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ABSTRACT 

The integration of Artificial Intelligence (AI) into corporate governance has 
significantly transformed decision-making processes within modern 
corporations, offering enhanced efficiency, predictive capabilities and data-
driven insights. In India, corporations are increasingly adopting AI 
technologies in areas such as risk assessment, compliance monitoring, 
financial forecasting and strategic management. However, the growing 
reliance on AI systems raises complex legal and ethical concerns, 
particularly regarding accountability, transparency and liability. This 
research paper critically examines the regulatory landscape governing the 
use of AI in corporate governance and evaluates the adequacy of existing 
legal frameworks in addressing the challenges posed by automated decision-
making. The study analyses the role of corporate governance principles 
under the Companies Act, 2013 and the regulatory implications of data-
driven technologies under the Information Technology Act, 2000. It further 
explores key issues such as the “black box” nature of AI systems, algorithmic 
bias, data privacy risks and the absence of clear liability standards when AI-
driven decisions lead to corporate harm. By drawing on comparative 
international approaches and evolving regulatory models, the paper 
highlights the urgent need for a comprehensive legal framework that ensures 
responsible AI deployment while safeguarding stakeholder interests. The 
study concludes by proposing policy recommendations aimed at 
strengthening accountability mechanisms, enhancing regulatory oversight 
and promoting ethical AI practices within corporate structures. Ultimately, 
the paper underscores the necessity of aligning technological innovation with 
legal responsibility to ensure sustainable and transparent corporate 
governance in the digital age. 

Keywords: Artificial Intelligence, Corporate Governance, Algorithmic 
Accountability, Data Privacy, Corporate Liability 
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1. INTRODUCTION 

The rapid advancement of digital technologies has significantly transformed the functioning of 

modern corporations, with Artificial Intelligence (AI) emerging as a critical tool in enhancing 

efficiency, accuracy and strategic decision-making. In recent years, corporations have 

increasingly integrated AI-driven systems into key aspects of corporate governance, including 

financial analysis, risk management, compliance monitoring and human resource management. 

These technologies enable companies to process vast amounts of data, identify patterns and 

make predictive decisions with a level of speed and precision that surpasses traditional human 

capabilities. While the adoption of AI has contributed to improved corporate performance and 

operational effectiveness, it has also introduced complex legal and ethical challenges that 

existing regulatory frameworks are not fully equipped to address. In India, corporate 

governance is primarily governed by the Companies Act, 2013, which establishes the duties 

and responsibilities of directors, emphasizing accountability, transparency and fiduciary 

obligations. However, the increasing reliance on AI in decision-making raises critical questions 

regarding the allocation of responsibility when automated systems produce erroneous or 

harmful outcomes. Additionally, the use of AI involves extensive data processing, thereby 

engaging regulatory concerns under the Information Technology Act, 2000, particularly in 

relation to data protection, cybersecurity and privacy. The opaque nature of many AI systems, 

often described as “black box” models, further complicates issues of transparency and 

explainability, making it difficult to trace how specific decisions are made. This lack of clarity 

challenges fundamental principles of corporate governance, including accountability and 

informed decision-making by boards of directors. In this context, the intersection of AI and 

corporate governance necessitates a re-evaluation of existing legal frameworks to ensure that 

technological innovation does not undermine legal responsibility. Therefore, this study seeks 

to examine the regulatory gaps, legal challenges and the pressing need for a comprehensive 

accountability framework to govern the use of AI in corporate decision-making in India. 

2. CONCEPTUAL FRAMEWORK OF AI IN CORPORATE GOVERNANCE 

The integration of Artificial Intelligence (AI) into corporate governance represents a significant 

shift in how corporations manage decision-making, compliance and strategic operations. 

Traditionally, corporate governance relied on human judgment, board oversight and regulatory 

compliance mechanisms to ensure accountability and transparency. However, with the rise of 
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advanced data analytics and machine learning systems, corporations are increasingly 

delegating critical functions to AI-driven technologies. This transformation has created a 

hybrid governance model in which human decision-makers and automated systems operate 

together. While AI enhances efficiency and enables evidence-based decision-making, it also 

challenges foundational legal principles such as accountability, fiduciary responsibility and 

transparency. The conceptual framework of AI in corporate governance therefore involves 

understanding the nature of AI, the evolution of governance structures in the digital age, the 

manner in which AI is embedded within corporate systems and the benefits and risks associated 

with its use. A clear conceptual understanding is essential to evaluate whether existing legal 

frameworks, particularly the Companies Act, 2013 and the Information Technology Act, 2000, 

are capable of addressing the complexities introduced by AI-driven corporate decision-making. 

