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ABSTRACT 

Artificial Intelligence (AI) has gradually transformed from a technological 
support mechanism into a central component of modern corporate 
governance. Corporations increasingly rely upon AI systems for compliance 
monitoring, risk assessment, financial forecasting, shareholder engagement, 
recruitment, cybersecurity management, and strategic decision-making. 
While these developments improve efficiency and reduce operational costs, 
they simultaneously create complex governance concerns involving 
accountability, transparency, fiduciary obligations, algorithmic bias, data 
protection, cybersecurity, and regulatory oversight. Existing corporate 
governance frameworks, including the Companies Act, 2013 and securities 
regulations in India, were predominantly designed around human-centred 
decision-making processes.  

This article critically examines the governance challenges arising from the 
integration of AI into corporate administration and management. It analyses 
the applicability of traditional corporate governance principles to algorithmic 
decision-making structures and evaluates whether current Indian corporate 
law sufficiently addresses AI-related governance risks. The article further 
studies relevant judicial precedents concerning directors’ duties, fiduciary 
obligations, negligence, corporate accountability, and technological 
governance. Comparative references to international regulatory 
developments, including the European Union Artificial Intelligence Act and 
OECD AI Principles, are also incorporated to understand evolving global 
standards. The article concludes by proposing a balanced regulatory 
framework emphasising explainable AI, human oversight, algorithmic 
accountability, and enhanced board responsibility within corporate 
governance structures. 

Keywords: Corporate Governance, Artificial Intelligence, Directors’ 
Liability, Companies Act, 2013, AI Regulation. 
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1. Introduction 

Corporate governance has historically functioned as the foundational mechanism through 

which companies are directed, controlled, and made accountable to shareholders and 

stakeholders. The governance framework seeks to ensure transparency, ethical conduct, 

managerial accountability, and responsible corporate administration. In India, corporate 

governance obligations are primarily governed by the Companies Act, 2013, the Securities and 

Exchange Board of India (SEBI) regulations, judicial precedents, and evolving corporate 

compliance standards. The emergence of Artificial Intelligence has substantially altered the 

operational architecture of corporations. Modern business entities increasingly employ AI-

driven systems to automate managerial functions, evaluate investment risks, conduct internal 

compliance reviews, monitor employee productivity, analyse shareholder behaviour, detect 

financial fraud, and generate strategic recommendations. Financial institutions use predictive 

algorithms for credit assessments and market forecasting. Technology companies rely upon 

machine learning systems to optimise operational decisions. Corporate boards increasingly 

depend upon AI-generated reports to formulate governance strategies. Despite these 

technological advancements, AI integration raises serious legal and ethical concerns. Corporate 

governance frameworks traditionally presume that decisions are made by identifiable human 

actors who may be held accountable for negligence, fraud, breach of fiduciary duties, or 

statutory non-compliance. The issue becomes particularly significant within the Indian legal 

framework, where directors’ duties under Section 166 of the Companies Act, 2013, impose 

obligations of due care, skill, diligence, and good faith. If directors excessively rely upon AI-

generated recommendations without meaningful oversight, questions arise regarding whether 

such reliance constitutes negligence or breach of fiduciary duty. This article, therefore, seeks 

to critically analyse the governance challenges emerging from the use of AI in corporate 

administration. It examines whether existing legal principles are capable of addressing 

algorithmic governance structures and argues for a regulatory framework that preserves 

innovation while ensuring accountability, transparency, and ethical corporate conduct. 

1.1. Objectives of the Study 

The present study seeks to critically analyse the evolving relationship between Artificial 

Intelligence and corporate governance within the framework of Indian company law and 

emerging global regulatory standards. The specific objectives of the study are as follows: 
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a) To examine the role and increasing integration of Artificial Intelligence within modern 

corporate governance structures. 

b) To analyse the applicability of traditional corporate governance principles, including 

transparency, accountability, fiduciary responsibility, and shareholder protection, in 

AI-driven corporate environments. 

c) To evaluate the statutory duties and liabilities of directors under the Companies Act, 

2013 in situations involving algorithmic decision-making and automated governance 

systems. 

d) To study the legal and ethical challenges arising from AI-based governance 

mechanisms, including algorithmic bias, lack of explainability, cybersecurity risks, and 

data protection concerns. 

e) To examine the adequacy of the existing Indian legal framework in regulating AI-

assisted corporate governance and identify potential regulatory gaps. 

f) To comparatively analyse international approaches toward AI governance, particularly 

the European Union AI Act and OECD AI Principles, to assess their relevance to the 

Indian corporate regulatory environment. 

g) To suggest legal and policy reforms capable of balancing technological innovation with 

accountability, transparency, and responsible corporate governance. 

