013

While directors are vested with wide powers to manage the affairs of a company, such
powers are accompanied by corresponding liabilities. The Companies Act, 2013 imposes
liability on directors to ensure that they act responsibly, honestly, and within the boundaries
of law. Directors may be held personally liable where there is breach of statutory duty,
negligence, fraud, or abuse of position.®” The Act recognizes civil, criminal, and

regulatory liabilities, depending on the nature and gravity of the default.®

Concept and Basis of Directors’ Liability

Directors are not automatically liable for every act of the company due to the doctrine of
separate legal personality. However, where directors act beyond their authority or are
personally involved in wrongful acts, the corporate veil may be lifted to fix liability on
them.®® The fundamental principle governing directors’ liability is that a position of trust

must not be misused to the detriment of the company or its stakeholders.*®

36 Sunil Bharti Mittal v. CBI, (2015) 4 SCC 609.

37 Umakanth Varottil, Corporate Governance and Directors’ Liability in India, 27 Nat’l L. Sch. India Rev.
92, 94 (2015).
38 Companies Act, 2013 (India).

39 Delhi Dev. Auth. v. Skipper Constr. Co. (P) Ltd., (1996) 4 SCC
622. *5 A. Ramaiya, Guide to the Companies Act 1185 (19th ed.
2014).
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The Companies Act, 2013 significantly expands the scope of liability by holding directors
accountable for acts committed with their knowledge, consent, connivance, or lack of

due diligence.*

Civil Liability of Directors

Civil liability of directors generally arises when there is breach of fiduciary duty,
negligence, misrepresentation, or misuse of company funds. Directors may be required to

compensate the company or its shareholders for losses caused by their wrongful acts.*

Section 166(5) specifically provides that where a director gains any undue advantage, he
shall be liable to pay an amount equal to such gain to the company. #? Directors may also
be held liable in cases of oppression and mismanagement under the Act, where their

conduct is prejudicial to the interests of shareholders.>*

Judicial pronouncements have clarified that civil liability may arise even in the absence of

dishonest intention, if negligence or lack of due care is established.*®

Criminal Liability of Directors

Criminal liability is imposed where directors are involved in serious offences such as fraud,
falsification of accounts, concealment of material facts, or intentional violation of statutory
provisions.** Section 447 of the Companies Act, 2013 prescribes stringent punishment for

fraud, including imprisonment and heavy fines.*®

A director may be held criminally liable if the offence is committed with his knowledge or

consent, or if he fails to exercise due diligence to prevent the offence.*® However, courts

40 Companies Act, 2013, 88 166, 447 (India).

41 Official Liquidator v. P.A. Tendolkar, (1973) 1 SCC 602.
42 Companies Act, 2013, § 166(5)

(India). > Id. §§ 241-242.

43 Umakanth Varottil, supra note 1, at 98.

% Companies Act, 2013, §8 447-449 (India).
45 1d. § 447.

46 1d. § 447 r/w § 149(12).
10
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have emphasized that criminal liability cannot be imposed merely on the basis of

designation unless there is evidence of active involvement.*’

Regulatory and Statutory Liability

In addition to civil and criminal liability, directors may face regulatory action by authorities
such as the Registrar of Companies (ROC), National Company Law Tribunal (NCLT), and
the Securities and Exchange Board of India (SEBI).%8

Section 164 of the Companies Act, 2013 provides for disqualification of directors in cases
such as non-filing of financial statements or failure to repay deposits.*® Regulatory
penalties, fines, and restrictions on holding directorships are intended to enforce
compliance and promote responsible corporate governance.>® Liability of Independent

Directors

The Companies Act, 2013 provides limited protection to independent directors to ensure
that fear of liability does not discourage competent individuals from serving on boards.
Section 149(12) states that an independent director shall be liable only for acts of omission
or commission which occurred with his knowledge, consent, or where he failed to act

diligently.®

This provision strikes a balance between accountability and protection, recognizing the
advisory and oversight role played by independent directors.>!

Judicial Approach towards Directors’ Liability

Indian courts have adopted a balanced approach in determining directors’ liability. While

courts have lifted the corporate veil in cases of fraud and mismanagement, they have also

47 Sunil Bharti Mittal v. CBI, (2015) 4 SCC 609.

8 SEBI (LODR) Regulations, 2015.

4% Companies Act, 2013, § 164

(India). >°1d. § 172.

