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Abstract

Independent directors are crucial for effective corporate governance, provide objective oversight and vital
checks and balances on management actions. As impartial consultants, they are tasked with safeguarding
the interests of many stakeholders, including shareholders, employees, and the broader community, while
ensuring that organisational activities adhere to ethical and legal standards. This article examines the
intricate role of independent directors, assessing their legal responsibilities, the challenges they face, and
their substantial impact on organisational transparency and accountability. In a time of corporate failures
that have eroded public trust, starting with the IL&FS crisis and continuing with Byju's governance issues,
focus has significantly shifted to independent directors tasked with corporate monitoring. They are
considered impartial regulators that will serve as a safeguard against financial fraud, promoter dominance,
and CEO excess. The Companies Act 2013 and the Securities and Exchange Board of India (SEBI)
(Listing Obligations and Disclosure Requirements) Regulations 2015 (LODR) establish a comprehensive
framework for appointments, responsibilities, and accountability. Nonetheless, their continual inability to
avert governance inadequacies prompts a concerning inquiry: Are independent directors truly guardians,
or merely decorative figures with little authority? This article meticulously analyses the legal obligations
of independent directors in India, compares them with current conditions, and evaluates whether recent
reforms have effectively transformed these "toothless tigers" into authentic guardians of public interest
and shareholders. The article presents recommendations that, if executed, might improve the capacity of
independent directors to effectively govern corporations. Organisations may improve transparency,
accountability, and trust by creating an environment that enables independent directors to do their duties
effectively.
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Introduction

Corporate governance has evolved into an essential component of environmentally responsible business
practices. Its purpose is to guarantee that companies operate in a manner that is congruent with the interests
of all stakeholders, which includes shareholders, employees, customers, regulators, and the larger
community. The establishment of an efficient corporate governance system is very necessary in order to
guarantee openness, accountability, and ethical behaviour inside businesses. It serves as a safeguard
against unethical business practices, promoting equitable and just treatment for all parties involved in the
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matter under consideration. It is crucial for governance systems to have independent directors because
they provide unbiased perspectives, oversight, and decision-making, which helps to mitigate the risks
associated with concentrated authority and conflicts of interest. There is a substantial contribution that
they have made to the enhancement of the effectiveness of corporate boards.!

Non-executive members of a company's board of directors are known as independent directors. These
directors do not participate in day-to-day management and do not have any material or financial interests
that might impact their ability to remain objective. The independence of these individuals is absolutely
necessary in order to ensure that the decisions made by management are examined from a neutral
standpoint, particularly in situations where there may be potential conflicts of interest taking place. A
culture of openness, responsibility, and ethical conduct is fostered inside the business through the presence
of independent directors, who act as a counterweight to the executive team. Instead of catering to the
interests of a privileged minority, their monitoring ensures that the decisions made by the management of
the company put the welfare of the company as a whole as the top priority.

As aresult of a string of severe corporate crises that brought to light flaws in governance frameworks, the
concept of independent directors gained significant traction in the business world. Enron, Satyam, and
Lehman Brothers are just a few examples of scandals that brought to light the terrible consequences that
may result from insufficient supervision and inefficient decision-making among senior executives of
companies. The occurrence of these occurrences brought to light the need of having independent voices
in the boardroom. These voices act as a counterweight to the authority that management possesses, and
they ensure that companies continue to be accountable to their shareholders and the general public. As a
result of the repercussions of these scandals, regulatory measures were put into place with the intention of
enhancing corporate governance standards and strengthening the presence of independent directors on
firm boards.

The integrity of corporate governance systems is now widely recognised as being contingent on the
presence of independent directors. The management of strategic decisions, risk management, executive
compensation, and compliance with legal standards are all included in their responsibilities. In addition,
they are responsible for controlling the financial affairs of the organisation.” They act as guardians of the
organization's long-term success, ensuring that the decisions made by management are in accordance with
the best interests of the company and the people who have a stake in it. By doing so, independent directors
reduce the likelihood of unethical activities, such as financial manipulation, conflicts of interest, and
fraudulent operations, which have the potential to have a significant influence on the reputation of the
firm, its finances, and its market value.