2. Understanding Artificial Intelligence in Corporate Governance 

Artificial Intelligence refers to computational systems capable of performing tasks that 

ordinarily require human intelligence, including reasoning, prediction, pattern recognition, 

learning, and decision-making. Within corporate environments, AI is no longer confined to 

operational automation. It increasingly influences governance processes themselves. 

Corporations employ AI systems across multiple governance domains. Predictive analytics 

tools are used for identifying financial risks and compliance irregularities. Machine learning 

systems assist in auditing and fraud detection. AI-powered recruitment systems evaluate 

candidates based on algorithmic assessments. Automated compliance tools monitor corporate 

activities to identify potential regulatory violations. Shareholder communication systems 
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utilise AI chatbots and automated engagement tools1. 

The use of AI in governance structures became particularly visible following the digital 

transformation accelerated by the COVID-19 pandemic. Virtual board meetings, digital 

compliance systems, automated reporting, and algorithmic risk assessment tools became 

central components of corporate functioning. Technology companies and financial institutions 

now increasingly depend upon AI-generated analytics for strategic planning. However, the 

integration of AI into governance processes creates a significant conceptual challenge. 

Corporate governance law has traditionally centred upon human judgment, accountability, and 

fiduciary responsibility. AI systems, by contrast, often operate through opaque computational 

models that cannot easily explain the reasoning behind particular decisions. This ‘black-box 

problem complicates oversight and undermines transparency. The problem becomes 

particularly serious when corporations rely upon AI-generated recommendations involving 

lending decisions, investment strategies, hiring practices, or compliance assessments. 

Algorithmic bias may result in discriminatory outcomes. Inaccurate predictive systems may 

expose companies to substantial financial losses. Automated governance systems may also 

compromise shareholder confidence if directors are unable to meaningfully explain AI-driven 

decisions. The significance of transparency in corporate governance was emphasised by the 

Supreme Court of India in Tata Consultancy Services Ltd. v. Cyrus Investments Pvt. Ltd2. 

where the Court discussed the importance of balancing board authority with shareholder rights 

and corporate accountability. Although the case did not concern AI directly, it reinforced the 

principle that corporate governance must remain consistent with fairness, transparency, and 

fiduciary responsibility3. 

Similarly, in Needle Industries (India) Ltd. v. Needle Industries Newey (India) Holding Ltd.4, 

The Supreme Court recognised that directors occupy fiduciary positions and must act in the 

interests of the company while maintaining fairness toward shareholders. These principles 

become increasingly relevant in AI-driven governance structures because directors cannot 

abdicate their obligations merely by relying upon automated systems. AI systems may assist 

 
1 Khanna, T. (2019). Corporate governance in India: The need for reforms. Journal of Corporate Governance, 
20(1), 1–13. 
2 (2021) 9 SCC 449 
3 Lehner, O., Ittonen, K., Silvola, H., Strom, E., & Wuhrleitner, A. (2022). Artificial intelligence-based decision-
making in accounting and auditing: ethical challenges and normative thinking. Accounting, Auditing & 
Accountability Journal. https://doi.org/10.1108/aaaj-09-2020-4934. 
4 (1981) 3 SCC 333 
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governance, but they cannot replace fiduciary accountability. Corporate boards remain legally 

responsible for ensuring that technological tools operate consistently with legal and ethical 

obligations. 

3. Corporate Governance Principles and AI Integration 

Corporate governance is fundamentally based upon accountability, transparency, fairness, and 

responsibility. These principles are reflected in the Companies Act, 2013, SEBI (Listing 

Obligations and Disclosure Requirements) Regulations, 2015, and judicial interpretations 

concerning directors’ duties. Section 166 of the Companies Act, 2013 establishes the statutory 

duties of directors. Directors are required to act in good faith to promote the company's objects 

for the benefit of its members, employees, shareholders, and the community. The provision 

further requires directors to exercise duties with due and reasonable care, skill, diligence, and 

independent judgment5. The requirement of ‘independent judgment’ becomes particularly 

important in AI-governed corporate environments. Excessive dependence upon automated 

systems may weaken independent human oversight. If directors blindly adopt AI-generated 

recommendations without critical evaluation, they risk violating their fiduciary obligations. 