0'1d. § 149(12).

1 Umakanth Varottil, Independent Directors in India, 22 J. Indian L. & Soc’y 45 (2020).
11
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protected directors from mechanical prosecution. The judiciary has consistently held that

liability must be based on evidence of involvement, responsibility, and breach of duty.53

JUDICIAL DECISIONS AND CASE LAW ANALYSIS ON DIRECTORS’ DUTIES

The judiciary has played a crucial role in shaping and clarifying the scope of directors’
duties and liabilities in India. While the Companies Act, 2013 provides a statutory
framework, judicial interpretation has ensured that these provisions are applied in a fair,
balanced, and practical manner. Courts have consistently emphasized that directors occupy

a position of trust and must exercise their powers responsibly, honestly, and in good faith.>®

Indian courts have also ensured that liability is not imposed mechanically on directors
merely due to their designation. Instead, liability is determined on the basis of active
involvement, responsibility, and breach of duty, thereby maintaining a balance between

accountability and managerial autonomy.>*

Fiduciary Duties and Judicial Interpretation

Courts have repeatedly affirmed that directors owe fiduciary duties to the company. This
includes duties of loyalty, good faith, and avoidance of conflicts of interest. In Regal
(Hastings) Ltd. v. Gulliver, the House of Lords held that directors must not make secret
profits by virtue of their position, even if the company has not suffered any loss.>® This
principle has been followed by Indian courts while interpreting directors’ fiduciary

obligations.*

52 Iridium India Telecom Ltd. v. Motorola Inc., (2011) 1 SCC
74. % SMS Pharm. Ltd. v. Neeta Bhalla, (2005) 8 SCC 89.

3 Umakanth Varottil, Judicial Enforcement of Directors’ Duties in India, 28 Nat’l L. Sch. India Rev. 101,
103 (2016).
54 Sunil Bharti Mittal v. CBI, (2015) 4 SCC 609.

%5 Regal (Hastings) Ltd. v. Gulliver, [1942] 1 All ER 378 (HL).
6 A. Ramaiya, Guide to the Companies Act 1195 (19th ed. 2014).

12



International Journal of Juridical Studies & Research (IJJSR), Vol. 1, Issue 1, May 2025 Page
1-21
The Supreme Court of India has held that directors must act for the benefit of the company
as a whole and not for personal or sectional interests. Any misuse of position amounts to

breach of trust and attracts liability.>’

Duty of Care, Skill, and Diligence: Judicial Standards

Indian courts have adopted the standard of a reasonably prudent person while evaluating
whether a director has exercised due care and diligence. In Official Liquidator v. P.A.
Tendolkar, the Supreme Court held that directors cannot escape liability by remaining

passive or claiming ignorance of company affairs.®

The judiciary has clarified that while directors are not expected to possess expert
knowledge in every field, they are required to actively supervise the affairs of the company

and take reasonable steps to prevent wrongdoing.®*

Criminal Liability and the Principle of Active Involvement

In cases involving criminal liability, courts have emphasized that a director can be
prosecuted only when there is clear evidence of consent, connivance, or negligence. In
Sunil Bharti Mittal v. CBI, the Supreme Court categorically held that criminal liability

cannot be fastened on directors solely on the basis of their designation.>®

Similarly, in SMS Pharmaceuticals Ltd. v. Neeta Bhalla, the Court ruled that only those
directors who were in charge of and responsible for the conduct of business at the time of
the offence can be held criminally liable.®® These decisions prevent misuse of criminal law

against non-executive and independent directors.

Lifting of the Corporate Veil and Directors’ Liability

The judiciary has not hesitated to lift the corporate veil where directors misuse the corporate

form to commit fraud or evade legal obligations. In Delhi Development Authority v. Skipper

57 Dale & Carrington Invt. (P) Ltd. v. P.K. Prathapan, (2005) 1 SCC 212.
%8 Official Liquidator v. P.A. Tendolkar, (1973) 1 SCC

602. % Umakanth Varottil, supra note 1, at 108.