The purpose of this study is to analyse the shifting significance of independent directors in corporate
governance and to analyse the ways in which their position has developed to meet the growing demands
of modern business situations. The purpose of this is to investigate the legal frameworks that have been
put in place to supervise the selection of independent directors, as well as their roles and obligations, in
both developed and emerging economies. This study investigates the effectiveness of these frameworks,
highlighting the role of independent directors in the process of establishing solid governance practices,
improving decision-making in the boardroom, and increasing the openness and accountability of

' Agarwal, S., & Agarwal, A. (2020). Guide for Independent Directors: Company Law, SEBI Guidelines, Corporate
Governance. Bloomsbury Professional India.

2 Mathew, J., & Bhagwat, W. (2015). Role of Independent Directors under Companies Act, 2013: Will it lead to better Corporate
Governance in India? GSTF Journal of Law and Social Sciences, 4, Article 19.
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corporations. The purpose of this article is to investigate the challenges that independent directors face,
particularly with regard to their access to information, the potential for conflicts of interest, and their
ability to have significant influence over important decisions in businesses where management has a
significant amount of authority. As stakeholders expect greater responsibility and transparency from the
businesses in which they invest, the function of independent directors is being scrutinised more closely
than ever before. In order to carry out their responsibilities in an effective manner, independent directors
need to be in possession of the resources, competence, and authority necessary to handle the growing
complexity and scale of companies. The purpose of this study is to investigate the wider implications of
vigorous independent monitoring on the culture of corporations, the relationships between stakeholders,
and the performance of organisations.

The introduction of independent directors into the framework of corporate governance represents a
significant turning point in the evolution of the leadership of the organisation. The presence of these
individuals in boardrooms has evolved into an essential defence mechanism for ensuring that businesses
operate in an ethical, responsible, and accountable manner. When it comes to influencing corporate
governance procedures, improving decision-making, and developing an organisational culture that places
a priority on integrity and long-term sustainability, independent directors are absolutely necessary. Due to
the fact that they are critical in protecting the interests of stakeholders and ensuring that businesses
continue to be resilient and competitive in a global market that is always changing, their participation is
extremely important in the modern corporate environment.?

A synopsis of the Independent Directors' Framework

The concept of independent directors in India has evolved considerably over the past few decades,
influenced by both domestic efforts to improve corporate governance and international standards. This
development started in response to global criticism of poor corporate governance in the 1990s, most
notably the seminal Cadbury Committee Report (1992) from the UK. The importance of board
independence in promoting transparency and accountability was emphasised in this study. India's reaction
to these global tendencies started with the 1999 Report of the Kumar Mangalam Birla Committee, which
suggested that listed companies should have independent directors as per Clause 49 of the SEBI Listing
Agreement. It was with this report that India's adventure began. For individuals unaffiliated with
management, this suggestion was the first open acknowledgement of the need for board-level monitoring.
With its 2002 articulation of the requirements for independence and its demand for internal inspections to
guarantee true, not merely ceremonial, independence, the Naresh Chandra Committee provided more
impetus. We did this to make sure the organisation was totally autonomous. Similarly, in situations when
the chairman is an executive, the Narayana Murthy Committee (2003) recommended that independent
directors make up half of the board, and in all other cases, at least 30%. The eventual formulation of
independent directorship by law was predicated on these policy steps that prepared the way.