The governance challenge is therefore not the existence of AI itself, but the possibility that 

technological efficiency may overshadow responsible oversight. Corporate boards may 

gradually shift from active decision-making bodies into passive recipients of algorithmic 

outputs. The importance of fiduciary responsibility was recognised in Official Liquidator v. 

P.A. Tendolkar,6 where the Supreme Court held that directors cannot evade liability merely by 

claiming ignorance of company affairs. Directors are expected to maintain reasonable 

supervision and oversight over corporate activities. This principle has direct implications for 

AI governance because directors cannot defend governance failures by arguing that automated 

systems produced the decisions. Transparency represents another core governance concern. AI 

algorithms frequently operate through complex machine learning models that even developers 

may struggle to interpret. This lack of explainability conflicts with corporate disclosure 

obligations and shareholder expectations. 

Regulation 4 of the SEBI (LODR) Regulations, 2015 mandates principles of transparency, 

 
5 (2018). Corporate Governance - Evolution and Challenges in the New Companies Act. International Corporate 
Finance eJournal. https://doi.org/10.2139/ssrn.3200708. 
6 (1973) 1 SCC 602 
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accountability, and equitable treatment of shareholders. If AI-generated decisions materially 

influence corporate policies or financial disclosures, companies may face difficulties 

explaining those decisions to investors and regulators. The governance problem, therefore, 

extends beyond technical management into the broader question of democratic corporate 

accountability. Shareholders invest in corporations on the assumption that accountable human 

actors remain responsible for governance decisions. AI systems challenge this assumption by 

creating layers of technological opacity. 

4. Directors’ Liability and Fiduciary Duties in AI-Driven Governance 

One of the most difficult legal questions concerning AI governance relates to directors’ 

liability. Traditional company law principles impose personal responsibility upon directors for 

negligence, breach of fiduciary duty, mismanagement, and statutory violations. AI complicates 

liability attribution because algorithmic systems may independently generate recommendations 

or decisions. Indian company law does not presently recognise AI systems as independent legal 

persons. Consequently, liability continues to rest upon human directors and officers. However, 

determining the standard of care expected from directors using AI systems remains uncertain. 

Section 166(3) of the Companies Act, 2013 requires directors to exercise duties with reasonable 

care, skill, and diligence. The interpretation of ‘reasonable care’ becomes complicated when 

governance decisions are influenced by AI-generated analytics. Suppose a company relies upon 

an AI-based risk assessment system that produces flawed financial predictions, resulting in 

major corporate losses. Can directors escape liability by arguing that the algorithm 

malfunctioned? Existing legal principles suggest otherwise. 

In Dorchester Finance Co Ltd v. Stebbing7, the English Court held that directors are expected 

to display a continuing awareness of company affairs and cannot act passively. Although the 

case predates AI technology, its reasoning remains relevant because directors cannot blindly 

rely upon delegated systems. 

Similarly, in ASIC v. Healey8, commonly referred to as the Centro case, the Federal Court of 

Australia held directors liable for failing to identify errors in financial statements. The Court 

emphasised that directors bear an independent obligation to understand and monitor corporate 

 
7 (1989) BCLC 498 
8 (2011) FCA 717 
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affairs. This principle strongly supports the argument that directors using AI systems must 

maintain active oversight rather than unquestioningly relying upon algorithmic outputs. 

The Indian Supreme Court in N. Narayanan v. Adjudicating Officer, SEBI9, stressed the 

importance of transparency, fairness, and integrity within securities markets. The Court 

recognised that corporate misconduct undermines investor confidence and market stability. AI-

generated manipulation, misleading disclosures, or algorithmic trading irregularities could 

therefore attract regulatory liability under existing securities laws. 