59 Sunil Bharti Mittal v. CBI, (2015) 4 SCC 609.

60 SMS Pharm. Ltd. v. Neeta Bhalla, (2005) 8 SCC 89.

13
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Construction Co. (P) Ltd., the Supreme Court held that the corporate veil may be lifted to

identify the individuals responsible for fraudulent conduct.®*

This judicial approach reinforces the principle that corporate personality cannot be used as

a shield to protect dishonest directors from liability.5?

Judicial Protection of Independent Directors

Courts have recognized the advisory and supervisory role of independent directors and have
provided protection against unnecessary prosecution. Judicial interpretation of Section
149(12) has ensured that independent directors are held liable only where there is proof of

knowledge, consent, or lack of diligence.®®

This approach promotes participation of competent professionals on corporate boards while

maintaining accountability for genuine lapses.®*

Overall Judicial Trend

The overall judicial trend reflects a balanced and pragmatic approach. Courts aim to
strengthen corporate governance by holding directors accountable for genuine misconduct
while simultaneously protecting honest directors from undue harassment. ®° Judicial
interpretation thus complements the statutory framework of the Companies Act, 2013 and

plays a vital role in effective enforcement of directors’ duties and liabilities.

CHALLENGES AND PRACTICAL ISSUES IN IMPLEMENTING
DIRECTORS’ DUTIES
Despite the comprehensive statutory framework provided under the Companies Act, 2013,
directors in India face several practical challenges in fulfilling their duties. ® These

challenges affect the effective enforcement of fiduciary obligations, due diligence, and

51 Delhi Dev. Auth. v. Skipper Constr. Co. (P) Ltd., (1996) 4 SCC 622.

521d.

63 Companies Act, 2013, § 149(12) (India).

54 Umakanth Varottil, Independent Directors and Liability Concerns, 22 J. Indian L. & Soc’y 50 (2020).
8 Iridium India Telecom Ltd. v. Motorola Inc., (2011) 1 SCC 74.

% Umakanth Varottil, Corporate Governance in India: Evolution and Challenges, 48 Econ. & Pol. WKly.
88 (2013).

14
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transparency, often leading to gaps between legal requirements and actual corporate

governance practices.®’

Promoter Dominance and Board Independence

A significant challenge in Indian corporate governance is the dominance of promoters on
boards, which can compromise the independence of directors. % Executive directors
appointed by promoters may prioritize personal or promoter interests over the company’s
welfare, undermining the role of independent directors. 8 Although Sections 149 and 166
aim to empower independent directors, in practice, their influence may be limited in boards

heavily controlled by promoters.™

Compliance-Oriented Governance

Many companies adopt a compliance-focused approach, where directors fulfill statutory
requirements on paper but fail to internalize the ethical and fiduciary aspects of their
duties.” This procedural compliance, rather than value-driven governance, reduces the
effectiveness of statutory provisions and increases the risk of managerial negligence or

corporate misconduct.

Information Asymmetry

Directors often face information asymmetry, where management or executive directors
withhold critical information about financial health, risks, or related party transactions.”
Limited access to accurate and timely information hinders directors’ ability to make
informed decisions and increases the possibility of liability for failures that are partly
beyond their control.”

57 Adrian Cadbury, Corporate Governance and Chairmanship 14 (2002).
% Companies Act, 2013, § 149 (India).

5 Varottil, supra note 1, at 92-93.
70 Companies Act, 2013, 88 149, 166 (India).
7L OECD, Principles of Corporate Governance (2015).
72 John C. Coffee, Gatekeepers: The Professions and Corporate Governance 5 (2006).
73 Varottil, supra note 1, at 94.
74 Companies Act, 2013, § 166(2) (India).
15
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Liability Concerns and Risk Aversion

The risk of civil, criminal, and regulatory liability under Sections 166, 447449, and SEBI
regulations makes some directors overly risk-averse, potentially stifling innovation and
strategic decision-making.” While liability provisions are necessary for accountability,
fear of penalties may discourage qualified professionals from accepting directorship

positions, especially in complex or high-risk companies.”