2.1 Meaning and Scope of Artificial Intelligence 

Artificial Intelligence refers to the capability of machines and computer systems to perform 

tasks that typically require human intelligence, such as learning, reasoning, problem-solving 

and decision-making. AI systems are powered by algorithms that analyze large datasets to 

identify patterns and generate predictions or recommendations. In the corporate context, AI is 

used in various domains, including financial forecasting, fraud detection, compliance 

monitoring, customer analytics and human resource management. 

The scope of AI extends beyond simple automation to include advanced technologies such as 

machine learning, natural language processing and predictive analytics. These systems can 

operate autonomously or assist human decision-makers by providing insights derived from 

data. However, the use of AI also raises legal concerns, particularly when decisions are made 

without direct human intervention. Under Section 43A of the Information Technology Act, 

20001, companies are required to implement reasonable security practices to protect sensitive 

personal data, which becomes highly relevant in AI systems that rely on extensive data 

processing. Thus, while AI expands the scope of corporate capabilities, it simultaneously 

increases the need for legal oversight and data protection. 

2.2 Evolution of Corporate Governance in the Digital Era 

Corporate governance has evolved significantly over time, transitioning from a traditional 

 
1 Section 43A of the Information Technology Act, 2000 https://share.google/0C86l6TzSAk2grAj5  



Indian Journal of Law and Legal Research    Volume VIII Issue II | ISSN: 2582-8878 
 

 Page: 6158 

model focused on shareholder interests to a more inclusive framework that considers the 

interests of multiple stakeholders, including employees, consumers and society at large. In the 

digital era, this evolution has been further accelerated by the integration of technology into 

corporate operations. 

The Companies Act, 2013 reflects this shift by emphasizing transparency, accountability and 

ethical conduct in corporate management. Provisions such as Section 1662, which outlines the 

duties of directors, require them to act in good faith, exercise due diligence and act in the best 

interests of the company and its stakeholders. However, the increasing use of AI in decision-

making raises questions about how these duties apply when decisions are influenced or made 

by automated systems. 

Judicial interpretation has also played a role in shaping corporate governance standards. In 

Tata Consultancy Services Ltd. v. Cyrus Investments Pvt. Ltd.3, the Supreme Court of 

India emphasized the importance of board autonomy and fiduciary duties in corporate decision-

making. Although the case did not directly involve AI, its principles are relevant in the context 

of AI-driven governance, as they highlight the continuing responsibility of directors to oversee 

and validate decisions, even when such decisions are supported by technological tools. This 

evolution indicates that corporate governance must adapt to ensure that technological 

advancements do not dilute accountability. 

2.3 Integration of AI in Corporate Structures 

The integration of AI into corporate structures has transformed the internal functioning of 

organizations by embedding automated systems into key decision-making processes. AI is now 

widely used in corporate governance functions such as auditing, compliance monitoring, risk 

assessment and strategic planning. For example, AI-powered systems can detect anomalies in 

financial transactions, assess credit risks and monitor regulatory compliance in real time. 

Within corporate structures, AI is often integrated through enterprise resource planning 

systems, decision-support tools and automated compliance platforms. These systems assist 

management and boards of directors by providing data-driven insights that enhance decision-

making efficiency. However, the integration of AI also creates challenges in assigning 

 
2 Section 166 under The Companies Act, 2013 https://share.google/CoriAkNHBOclxdEha  
3 Tata Consultancy Services Ltd. v. Cyrus Investments Pvt. Ltd. (2021 SCC OnLine SC 272) 
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responsibility for decisions. When an AI system produces an incorrect or harmful outcome, it 

becomes difficult to determine whether liability should be attributed to the developers, the 

company or the directors overseeing its use. 

The Companies Act, 2013 imposes duties on directors to exercise independent judgment and 

due care. Therefore, even when AI systems are used, directors cannot entirely rely on 

automated outputs without proper oversight. They are required to ensure that AI systems are 

used responsibly and that appropriate safeguards are in place. This highlights the need for 

governance mechanisms that integrate technological innovation with legal accountability. 

2.4 Benefits and Risks of AI in Corporate Decision-Making 

The use of AI in corporate decision-making offers several advantages, including increased 

efficiency, improved accuracy and enhanced predictive capabilities. AI systems can analyze 

vast amounts of data in a short period, enabling companies to make informed decisions based 

on real-time insights. This can lead to better risk management, cost reduction and improved 

operational performance. Additionally, AI can reduce human error and enhance compliance by 

automating routine tasks and monitoring regulatory requirements. 

However, the adoption of AI also presents significant risks. One of the primary concerns is the 

lack of transparency in AI systems, often referred to as the “black box” problem, where the 

decision-making process is not easily understandable. This lack of explainability can 

undermine accountability and make it difficult to identify errors or biases in AI outputs. 

Another major risk is algorithmic bias, where AI systems may produce discriminatory 

outcomes based on biased data inputs. Data privacy and cybersecurity are also critical concerns, 

as AI systems rely heavily on the collection and processing of large volumes of sensitive 

information. Under the Information Technology Act, 2000, companies have a legal obligation 

to protect such data and prevent unauthorized access. Failure to do so may result in legal 

liability and reputational damage. 