Directors may also face liability for failing to adequately supervise AI systems. Under Section 

134(5) of the Companies Act, directors are required to establish proper internal financial 

controls and ensure compliance with applicable laws. AI governance systems should arguably 

fall within the scope of internal control mechanisms. Failure to conduct algorithmic audits, 

monitor AI outputs, or prevent discriminatory outcomes may amount to governance 

negligence. The issue becomes even more significant in sectors involving financial technology, 

healthcare, lending, and data processing, where AI systems directly affect consumer rights and 

regulatory compliance. Directors who fail to implement proper safeguards against algorithmic 

discrimination or cybersecurity vulnerabilities may face civil, regulatory, and reputational 

consequences. 

5. Algorithmic Bias, Ethical Governance, and Shareholder Protection 

Algorithmic bias represents one of the most serious ethical and governance concerns associated 

with AI systems. AI models function through training datasets and predictive learning 

processes. If the underlying data reflects social, economic, or institutional biases, algorithmic 

decisions may reproduce or intensify discriminatory outcomes. Corporate governance 

frameworks traditionally emphasise fairness, equality, and protection of stakeholder interests. 

AI-generated discrimination directly conflicts with these governance objectives. Recruitment 

algorithms have been criticised globally for favouring particular demographic categories. 

Lending algorithms may discriminate against economically vulnerable communities. 

Automated performance evaluation systems may produce biased employment outcomes. Such 

practices create not only ethical concerns but also legal liabilities. 

In the United States, significant scrutiny emerged regarding algorithmic discrimination in 

 
9(2013) 12 SCC 152 
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employment and financial services. Although Indian jurisprudence on AI discrimination 

remains limited, constitutional principles concerning equality and non-arbitrariness under 

Articles 14 and 21 of the Constitution indirectly influence corporate conduct, particularly in 

regulated sectors10. 

The Supreme Court’s decision in Justice K.S. Puttaswamy v. Union of India11 recognised 

privacy as a fundamental right under Article 21. The judgment emphasised informational 

privacy, autonomy, and data protection concerns in the digital age. AI-driven corporate systems 

that excessively collect, analyse, or monetise personal data may therefore raise constitutional 

and statutory concerns. 

The Digital Personal Data Protection Act, 2023 further strengthens obligations concerning 

lawful processing of personal data. Companies deploying AI systems must ensure transparency 

regarding data usage, consent mechanisms, and cybersecurity protections. 

Corporate governance increasingly intersects with data governance. Directors can no longer 

treat cybersecurity and data protection as merely technical concerns delegated exclusively to 

IT departments. Data breaches, algorithmic misuse, and AI-driven privacy violations directly 

affect shareholder confidence and corporate reputation. The significance of ethical governance 

was highlighted internationally following controversies involving automated facial recognition 

systems and predictive algorithms accused of racial and gender bias. These incidents 

demonstrate that governance failures arising from AI systems may expose corporations to 

litigation, regulatory penalties, reputational harm, and investor distrust. 

In India, SEBI has increasingly focused on risk management and technological governance 

within listed entities. Although AI-specific governance regulations remain underdeveloped, 

existing disclosure obligations may require corporations to reveal material technological risks 

affecting operations and investor interests. The broader challenge lies in balancing innovation 

with accountability. Excessively restrictive regulation may discourage technological 

advancement. Conversely, insufficient oversight may permit harmful corporate practices 

hidden behind algorithmic complexity12. 

 
10 Bhattacharya, S. (2015). Corporate governance in India: Issues and challenges. Journal of Accounting & 
Finance, 15(5), 18–22. 
11 (2017) 10 SCC 1 
12 Vijay, G. (2011). Corporate Governance under the Companies Act 2013: a more Responsive System of 
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6. Cybersecurity, Data Governance, and AI Compliance Risks 

The integration of AI into corporate systems substantially increases cybersecurity and 

compliance risks. AI systems depend heavily upon data collection, cloud infrastructure, 

network connectivity, and automated processing mechanisms. Consequently, corporations 

become more vulnerable to cyberattacks, data breaches, and technological manipulation. 

Corporate governance obligations increasingly require boards to treat cybersecurity as a central 

governance issue rather than a peripheral technological concern. Cybersecurity failures can 

severely impact shareholders, consumers, investors, and financial markets. 