As the shortcomings of conventional governance structures have been exposed by corporate scandals and
other governance failures, the importance of independent directors has grown over the years. The 2008
financial crisis, the Satyam scandal, and the collapse of Enron are just a few high-profile examples of
events that demonstrated the results of excessive board concentration of power and ineffective oversight.
As a result of bias and, in extreme circumstances, outright dishonesty, board members—especially those

3 Komal. (n.d.). Role of Independent Directors in Corporate Governance: An Appraisal of the Relevant Provisions of Companies
Act 2013. Journal of Corporate Governance and International Business Law.
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with ties to management—were unable to make objective decisions. All of these things pointed to the fact
that board members' personal interests got in the way too often. Because of this, the need of having
independent directors became increasingly apparent, and the need for diverse perspectives on boards
became generally accepted.

New Companies Act and the policies thereunder

An important event that gave independent directors legal standing and established their role in corporate
governance was the Companies Act of 2013. Boards of directors of publicly listed companies are required
under Section 149 to have at least one independent director. Limitations based on financial and familial
ties were among the specific qualifying requirements mentioned in Section 149(6). In Section 166, their
responsibilities were laid forth, and in Schedule IV, a code of conduct was codified. Section 149(12)
notably restricted their liability to acts or omissions that were either caused by their negligence, their
knowledge, or their consent. A major restriction was this. Regardless of these provisions, the courts' varied
interpretation and murkiness about the actual legal exposure of the terms "knowledge" and "due diligence"
result from their diverse definitions.

Simultaneously, the LODR (Listing Obligations and Disclosure Requirements) also restricted business
activity by establishing clear governance standards on publicly traded companies. These rules put severe
constraints on disclosures to the public, board responsibilities, and appointment processes. For
independent directors to be appointed or reappointed, changes were introduced in 2021 that mandated the
approval of the board of directors as well as the majority of minority shareholders. The changes made it
such that this was a prerequisite. The move was made to make the board more accountable while reducing
the power of the promoters. Some additional changes included making resignation processes more
transparent and requiring candidates for independent board seats to provide thorough disclosures about
their qualifications and experience.*

The regulatory impetus persisted with the revisions to the LODR enacted in 2025. The amendments
encompassed the establishment of board independence criteria for high-value debt-listed entities, the
standardisation of performance assessments for independent directors, and the enhancement of
independent directors' responsibilities in domains such as environmental, social, and governance (ESG)
oversight. These modifications signify a transition from mere legislative compliance to governance
motivated by performance. They achieve this by prioritising board diversity, inclusivity, and merit-based
nominations.’

Institutional initiatives have significantly contributed to this advancement. In 2022, the Institute of
Company Secretaries of India (ICSI) published a guideline document encompassing ethical foundations
and practical case studies. In that year, the Ministry of Corporate Affairs created the director databank to
enhance openness and monitor credentials. Despite these accomplishments, practical challenges persist,
including promoter control over board nominees, limited access to information for independent directors,
and ambiguous accountability requirements within current legal frameworks. These difficulties, however,
impede the overall efficacy of regulatory efforts and complicate the ability of directors to preserve their
functional independence.

4 Abishanth, B. S., & Banerjee, J. (2025). The Role of Independent Directors in Corporate Governance. International Journal
of Legal Science and Innovation, 7(1), 79-95.

5 Verma, K. (2024). Role of Independent Directors in Corporate Governance. International Journal of Legal Science and
Innovation, 6(4), 358-364.
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Independent Directorship in India: Issues and challenges

Independent directors in India face a complex series of challenges that limit their effectiveness and usually
reduce their role to symbolic surveillance. Despite the fact that the Companies Act 2013 and the LODR
provide a progressive statutory framework, independent directors in India nevertheless face these
challenges. Because of these obstacles, the efficacy of independent directors is greatly diminished. The
following is a list of the challenges and issues that they face with regard to their situation:

The lack of access to information® that is both reliable and available on its own is one of the most
important problems that we are now facing. In order to fulfil their duties, independent directors are
obliged to rely on reports that are provided by management, internal audits, or external auditors, all of
whom are chosen by the board itself. As a result of this reliance, the directors' capacity to examine
financial assumptions and identify irregularities at an early stage is severely limited. Within the
framework of the Kwality Limited case, for instance, the extreme dependency that existed made it
hard to identify instances of poor management.’