Furthermore, the reliance on AI in decision-making raises ethical questions regarding the role 

of human judgment in corporate governance. In N. Narayanan v. Adjudicating Officer, 

SEBI4, the Supreme Court emphasized the importance of transparency and accountability in 

corporate conduct. These principles are particularly relevant in the context of AI, as companies 

 
4 N. Narayanan v. Adjudicating Officer, SEBI (2013) 12 SCC 152 
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must ensure that technological tools do not compromise ethical standards or stakeholder 

interests. 

3. LEGAL FRAMEWORK GOVERNING AI AND CORPORATE CONDUCT IN 

INDIA 

The growing integration of Artificial Intelligence (AI) into corporate governance has exposed 

the limitations of traditional legal frameworks in regulating technologically driven decision-

making. In India, there is no standalone legislation exclusively governing AI; instead, the 

regulation of AI-related corporate conduct is derived from a combination of company law, 

information technology law, data protection norms and sector-specific regulations. These legal 

instruments collectively aim to ensure transparency, accountability and ethical conduct in 

corporate operations. However, as AI systems increasingly influence critical decisions such as 

financial reporting, compliance monitoring and strategic planning, questions arise regarding 

liability, data governance and regulatory oversight. The existing framework primarily shaped 

by the Companies Act, 2013 and the Information Technology Act, 2000 provides a 

foundational structure, but it does not directly address the complexities introduced by AI. In 

addition, evolving policy initiatives and regulatory bodies play an important role in shaping AI 

governance in India. A detailed examination of these components is essential to understand the 

current legal position and identify gaps that require reform. 

3.1 Corporate Governance under the Companies Act, 2013 

The Companies Act, 2013 serves as the cornerstone of corporate governance in India, 

establishing a comprehensive framework for the management and oversight of companies. It 

emphasizes principles such as accountability, transparency and fiduciary responsibility, which 

are central to effective corporate governance. Section 166 of the Act outlines the duties of 

directors, requiring them to act in good faith, exercise due care and diligence and act in the best 

interests of the company, its employees, shareholders and the community. 

In the context of AI, these provisions take on new significance. When corporate decisions are 

influenced or made by AI systems, directors cannot abdicate their responsibilities by relying 

solely on automated outputs. They are legally obligated to exercise independent judgment and 

ensure that decisions align with statutory and fiduciary duties. For instance, if an AI system 

used for financial forecasting produces misleading results that affect investor interests, 
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directors may still be held liable for failing to exercise due diligence. 

The importance of directors’ responsibility was emphasized in Official Liquidator v. P.A. 

Tendolkar5, where the Supreme Court held that directors must act with reasonable care and 

cannot escape liability by claiming ignorance of company affairs. This principle is highly 

relevant in the age of AI, where reliance on automated systems does not absolve directors of 

their legal obligations. Therefore, while the Companies Act provides a robust governance 

framework, its application to AI-driven decision-making requires careful interpretation and 

possibly further clarification. 

3.2 Data Protection and AI Regulation under the Information Technology Act, 2000 

The Information Technology Act, 2000 is the primary legislation governing digital activities, 

electronic transactions and data protection in India. Although it does not explicitly regulate AI, 

its provisions are highly relevant to AI systems, which rely extensively on data collection, 

processing and analysis. 

Section 43A of the Act imposes liability on companies for negligence in implementing 

reasonable security practices to protect sensitive personal data. This provision becomes 

particularly important in the context of AI, where large volumes of personal and corporate data 

are processed to generate insights and predictions. Failure to secure such data can result in legal 

liability, financial penalties and reputational damage. 

Additionally, the Information Technology (Reasonable Security Practices and Procedures and 

Sensitive Personal Data or Information) Rules, 20116 establish guidelines for the collection, 

storage and use of personal data. These rules require companies to obtain consent, ensure data 

confidentiality and adopt appropriate security measures. AI systems must therefore comply 

with these requirements to avoid legal consequences. 

The significance of data protection was highlighted in Justice K.S. Puttaswamy (Retd.) v. 

Union of India7, where the Supreme Court recognized the right to privacy as a fundamental 

right under Article 21 of the Constitution8. This judgment has far-reaching implications for AI 

 
5 Official Liquidator v. P.A. Tendolkar (1973) 1 SCC 602 
6 Information Technology (Reasonable Security Practices and Procedures and Sensitive Personal Data or 
Information) Rules, 2011 https://share.google/ztt4uxuaC2YDqrAB1  
7 Justice K.S. Puttaswamy (Retd.) v. Union of India (2017) 10 SCC 1 
8 Article 21 of the Constitution https://share.google/4Y8U4kLZz9Tn77Uy9  
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governance, as it underscores the need for robust data protection mechanisms in systems that 

process personal information. Consequently, while the IT Act provides a foundational 

framework for data regulation, it requires modernization to address the complexities of AI-

driven data processing. 