The Companies Act, 2013, though enacted before the widespread integration of artificial 

intelligence into corporate administration, contains several provisions that indirectly regulate 

technology-driven governance and risk management practices within companies. In particular, 

Section 177, which mandates the constitution of Audit Committees for certain classes of 

companies, plays a crucial role in ensuring financial transparency, internal oversight, and 

accountability in technologically sophisticated business environments. The Audit Committee 

is entrusted with the responsibility of evaluating internal control systems, risk management 

policies, and audit functions, all of which become increasingly significant when corporations 

deploy AI-based decision-making systems and automated compliance tools. Similarly, Section 

134 imposes duties upon directors to ensure that adequate internal financial controls are 

established and operating effectively within the company. The Directors’ Responsibility 

Statement under this provision requires directors to exercise due diligence and maintain proper 

systems to safeguard corporate governance standards. In the contemporary digital era, these 

responsibilities extend beyond traditional financial oversight and encompass cybersecurity 

risks, algorithmic accountability, data protection, and technological transparency13. In Shreya 

Singhal v. Union of India14 although the primary issue concerned freedom of speech and 

Section 66A of the Information Technology Act, the Supreme Court acknowledged the 

growing influence of digital communication systems and the necessity of balancing 

technological regulation with constitutional protections. 

 
Governance. Indian journal of applied research, 4, 461-464. https://doi.org/10.15373/2249555x/apr2014/210. 
13 Das, A., & Dey, S. (2016). Role of corporate governance on firm performance: A study on large Indian 
corporations after implementation of Companies’ Act 2013. Asian Journal of Business Ethics, 5, 149–164. 
https://doi.org/10.1007/s13520-016-0061-7 
14 (2015) 5 SCC 1 
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Similarly, in Anvar P.V. v. P.K. Basheer15, The Court recognised the evidentiary significance 

of electronic records and technological systems. These judicial developments indicate that 

Indian jurisprudence increasingly acknowledges the legal importance of digital infrastructures. 

AI systems also create compliance risks relating to automated decision-making. If algorithmic 

systems generate misleading financial reports, inaccurate disclosures, or discriminatory 

decisions, corporations may face liability under securities regulations, consumer protection 

laws, and data protection frameworks. The risk becomes particularly severe in financial 

markets where algorithmic trading and AI-generated investment analytics may influence 

market behaviour. Flash crashes and automated trading disruptions globally have demonstrated 

how algorithmic systems can destabilise financial markets within seconds. SEBI has 

progressively strengthened cyber governance obligations for regulated entities. Listed 

companies are increasingly expected to maintain technological safeguards, cybersecurity 

protocols, and risk management mechanisms. AI governance may therefore gradually become 

integrated into broader corporate compliance obligations. 

Another important concern involves explainability. Regulators, shareholders, and courts may 

require corporations to explain how AI systems generated specific decisions. However, 

advanced machine learning systems often function through computational processes that 

cannot easily be interpreted. This creates a governance paradox. AI systems may improve 

efficiency, but simultaneously undermine accountability because decision-making processes 

become technically opaque. 

7. Comparative International Developments 

International regulatory frameworks increasingly recognise the governance implications of 

Artificial Intelligence. Although no universal AI governance regime currently exists, several 

jurisdictions have begun developing regulatory standards addressing algorithmic 

accountability and ethical governance. 

The Organisation for Economic Co-operation and Development (OECD) Principles on 

Artificial Intelligence, adopted in 2019, constitute one of the earliest internationally recognised 

frameworks concerning responsible AI governance. The principles emphasise inclusive 

growth, transparency, robustness, accountability, and human-centred values in AI deployment. 

 
15 (2014) 10 SCC 473 
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These principles encourage corporations and governments to ensure that AI systems remain 

explainable, secure, and consistent with democratic values16. 

Similarly, the UNESCO Recommendation on the Ethics of Artificial Intelligence, adopted in 

2021, represents the first global normative framework specifically addressing ethical 

governance of AI technologies. The Recommendation stresses transparency, fairness, privacy 

protection, non-discrimination, environmental sustainability, and human oversight. It further 

recognises the need for accountability mechanisms capable of preventing misuse of AI systems 

in both public and private sectors. 

In addition, broader international instruments indirectly influence AI governance obligations 

within corporate structures. The Universal Declaration of Human Rights, 1948 and the 

International Covenant on Civil and Political Rights, 1966, continue to shape discussions 

concerning privacy, equality, non-discrimination, and human dignity in technologically driven 

governance systems17. 