Lack of Awareness and Training

Independent and non-executive directors often lack sufficient training or understanding
of their statutory duties, regulatory requirements, and fiduciary obligations.”” Schedule 1V
of the Companies Act, 2013 emphasizes continuous skill enhancement, but practical

implementation is inconsistent, leading to ineffective board oversight.”

Enforcement Challenges

Even when breaches occur, enforcement mechanisms are often slow or cumbersome.”®
Judicial delays, limited regulatory capacity, and procedural hurdles can prevent timely

accountability, weakening the deterrent effect of statutory provisions.®

Cultural and Organizational Barriers

Corporate culture in some companies may discourage independent scrutiny and promote
hierarchical decision-making that limits directors’ autonomy.8! Organizational resistance

to accountability and transparency remains a major obstacle to effective governance.®

75 Companies Act, 2013, 88 447-449 (India).

76 1d. § 166(4).

77 Companies Act, 2013, sch. IV (India).

78 Varottil, supra note 16, at 50.

79 Companies Act, 2013, 88§ 447-449; SEBI Act, 1992.

8 Umakanth Varottil, Independent Directors in India: Law, Practice and Challenges, 22 J. Indian L. &
Soc’y 45 (2020).

81 Adrian Cadbury, supra note 2, at 17.

82 Varottil, supra note 15, at 48-50.

16



International Journal of Juridical Studies & Research (IJJSR), Vol. 1, Issue 1, May 2025 Page
1-21
Summary of Challenges

In summary, the implementation of directors’ duties in India faces both structural and

practical barriers:

. Promoter dominance and limited board independence.

. Compliance-oriented rather than value-driven governance.
. Information asymmetry and inadequate reporting.

. Liability concerns creating risk-averse behavior.

. Lack of training and awareness among directors.

. .Delays and limitations in enforcement mechanisms.

. Cultural and organizational resistance to accountability.®

Addressing these challenges requires a combination of legal reform, capacitybuilding,
corporate culture change, and active regulatory oversight, which will be explored
further in the suggestions and reform sections.2* SUGGESTIONS AND REFORMS TO
STRENGTHEN DIRECTORS’ DUTIES

1. Need for Strengthening the Framework of Directors’ Duties

The Companies Act, 2013 represents a significant shift from a purely profitoriented
corporate model to a governance framework based on accountability, transparency, and
stakeholder protection. However, as discussed in the preceding chapters, the effective
implementation of directors’ duties continues to face legal, practical, and institutional
challenges. Therefore, it is imperative to introduce reforms that balance board autonomy

with legal responsibility.

8 d.
8 OECD, supra note 6.
17
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2. Clarification of Ambiguous Statutory Provisions

One of the major reforms required is the clarification of vague expressions used under
Section 166 of the Companies Act, 2013. Terms such as “good faith,” “best interests of the
company,” and “due and reasonable care” should be supplemented with statutory
explanations or illustrative guidelines. This would reduce uncertainty and prevent
excessive judicial discretion, thereby enabling directors to perform their functions with

greater confidence.®

3. Strengthening the Business Judgment Rule in India

Indian corporate law must formally recognize and consistently apply the business
judgment rule. Courts should refrain from second-guessing bona fide commercial
decisions taken by directors after due deliberation. A statutory acknowledgment of this
principle would protect honest directors from unnecessary litigation while ensuring

accountability in cases of fraud, mala fide intent, or gross negligence.®

4. Capacity Building and Mandatory Training for Directors

There is a pressing need to enhance professional competence and legal awareness among
directors. Mandatory induction programmes, periodic compliance training, and
certification requirements—especially for independent and non-executive directors—
should be strengthened. The Ministry of Corporate Affairs can collaborate with
professional bodies such as the ICSI and ICAI to institutionalize structured governance

training.®’

5. Balanced Liability Regime for Independent Directors

While holding directors accountable is essential, excessive fear of liability has discouraged

competent professionals from accepting independent directorships.

85 Companies Act, 2013, § 166.
86 Miheer H. Mafatlal v. Mafatlal Industries Ltd., (1997) 1 SCC 579.

87 Ministry of Corporate Affairs, Report of the Company Law Committee (2016).
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The protection granted under Section 149(12) must be further clarified to ensure that
independent directors are not penalized for acts beyond their knowledge or control.