3.3 Emerging Digital and AI Governance Policies in India 

Recognizing the transformative impact of AI, the Indian government has initiated several 

policy measures aimed at promoting responsible AI development and governance. These 

policies seek to balance technological innovation with ethical considerations, data protection 

and accountability. One of the key initiatives is the National Strategy for Artificial Intelligence 

introduced by NITI Aayog, which emphasizes the use of AI for social and economic 

development while ensuring ethical standards. The strategy identifies sectors such as 

healthcare, agriculture, education and smart cities as priority areas for AI deployment and 

highlights the importance of establishing regulatory frameworks to govern AI applications. In 

addition, discussions around a comprehensive data protection regime have gained momentum, 

with proposed legislation aimed at strengthening privacy rights and regulating data processing 

activities. These developments indicate a growing recognition of the need to address the legal 

and ethical challenges associated with AI. 

However, these policy initiatives are largely advisory in nature and lack binding legal force. 

As a result, their effectiveness depends on voluntary compliance by corporations and the 

gradual incorporation of policy principles into formal legislation. The absence of a dedicated 

AI law in India therefore remains a significant gap in the regulatory framework. 

3.4 Role of Regulatory Bodies (SEBI, MCA, etc.) 

Regulatory bodies play a crucial role in overseeing corporate conduct and ensuring compliance 

with legal and ethical standards. In India, institutions such as the Securities and Exchange 

Board of India (SEBI) and the Ministry of Corporate Affairs (MCA) are central to the 

regulation of corporate governance. Securities and Exchange Board of India is responsible for 

regulating listed companies and protecting investor interests. It has introduced various 

regulations related to corporate governance, including disclosure requirements, risk 

management practices and board responsibilities. In the context of AI, SEBI’s role becomes 

particularly important in ensuring that companies maintain transparency in their decision-
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making processes and disclose risks associated with the use of AI technologies. 

Similarly, the Ministry of Corporate Affairs oversees the implementation of company law and 

corporate governance standards. The MCA has the authority to issue guidelines, amend 

regulations and enforce compliance with statutory provisions. As AI becomes more integrated 

into corporate operations, these regulatory bodies may need to develop specific guidelines 

addressing issues such as algorithmic transparency, accountability and risk management. The 

importance of regulatory oversight was emphasized in SEBI v. Sahara India Real Estate 

Corporation Ltd.9, where the Supreme Court upheld SEBI’s authority to regulate corporate 

activities in order to protect investor interests and ensure market integrity. This principle is 

equally relevant in the context of AI, where regulatory bodies must ensure that technological 

advancements do not compromise transparency or fairness in corporate conduct. 

3.5 Limitations of Existing Legal Framework 

Despite the presence of multiple legal instruments and regulatory bodies, the existing 

framework governing AI and corporate conduct in India has several limitations. One of the 

primary challenges is the absence of a dedicated legal framework specifically addressing AI. 

Current laws are largely reactive and were not designed to regulate autonomous or semi-

autonomous decision-making systems. Another limitation is the lack of clarity regarding 

liability for AI-driven decisions. When an AI system produces an erroneous or harmful 

outcome, it is often unclear whether responsibility lies with the company, the developers or the 

directors overseeing its use. This ambiguity creates legal uncertainty and may hinder effective 

enforcement of accountability. 

Furthermore, existing laws do not adequately address issues such as algorithmic transparency, 

bias and explainability. AI systems often operate as “black boxes,” making it difficult to 

understand how decisions are made. This lack of transparency can undermine trust in corporate 

governance and complicate legal scrutiny. Data protection laws also remain fragmented and 

insufficient to address the scale and complexity of AI-driven data processing. While the IT Act 

provides basic safeguards, it does not fully capture the risks associated with advanced AI 

technologies, such as automated profiling and large-scale data analytics. 

Finally, enforcement mechanisms under the current framework are often slow and inefficient, 

 
9 SEBI v. Sahara India Real Estate Corporation Ltd. (2013) 1 SCC 1 
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limiting their effectiveness in addressing rapidly evolving technological challenges. The need 

for specialized regulatory expertise and institutional capacity further complicates the 

implementation of existing laws. While India’s legal framework provides a foundational 

structure for regulating corporate conduct and digital activities, it is not fully equipped to 

address the complexities introduced by AI. Comprehensive reforms, including the development 

of dedicated AI legislation, enhanced regulatory oversight and clearer liability standards, are 

essential to ensure that corporate use of AI aligns with legal and ethical principles. 