The European Union Artificial Intelligence Act represents one of the most comprehensive 

attempts to regulate AI systems. The legislation adopts a risk-based framework categorising 

AI applications according to their potential societal impact. High-risk AI systems are subjected 

to strict obligations concerning transparency, human oversight, data quality, and 

accountability. The EU approach is particularly relevant to corporate governance because it 

recognises that algorithmic systems affecting financial services, employment, consumer rights, 

and public safety require enhanced oversight mechanisms.  

In the United States, AI governance largely operates through sector-specific regulations and 

corporate compliance standards. Regulatory agencies increasingly scrutinise algorithmic 

discrimination, automated decision-making, and data governance practices. 

The United Kingdom has adopted a comparatively flexible approach focusing on innovation-

friendly governance principles. However, British regulators have also emphasised 

transparency, explainability, and accountability within AI-driven systems. 

India presently lacks a dedicated AI governance statute specifically addressing corporate 

 
16 Jain, R. (2017). Corporate Governance in India: An Overview. Journal of Business Ethics, 142(4), 701-717. 
17 (2019). Corporate Oversight and Disobedience. SSRN Electronic Journal. 
https://doi.org/10.2139/ssrn.3474337. 
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accountability. However, existing frameworks, including the Companies Act, 2013, SEBI 

regulations, the Information Technology Act, 2000, and the Digital Personal Data Protection 

Act, 2023, collectively create a fragmented governance structure. 

NITI Aayog has published policy discussions promoting responsible AI development and 

ethical governance. Nevertheless, substantial regulatory uncertainty remains concerning 

liability standards, algorithmic accountability, AI audits, and directors’ obligations. India’s 

future AI governance framework must balance economic innovation with constitutional values, 

investor protection, and corporate accountability. Overregulation may inhibit technological 

development, while insufficient oversight may expose stakeholders to substantial harm. 

8. Findings of the Study 

a) The study finds that Artificial Intelligence has significantly transformed modern 

corporate governance through automated decision-making, predictive analytics, digital 

compliance systems, and algorithmic risk assessment mechanisms.  

b) AI-based governance systems improve operational efficiency, reduce managerial 

burden, enhance accuracy in data analysis, and support faster corporate decision-

making processes.  

c) Existing corporate governance laws in India, particularly the Companies Act, 2013, 

were primarily designed for human-centred decision-making and are not fully equipped 

to regulate autonomous or semi-autonomous AI systems.  

d) Directors cannot escape fiduciary responsibility merely because decisions are generated 

or influenced by Artificial Intelligence systems. Duties under Section 166 of the 

Companies Act, 2013 continue to impose obligations of due care, diligence, good faith, 

and independent judgment.  

e) Excessive reliance upon AI-generated recommendations without adequate human 

oversight may amount to negligence or breach of fiduciary duty by directors.  

f) The study identifies algorithmic opacity or “black-box” decision-making as a major 

governance concern because many AI systems lack explainability and transparency.  
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g) Lack of explainable AI systems may undermine shareholder confidence, weaken 

disclosure obligations, and create difficulties in judicial or regulatory review.  

h) Algorithmic bias is identified as a significant ethical and governance challenge, 

particularly in recruitment, lending, employee assessment, and consumer-related 

decision-making processes.  

i) AI-driven corporate systems increase cybersecurity risks, data breaches, privacy 

violations, and digital surveillance concerns due to their dependence on large-scale data 

processing.  

j) The Digital Personal Data Protection Act, 2023 and constitutional privacy principles 

recognised in Justice K.S. Puttaswamy v. Union of India18 play an important role in 

regulating AI-related data governance issues.  

k) Existing SEBI regulations and corporate disclosure obligations indirectly impose 

accountability standards concerning technological governance and risk management.  

l) Comparative analysis reveals that international frameworks such as the OECD 

Principles on Artificial Intelligence, UNESCO Recommendation on the Ethics of 

Artificial Intelligence, and the European Union Artificial Intelligence Act emphasise 

transparency, accountability, human oversight, and ethical AI governance.  

m) India presently lacks a comprehensive AI-specific corporate governance framework 

capable of effectively addressing algorithmic accountability and AI-related governance 

risks.  