Liability should be strictly linked to demonstrable consent, knowledge, or negligence.®

6. Improved Regulatory Coordination and Enforcement

Regulatory authorities such as the MCA, SFIO, SEBI, and NCLT must ensure speedy,
proportionate, and consistent enforcement of directors’ duties. Overcriminalisation
should be avoided, and civil penalties should be preferred over criminal sanctions in cases
of procedural or technical non-compliance. This would promote a compliance-oriented

rather than fear-driven corporate culture.®*

7. Adoption of Global Best Practices

India can draw valuable lessons from international corporate governance frameworks such
as the UK Companies Act, 2006 and the OECD Principles of Corporate Governance.
These frameworks emphasize stakeholder-inclusive governance, board independence, and
proportional liability—principles that can further strengthen India’s corporate governance

ecosystem.8®

CONCLUSION

The statutory framework governing directors’ duties under the Companies Act, 2013
represents a paradigm shift in Indian corporate governance. By codifying fiduciary
duties, duties of care, diligence, and accountability, the Act aligns India’s corporate law

with global best practices and emphasizes responsible leadership.1%

Directors are entrusted with considerable powers to manage the company, but these powers
come with corresponding legal, civil, and criminal liabilities. The Act aims to strike a
balance between board autonomy and accountability, ensuring that corporate decisions

serve not only shareholder interests but also broader stakeholder and societal objectives.®

88 Companies Act, 2013, § 149(12); Sunil Bharti Mittal v. CBI, (2015) 4 SCC
609. % Serious Fraud Investigation Office, Annual Report (2022).
8 OECD, Principles of Corporate Governance (2015); UK Companies Act, 2006. 103
Companies Act, 2013, § 166 (India).
% Umakanth Varottil, Directors’ Duties and Corporate Governance in India, 28 Nat’l L. Sch. India Rev. 92,
95 (2016).
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Judicial interpretation has played a pivotal role in shaping the practical application of these
duties. Courts have emphasized active participation, good faith, and avoidance of
conflicts of interest while protecting directors from excessive or mechanical liability.%
Case laws such as Sunil Bharti Mittal v. CBI,
SMS Pharmaceuticals v. Neeta Bhalla, and Regal (Hastings) Ltd. v. Gulliver highlight the

nuanced balance courts maintain between liability and business judgment.®

Despite statutory codification and judicial guidance, several practical challenges impede
effective implementation. These include promoter dominance, inadequate board
independence, fear of excessive liability, insufficient awareness, and enforcement delays.%
Independent directors, in particular, face a dual challenge of maintaining oversight while

avoiding personal liability for corporate misconduct.%®
To address these issues, a series of reforms and recommendations are necessary:

1. Clarification of ambiguous statutory provisions under Section 166 to guide

directors in decision-making.
2. Strengthening the business judgment rule to encourage informed risktaking.

3. Mandatory training and capacity-building programmes for directors, particularly

independent and first-time directors.

4. Balanced liability frameworks to protect independent directors while ensuring

accountability.

5. Improved coordination among regulatory authorities to ensure consistent and

timely enforcement.

6. Adoption of global corporate governance best practices to enhance transparency,

ethics, and stakeholder protection.®

%1 Miheer H. Mafatlal v. Mafatlal Industries Ltd., (1997) 1 SCC 579.
92 Sunil Bharti Mittal v. CBI, (2015) 4 SCC 609; SMS Pharm. Ltd. v. Neeta Bhalla, (2005) 8 SCC 89;

Regal (Hastings) Ltd. v. Gulliver, [1942] 1 All ER 378 (HL). °° Umakanth Varottil, supra note 2, at
101-105. 1% Companies Act, 2013, § 149(12) (India).

% OECD, Principles of Corporate Governance (2015); UK Companies Act,

2006. 1 Umakanth Varottil, supra note 2, at 115.
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In conclusion, the effectiveness of directors’ duties depends on a combination of
legislative clarity, judicial guidance, regulatory efficiency, and director competence.
A well-implemented framework of directors’ duties ensures not only corporate compliance
but also promotes ethical governance, investor confidence, and sustainable business
growth. Ultimately, strengthening directors’ accountability and governance mechanisms

will contribute significantly to India’s broader economic and social development goals.!1
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