4. LEGAL CHALLENGES IN THE USE OF AI IN CORPORATE GOVERNANCE 

The incorporation of Artificial Intelligence (AI) into corporate governance has introduced a 

new set of legal challenges that existing frameworks are not fully equipped to address. While 

AI enhances efficiency and enables data-driven decision-making, it also complicates core 

governance principles such as accountability, transparency, fairness and ethical responsibility. 

Unlike traditional decision-making processes, AI systems often operate autonomously or semi-

autonomously, making it difficult to determine responsibility when outcomes are flawed or 

harmful. Moreover, the reliance on large datasets and algorithmic models raises concerns about 

privacy, bias and cybersecurity. Indian corporate law, primarily governed by the Companies 

Act, 2013 and digital regulation under the Information Technology Act, 2000, provide certain 

safeguards, but they do not specifically address the complexities of AI-driven governance. As 

a result, corporations face significant legal uncertainty in deploying AI systems and 

stakeholders are often left without clear remedies. A detailed examination of these challenges 

is essential to understand the gaps in the legal framework and the need for regulatory reform. 

4.1 Accountability and Liability for AI Decisions 

One of the most pressing legal challenges in AI-driven corporate governance is determining 

accountability and liability for decisions made or influenced by AI systems. In traditional 

corporate structures, responsibility for decisions rests with directors and management, who are 

expected to exercise due care and diligence under the Companies Act, 2013, particularly 

Section 16610, which outlines fiduciary duties. However, when decisions are based on AI-

generated insights, the question arises as to whether liability should be attributed to the 

directors, the company or the developers of the AI system. 

 
10 Companies Act, 2013 under Section 166  https://share.google/CoriAkNHBOclxdEha  
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AI systems often function as decision-support tools, but in some cases, they operate with 

minimal human intervention. This creates ambiguity in assigning responsibility when errors 

occur, such as financial misstatements, discriminatory hiring practices or flawed risk 

assessments. Directors may argue that they relied on expert systems, while developers may 

claim that the system was used beyond its intended scope. 

The principle of corporate accountability was emphasized in Iridium India Telecom Ltd. v. 

Motorola Inc.11, where the Supreme Court held that companies can be held criminally liable 

for the acts of their agents. This principle can be extended to AI systems, suggesting that 

companies may be held liable for decisions made through their technological tools. However, 

the absence of explicit legal provisions addressing AI liability creates uncertainty and 

highlights the need for clearer regulatory standards. 

4.2 Lack of Transparency and Explainability 

Transparency is a fundamental principle of corporate governance, ensuring that stakeholders 

have access to accurate and understandable information regarding corporate decisions. 

However, AI systems often operate as “black boxes,” meaning that their internal processes and 

decision-making logic are not easily interpretable. This lack of explainability poses a 

significant challenge in corporate governance, where accountability depends on the ability to 

justify decisions. 

Under the Companies Act, 2013, companies are required to maintain transparency in financial 

reporting and decision-making processes. Similarly, disclosure requirements imposed by 

regulatory authorities emphasize the importance of clear and accurate communication with 

stakeholders. When AI systems are used to make or support decisions, the inability to explain 

how outcomes are generated can undermine these requirements. 

The importance of transparency in corporate conduct was highlighted in ICICI Bank Ltd. v. 

Official Liquidator of APS Star Industries Ltd.12, where the Supreme Court stressed the 

need for clarity and accountability in financial transactions. In the context of AI, this principle 

implies that companies must ensure that automated systems do not obscure decision-making 

 
11 Iridium India Telecom Ltd. v. Motorola Inc. (2011) 1 SCC 74 
12 ICICI Bank Ltd. v. Official Liquidator of APS Star Industries Ltd. (2010) 10 SCC 1 
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processes or hinder regulatory oversight. 

To address this challenge, corporations must adopt explainable AI models and establish internal 

governance mechanisms that allow human oversight and review of automated decisions. 

Without such measures, the use of opaque AI systems may lead to regulatory non-compliance 

and loss of stakeholder trust. 

4.3 Algorithmic Bias and Discrimination 

Algorithmic bias is another critical legal challenge associated with the use of AI in corporate 

governance. AI systems are trained on historical data, which may contain biases reflecting 

existing social or economic inequalities. As a result, these systems may produce discriminatory 

outcomes in areas such as recruitment, credit assessment and customer profiling. 

In India, the Constitution guarantees equality before the law and prohibits discrimination under 

Articles 14 and 1513. Although these provisions are primarily directed at state action, their 

underlying principles are increasingly relevant in the private sector, particularly in cases where 

corporate practices have significant social impact. AI-driven decisions that result in 

discriminatory outcomes may therefore raise constitutional and legal concerns. 

The judiciary has consistently emphasized the importance of equality and non-discrimination. 

In Air India v. Nergesh Meerza14, the Supreme Court struck down discriminatory service 

conditions imposed on air hostesses, holding that such practices violated principles of equality. 