Even if statutory credentials are necessary, a considerable proportion of independent directors do not
have an adequate understanding of accounting standards, regulatory frameworks, and legal compliance
procedures. This is despite the fact that these credentials are required. They are unable to perform a
critical examination of financial statements or governance difficulties if they do not possess these
competencies, which is especially troublesome in firms that have extremely complex organisational
structures.

As was mentioned in the preceding phrase, families or promoters are the ones who dominate the
business climate in India. It is common for independent directors in these types of companies to suffer
emotions of pressure to declare their support for the interests of the governing body. This is as a result
of the fact that they run the risk of being excluded from the board of directors or of not being
reappointed to their positions. As a result of the fact that the Indian legal system does not sufficiently
identify informal connections, such as social or familial relationships, as potential conflicts of interest,
there is a limitation placed on the ability to conduct impartial inspection.

In the event that independent directors voice their concerns over executive activities or financial plans,
they may be subjected to pressure from management to alter their opinions.® On occasion, management
will make an effort to convince independent directors by utilising their authority or offering incentives
in an effort to change their thoughts about the path the firm should go. It is possible that as a
consequence of this, the directors' ability to exercise independence and impartiality in their oversight
may be undermined.

Through the provisions of Section 149(12) of the Companies Act 2013, the intention is to limit
responsibility to acts that are carried out with the director's knowledge or permission. Despite this,
courts have adopted uneven criteria when defining "due diligence" or "connivance," which has resulted
in a reduction in the engagement of directors. Because of the possibility for duty, capable persons are
dissuaded from taking on positions of significant responsibility.

¢ Malik, A. (2018). Independent Directors — A Misnomer. Research Ambition: An International Multidisciplinary e-Journal,
3(1), 61-71.

7 Ritika. (2024). Role of Independent Director in Corporate Governance: A Critical Study of SEBI Consultative Paper. Indian
Journal of Legal Review, 4(2), 1365-1376.

8 Saini, N. (2022). Evolution and Effectiveness of Independent Directors in India. Theoretical & Empirical Research in Urban
Management, 13.
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e When taken as a whole, these impediments pose a substantial threat to the independence, authority,
and efficiency of independent directors in the process of promoting efficient corporate governance.
To guarantee that independent directors in India are able to fulfil their duty as real stewards of corporate
governance, it is vital to implement a comprehensive reform strategy that addresses weaknesses in
institutional, legal, and cultural aspects. Initially, it is of the utmost importance to have legal certainty
about the issue of liability. It is required under the Companies Act 2013 that courts produce standard
jurisprudence, particularly with regard to the meaning of the terms "knowledge" and "due diligence."
Section 149(12) of the Act stipulates this requirement." It is anticipated that the development of precise
standards would help to relieve the uncertainty that now discourages skilled professionals from taking up
independent directorships. In the second place, it is absolutely necessary to improve the nomination
procedure. A transparent approach that uses a majority vote from minority shareholders was mandated
by the amendment that was passed in 2021.° This procedure was used to elect independent directors. The
power of promoters will be reduced as a result of this initiative, which will ensure that directors are really
independent. In the third place, it is of the utmost importance to institutionalise ongoing professional
development. SEBI or ICSI ought to be charged with the responsibility of mandating regular training
sessions on topics like as ethical decision-making, ESG standards, changes to regulations, and financial
literacy. There is a huge increase in productivity when the director is both educated and empowered.!”
In conclusion, it is of the utmost importance to cultivate a culture that values criticism and openness. The
implementation of board assessments that encourage independent thought, the establishment of official
mechanisms for whistleblowers, and the recording of divergent perspectives in meeting minutes are all

things that organisations ought to do.