9. The Need for Regulatory Reform in India 

The rapid integration of Artificial Intelligence into corporate governance has exposed 

significant gaps within the existing Indian legal framework. Although the Companies Act, 

2013, SEBI regulations, the Information Technology Act, 2000, and the Digital Personal Data 

Protection Act, 2023 provide partial safeguards, they do not comprehensively regulate AI-

driven corporate governance systems. Present corporate laws were primarily designed around 

 
18 AIR 2017 SC 4161.  
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human decision-makers and therefore remain inadequate in addressing issues arising from 

autonomous or semi-autonomous algorithmic decision-making processes. 

One of the major concerns requiring regulatory intervention is the absence of clear liability 

standards relating to AI-generated decisions. Where corporate losses, discriminatory outcomes, 

or compliance failures arise from AI systems, the allocation of responsibility between directors, 

developers, and corporations remains legally uncertain. Existing provisions under Section 166 

of the Companies Act, 2013, impose duties of care, diligence, and independent judgment upon 

directors, however, the law does not specifically define the extent of directors’ obligations in 

supervising AI systems and algorithmic governance mechanisms. 

Another important issue involves the lack of transparency and explainability in AI-driven 

decision-making. Many advanced AI systems operate through opaque “black-box” models that 

cannot adequately explain how particular decisions are reached. Such opacity conflicts with 

principles of corporate transparency, shareholder accountability, and disclosure obligations 

under SEBI regulations. Regulatory reforms must therefore require explainable AI standards, 

particularly in high-risk corporate sectors involving finance, employment, healthcare, and 

consumer services. The growing use of AI systems also intensifies cybersecurity and data 

protection concerns. AI technologies depend heavily upon large-scale data collection and 

automated processing, increasing the risk of cyberattacks, privacy violations, data misuse, and 

digital surveillance. Although the Digital Personal Data Protection Act, 2023 establishes 

certain safeguards, India still lacks comprehensive AI-specific cybersecurity governance 

standards for corporate entities. 

Further, there is an urgent need to introduce mandatory AI audit and compliance mechanisms 

within corporate governance structures. Independent algorithmic audits can help identify bias, 

discrimination, operational vulnerabilities, and regulatory non-compliance before such issues 

cause significant financial or reputational damage. Corporate boards should also include 

technological oversight mechanisms and specialised expertise capable of supervising AI-based 

governance systems effectively. 

Comparative international developments, particularly the European Union Artificial 

Intelligence Act and OECD Principles on Artificial Intelligence, demonstrate a growing global 

consensus favouring transparency, accountability, human oversight, and ethical AI 

governance. India must gradually move toward a similar balanced regulatory framework 
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capable of encouraging technological innovation while simultaneously protecting 

shareholders, consumers, investors, and public interests. 

Therefore, regulatory reform in India is no longer optional but necessary. A comprehensive AI 

governance framework within corporate law would strengthen accountability, improve investor 

confidence, ensure ethical technological integration, and preserve the foundational principles 

of transparency and responsible corporate governance in the digital era. 

10. Conclusion 

Artificial Intelligence has significantly transformed modern corporate governance by 

introducing automated decision-making systems, predictive analytics, digital compliance 

mechanisms, and AI-assisted managerial functions. While these technologies improve 

efficiency, speed, and accuracy in corporate administration, they simultaneously create serious 

legal and governance concerns relating to transparency, accountability, cybersecurity, 

algorithmic bias, and data protection. The study establishes that existing corporate governance 

laws in India were primarily designed for human-centred decision-making and are not fully 

equipped to regulate AI-driven corporate structures. Directors continue to remain legally 

accountable under the Companies Act, 2013, particularly under Section 166, which imposes 

duties of care, diligence, good faith, and independent judgment. Reliance upon AI systems 

cannot absolve directors from fiduciary responsibility or oversight obligations. The research 

further reveals that opaque black-box AI systems may undermine shareholder confidence and 

weaken corporate transparency. Comparative international frameworks such as the OECD AI 

Principles and the European Union AI Act demonstrate a growing global emphasis on 

explainability, ethical governance, and human oversight. The study concludes that India 

requires a comprehensive AI governance framework incorporating AI audits, enhanced 

disclosure obligations, cybersecurity safeguards, and explainable AI standards. Ultimately, 

Artificial Intelligence should function as a governance-support mechanism and not as a 

substitute for human accountability, ethical decision-making, and responsible corporate 

governance. 

 