While this case did not involve AI, its reasoning is applicable to algorithmic bias, as it 

underscores the need to eliminate discriminatory practices in employment and corporate 

conduct. 

Addressing algorithmic bias requires companies to adopt fair and inclusive data practices, 

regularly audit AI systems and implement safeguards to prevent discriminatory outcomes. 

Regulatory frameworks must also evolve to ensure that AI systems comply with principles of 

equality and fairness. 

 

 
13 Articles 14 and 15 https://share.google/4Y8U4kLZz9Tn77Uy9  
14 Air India v. Nergesh Meerza (1981) 4 SCC 335 
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4.4 Data Privacy and Cybersecurity Concerns 

AI systems rely heavily on the collection, processing and analysis of large volumes of data, 

including sensitive personal and corporate information. This dependence on data raises 

significant concerns regarding privacy and cybersecurity. Unauthorized access, data breaches 

and misuse of personal information can result in severe legal and financial consequences for 

companies. 

The Information Technology Act, 2000 provides a legal framework for data protection and 

cybersecurity. Section 43A15 imposes liability on companies for negligence in protecting 

sensitive personal data, while Section 7216 penalizes unauthorized disclosure of information. 

These provisions are particularly relevant in the context of AI, where data security is critical to 

maintaining trust and compliance. 

The importance of protecting personal data was further reinforced in Justice K.S. Puttaswamy 

(Retd.) v. Union of India17, where the Supreme Court recognized privacy as a fundamental 

right under Article 2118. This landmark judgment has significant implications for AI 

governance, as it establishes the need for robust data protection mechanisms in systems that 

process personal information. 

Cybersecurity risks are also heightened in AI-driven systems, as they may be vulnerable to 

hacking, manipulation or unauthorized access. Companies must therefore implement advanced 

security measures, conduct regular audits and ensure compliance with legal standards to 

mitigate these risks. Failure to do so may result in liability under existing laws and damage to 

corporate reputation. 

4.5 Ethical Issues in Automated Decision-Making 

The use of AI in corporate governance raises important ethical questions regarding the role of 

human judgment, fairness and responsibility in decision-making processes. While AI systems 

can enhance efficiency and objectivity, they may also lead to decisions that lack empathy, 

contextual understanding and ethical consideration. 

 
15 Section 43A under Information Technology Act, 2000 https://share.google/0C86l6TzSAk2grAj5  
16 Section 72 under Information Technology Act, 2000 https://share.google/0C86l6TzSAk2grAj5  
17 Justice K.S. Puttaswamy (Retd.) v. Union of India (2017) 10 SCC 1 
18 Article 21 https://share.google/4Y8U4kLZz9Tn77Uy9  
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Corporate governance is not merely a legal framework but also an ethical one, requiring 

directors and management to act in the best interests of stakeholders and society. The 

Companies Act, 2013 emphasizes the importance of acting in good faith and exercising 

independent judgment. However, excessive reliance on AI may undermine these principles by 

delegating critical decisions to automated systems. 

The ethical dimension of corporate conduct was highlighted in LIC of India v. Consumer 

Education and Research Centre19, where the Supreme Court emphasized that corporate 

actions must align with principles of fairness and public interest. This principle is particularly 

relevant in the context of AI, as companies must ensure that technological tools do not 

compromise ethical standards or harm stakeholders. 

Ethical challenges also arise in areas such as surveillance, employee monitoring and automated 

decision-making in sensitive contexts. Companies must therefore adopt ethical guidelines for 

AI use, ensure human oversight and establish accountability mechanisms to address ethical 

concerns. 

In the use of AI in corporate governance presents a range of legal and ethical challenges that 

require careful consideration and regulatory intervention. Addressing issues related to 

accountability, transparency, bias, privacy and ethics is essential to ensure that AI contributes 

to responsible and sustainable corporate governance. 

5. COMPARATIVE AND JUDICIAL PERSPECTIVES 

The regulation of Artificial Intelligence (AI) in corporate governance is not confined to a single 

jurisdiction; rather, it has become a global concern as corporations increasingly rely on 

automated systems for decision-making. Different countries have adopted varied legal and 

regulatory approaches to address the challenges posed by AI, reflecting their unique legal 

traditions and policy priorities. At the same time, courts across jurisdictions have begun to 

interpret existing legal principles in light of technological advancements, particularly in 

relation to accountability, liability and transparency. These comparative and judicial 

developments provide valuable insights into how legal systems are adapting to the complexities 

of AI-driven corporate conduct. For India, where AI regulation is still evolving, studying 

international models and judicial responses is crucial for developing a robust and forward-

 
19 LIC of India v. Consumer Education and Research Centre (1995) 5 SCC 482 
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looking legal framework. This section examines global regulatory approaches, judicial 

interpretations of AI-related liability and the lessons that can be drawn for the Indian legal 

system. 