The Contribution of Independent Directors to the Good Governance of Corporations
Within the frameworks of corporate governance, the presence of independent directors is absolutely
necessary in order to foster openness, accountability, and ethical decision-making. Through their impartial
oversight, the risks associated with managerial overreach, conflicts of interest, and financial deception are
mitigated, therefore safeguarding the interests of shareholders, workers, customers, and society as a
whole.!! The effectiveness of these strategies, however, is usually undermined by impediments such as
restricted access to information, regulatory ambiguities, and undue pressure from management. Taking on
these challenges and putting in place a framework that gives independent directors the ability to carry out
their responsibilities in an effective manner is very necessary in order to strengthen their position. Here
are seven of the most important suggestions that can help you achieve your goal:
e Legal frameworks need to outline the duties, rights, and criteria for the independence of independent
directors in a clear and unambiguous manner, while also being able to accommodate rising issues like
as environmental, social, and governance concerns and digital change.'?

% Neera Saggi v. Union of India, Supreme Court of India, (2021). Case No. (discussing separation of roles and liability of
independent directors).

10 Ramasubramanian, M. G. (2019). Independent Directors, Corporate Governance and Company Performance in India. Journal
on Manupatra.

' Loona, R. S. (2020). Liability of Non-Executive and Independent Directors. Prime Database. Retrieved from
https://www.primedatabase.com.

12 India Way authors: Capelli, P., Singh, H., Singh, J., & Useem, M. (2010). The India Way: How India’s Top Business Leaders
Are Revolutionizing Management. Harvard Business Press.
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e It is essential to have a diverse board composition that includes a wide range of professional
experiences, talents, and points of view in order to encourage thorough decision-making and
innovation in governance processes.

e Comprehensive training programs are required to equip independent directors with knowledge and
skills in areas like as financial literacy, risk management, corporate ethics, and developing governance
challenges in order to enhance their capacity for supervision.

e In order to ensure that independent directors have unrestricted access to accurate and comprehensive
information, mechanisms need to be put into place. This will make it easier for them to make decisions
based on accurate information and to exercise effective oversight.

e It is the responsibility of boards to cultivate a culture inside the firm that places a premium on
openness, accountability, and respect for independent judgement. This will enable directors to put
management under scrutiny when it is appropriate to do so.

e [tis imperative that regulatory enforcement be strengthened through the implementation of mandatory
disclosure of governance practices in company reports, punitive fines for non-compliance, and
frequent audits.'?

e Cross-jurisdictional collaboration between regulators and firms should be encouraged to promote
uniformity in governance laws. This will make it possible for independent directors to function
successfully within the setting of a globalised economic environment.

In the light of this discussion, the Tata-Mistry Dispute (2016) might be considered an important case study.
In the event that Cyrus Pallonji Mistry, who was serving as the Executive Chairman of Tata Sons Ltd. at
the time, was abruptly removed from his position on October 24, 2016, the Tata Sons Board of Directors
initiated the conflict between Tata and Mistry. It has been stated that Mistry, who took over for Ratan Tata
in 2012, was fired because of a "loss of confidence" among the members of the board. It was his removal
that sparked a substantial discussion on corporate governance in India, particularly about the transparency
of boardrooms, the protection of minority shareholders, and the independence of directors.
Following the removal of Mistry from his position, he filed a case with the National Company Law
Tribunal (NCLT), alleging that he had been subjected to mismanagement and persecution in accordance
with Sections 241 and 242 of the Companies Act, 2013. The dispute was brought to the Supreme Court,
which finally decided in favour of Tata Sons in March 2021, so confirming the legitimacy and validity of
Mistry's dismissal from positions of authority. In the case of Tata Consultancy Services Ltd. v. Cyrus
Investments Pvt. Ltd., 2021, the Supreme Court came to the conclusion that the dismissal of Mistry was a
decision that was made within the discretion of the board and did not constitute persecution of minority
shareholders. It emphasised that the courts should not interfere in the internal governance of companies
unless there is unmistakable evidence of wrongdoing or ill faith on the part of the corporation. In the
verdict, it was reaffirmed that the Articles of Association control the nomination and removal of directors,
and the result was in accordance with the internal governance structure of Tata Sons.!'