5.1 Global Approaches to AI Regulation in Corporate Governance 

Across the world, governments have recognized the need to regulate AI in a manner that 

balances innovation with accountability and ethical considerations. One of the most 

comprehensive approaches has been adopted by the European Union through its proposed AI 

regulatory framework, which emphasizes a risk-based classification of AI systems. Under this 

model, AI applications are categorized based on the level of risk they pose to individuals and 

society, with stricter regulations applied to high-risk systems such as those used in finance, 

employment and critical infrastructure. The framework also mandates transparency, human 

oversight and accountability, ensuring that corporate use of AI aligns with fundamental rights 

and legal standards. 

In the United States, AI regulation has largely developed through a combination of sector-

specific laws, regulatory guidelines and judicial interpretations. While there is no single 

comprehensive AI statute, agencies such as the Federal Trade Commission have issued 

guidelines emphasizing fairness, accountability and non-discrimination in the use of AI. 

Corporate governance in the U.S. also relies on fiduciary duties imposed on directors, which 

require them to act in the best interests of the company and to exercise due care when adopting 

new technologies. 

Similarly, countries such as the United Kingdom and Singapore have adopted principles-based 

approaches to AI governance, focusing on ethical guidelines, transparency and accountability 

rather than rigid statutory frameworks. These jurisdictions encourage corporations to adopt best 

practices in AI deployment while allowing flexibility for technological innovation. 

These global approaches highlight the importance of establishing clear regulatory standards for 

AI in corporate governance, particularly in areas such as risk assessment, transparency and 

accountability. They also demonstrate that a combination of legislative measures, regulatory 

oversight and ethical guidelines is necessary to effectively govern AI systems. 
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5.2 Judicial Responses to AI and Corporate Liability 

Judicial responses to AI-related issues have played a crucial role in shaping the legal landscape, 

particularly in determining liability and accountability in technology-driven environments. 

Although courts have not yet developed a comprehensive body of law specifically addressing 

AI, they have applied existing legal principles to cases involving technological decision-

making and corporate responsibility. 

A significant development in corporate liability jurisprudence is reflected in Salomon v. A. 

Salomon & Co. Ltd.20, where the principle of separate legal personality was established. This 

principle allows companies to be treated as distinct legal entities, capable of bearing liability 

independent of their shareholders. In the context of AI, this doctrine suggests that corporations 

may be held liable for decisions made through AI systems, as these systems operate within the 

corporate structure. 

Another important case is Donoghue v. Stevenson21, which established the modern law of 

negligence by introducing the concept of duty of care. This principle is highly relevant to AI 

governance, as companies deploying AI systems may owe a duty of care to stakeholders, 

including consumers, employees and investors. Failure to ensure that AI systems operate safely 

and fairly could result in liability for negligence. 

Judicial trends in various jurisdictions indicate a growing willingness to hold corporations 

accountable for the outcomes of their technological tools. Courts have emphasized that 

companies cannot evade responsibility by attributing decisions solely to automated systems. 

Instead, they must ensure that adequate safeguards, oversight mechanisms and risk 

management practices are in place. 

These judicial responses underscore the importance of adapting traditional legal principles to 

address the challenges posed by AI, particularly in areas such as liability, negligence and 

corporate responsibility. 

5.3 Lessons from International Regulatory Models 

The comparative analysis of global approaches and judicial developments offers several 

 
20 Salomon v. A. Salomon & Co. Ltd. [1897] AC 22 (HL) 
21 Donoghue v. Stevenson [1932] AC 562 (HL) 



Indian Journal of Law and Legal Research    Volume VIII Issue II | ISSN: 2582-8878 
 

 Page: 6171 

important lessons for the Indian legal framework. First, it highlights the need for a 

comprehensive and coherent regulatory approach to AI in corporate governance. While India 

currently relies on existing laws such as the Companies Act, 2013 and the Information 

Technology Act, 2000, these statutes were not specifically designed to address the complexities 

of AI. Adopting a risk-based regulatory model similar to that of the European Union could help 

categorize AI applications and impose appropriate safeguards based on their potential impact. 

Second, international experiences demonstrate the importance of integrating ethical principles 

into legal frameworks. Transparency, fairness, accountability and human oversight are 

essential components of responsible AI governance. Incorporating these principles into Indian 

law would ensure that AI systems are used in a manner that respects stakeholder rights and 

promotes trust in corporate governance. Third, the role of regulatory bodies and judicial 

oversight is critical in ensuring compliance and accountability. Strengthening the capacity of 

regulatory institutions and encouraging proactive judicial interpretation can help address 

emerging challenges in AI governance. 