Independent directors played a crucial and controversial part in this episode, which brought to light both

the positive aspects and the negative aspects of the financial system in India. Following the firing of

Mistry, a number of independent directors from companies within the Tata group, most notably Indian

Hotels Co. Ltd. and Tata Chemicals, publicly supported Mistry. They said that he had been performing

13 Kashyap, S. (2025). Governance Redefined: The Role of Independent Directors in India Post-2025: From Boardroom Rituals
to Enabling Functional Accountability. Indian Journal of Integrated Research in Law, 5(3), 140—159.
14 Kapoor, N. D. (n.d.). Company Law (latest edition). Sultan Chand & Sons.
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his duties well and that his removal was not properly justified. This public critique was noteworthy because
independent directors are expected to safeguard the interests of all stakeholders, not just the promoters,
and this criticism was made public. In response to their accusations, questions were made into the degree
of autonomy that was granted to them in boards that were dominated by promoters, such as Tata Sons
Company."

Conclusion

In order to ensure that a company is being run in an ethical, transparent, and responsible manner, it is
essential to have independent directors who can provide objective oversight in order to lower risks and
prioritise stakeholder interests. Preserving corporate integrity, promoting sustainable growth, and
improving trust among shareholders, workers, and society at large are all greatly aided by their efforts.
Legislative gaps, insufficient access to key data, and organisational inefficiencies are some of the
persistent challenges that often impede their potential. Corporations and regulators need to take a holistic
approach if independent directors are to reach their full potential. It is critical to strengthen legislative
frameworks that aim to address growing governance challenges. To ensure a broader range of viewpoints
in decision-making, it is important to promote diversity in board composition, including gender, expertise,
and cultural backgrounds. Independent directors can improve their skills in navigating complex
organisational environments through capacity-building and training programs. The ability to make well-
informed decisions and exercise effective supervision depends on unrestricted access to relevant and up-
to-date information.'®

As a cornerstone of corporate governance, independent directors were established in India to guarantee
openness, responsibility, and the protection of stakeholders' interests. Despite a solid legislative basis laid
forth by the Companies Act 2013 and the LODR, independent directors continue to face obstacles that
limit their ability to effectively carry out their duties. Promoter bias, information asymmetry, lack of clarity
in the law, cultural resistance, and inadequate institutional backing are all obstacles. As a result of these
problems, independent directors frequently serve just as symbolic figures rather than carrying out their
oversight responsibilities effectively. Big shift, nevertheless, is required.!” To make them more effective,
we should improve the nomination process, make responsibility standards crystal clear, require
professional training, increase D&O coverage, and encourage open debate and criticism.

Organisations may help independent directors do their jobs well by following the aforementioned
processes; this will raise the bar for governance and win over stakeholders. This fosters an environment
of long-term stability and value creation, which is good for society and the economy as a whole. To tackle
the challenges and seize the opportunities of today's companies, independent directors must be empowered
to keep up with the rapidly evolving business landscape. With the changing face of India's business
landscape, strong and independent directors are more important than ever. It is imperative that they fulfil
their responsibility as true guardians of responsible and ethical company governance.

15 Balasubramanian, N. (2012). Corporate Governance and the Indian Institutional Context. Journal of Contemporary
Corporate Governance.

16 Parkinson, J. E. (1993). Corporate Power and Responsibility: Issues in the Theory of Company Law. Oxford University
Press.

17 Birla Committee. (1999). Report of the Committee Appointed by SEBI on Corporate Governance (Kumar Mangalam Birla
Committee). Securities and Exchange Board of India.
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