Global models emphasize the need for collaboration between governments, corporations and 

technology developers in formulating effective regulations. A multi-stakeholder approach can 

facilitate the development of balanced policies that support innovation while safeguarding 

public interest. In comparative and judicial perspectives provide valuable guidance for India in 

addressing the legal challenges associated with AI in corporate governance. By learning from 

international practices and adapting them to domestic conditions, India can develop a robust 

regulatory framework that ensures accountability, transparency and ethical use of AI in the 

corporate sector. 

6. NEED FOR REGULATORY REFORMS AND ACCOUNTABILITY MECHANISMS 

The increasing reliance on Artificial Intelligence (AI) in corporate governance has made it 

evident that existing legal frameworks in India are not fully equipped to address the 

complexities of automated decision-making. While AI enhances efficiency and data-driven 

governance, it simultaneously creates gaps in accountability, transparency and legal 

responsibility. The absence of clear regulatory standards for AI-driven corporate conduct 

exposes stakeholders to risks such as biased decisions, data misuse and lack of redressal 

mechanisms. Although the Companies Act, 2013 and the Information Technology Act, 2000 

provide a foundational legal structure, they do not specifically regulate AI systems or define 
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liability for automated decisions. Therefore, there is an urgent need for targeted reforms that 

establish accountability mechanisms, strengthen regulatory oversight and ensure ethical use of 

AI in corporate governance. 

6.1 Establishing AI Accountability in Corporate Governance 

A primary requirement in regulating AI is the establishment of clear accountability standards 

within corporate governance structures. Even when AI systems assist in decision-making, 

ultimate responsibility must remain with the board of directors and management. Section 166 

of the Companies Act, 2013 mandates that directors act with due care, diligence and 

independent judgment, which implies that reliance on AI cannot substitute human oversight. 

Companies should therefore implement internal governance frameworks that require human 

validation of AI-generated decisions, regular audits of algorithmic systems and documentation 

of decision-making processes. 

The importance of director accountability was emphasized in Official Liquidator v. P.A. 

Tendolkar22, where the Supreme Court held that directors must exercise reasonable care and 

cannot escape liability through delegation. This principle is directly applicable to AI 

governance, reinforcing that accountability cannot be transferred to machines. 

6.2 Strengthening Legal and Regulatory Frameworks 

India’s current legal framework requires significant strengthening to effectively regulate AI in 

corporate governance. Existing laws such as the Information Technology Act, 2000 primarily 

address data protection and cybersecurity but do not cover issues such as algorithmic 

accountability, explainability or liability for AI-driven decisions. There is a need for 

comprehensive legislation or amendments that specifically address AI governance, including 

provisions for risk classification, mandatory disclosures and compliance requirements for high-

risk AI systems. 

Regulatory bodies should also be empowered to issue sector-specific guidelines and enforce 

compliance. Strengthening enforcement mechanisms and establishing specialized regulatory 

expertise will be essential to address the rapidly evolving nature of AI technologies. 

 
22 Official Liquidator v. P.A. Tendolkar (1973) 1 SCC 602 
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6.3 Corporate Responsibility and Ethical AI Use 

Corporate responsibility plays a crucial role in ensuring the ethical use of AI. Beyond legal 

compliance, companies must adopt ethical principles that guide the development and 

deployment of AI systems. These principles should include fairness, transparency, 

accountability and respect for privacy. AI systems must be designed to avoid discriminatory 

outcomes and ensure equitable treatment of all stakeholders. 

The ethical dimension of corporate conduct has been recognized in Needle Industries (India) 

Ltd. v. Needle Industries Newey (India) Holding Ltd.23, where the Supreme Court 

emphasized fairness and good faith in corporate actions. Applying this principle to AI 

governance, companies must ensure that automated systems do not compromise ethical 

standards or stakeholder interests. 

6.4 Policy Recommendations 

To effectively regulate AI in corporate governance, a multi-faceted policy approach is required. 

First, the government should consider enacting dedicated AI legislation that addresses 

accountability, liability and transparency in corporate use of AI. Second, a centralized 

regulatory authority or specialized body may be established to oversee AI compliance and 

monitor technological developments. 

Third, companies should be required to conduct regular impact assessments of AI systems, 

particularly in high-risk areas such as finance, employment and data processing. Fourth, 

capacity-building initiatives, including training programs for directors and regulatory officials, 

should be introduced to enhance understanding of AI-related risks. 

Collaboration between government, industry and academia is essential to develop balanced and 

forward-looking policies. By integrating legal reforms with ethical considerations and 

technological innovation, India can create a robust framework that ensures responsible AI 

governance while promoting sustainable corporate growth. 

7. CONCLUSION 

The integration of Artificial Intelligence into corporate governance marks a significant shift in 

 
23 Needle Industries (India) Ltd. v. Needle Industries Newey (India) Holding Ltd. (1981) 3 SCC 333 
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the way modern corporations function, offering enhanced efficiency, data-driven insights and 

improved decision-making capabilities. However, as this study has demonstrated, the 

increasing reliance on AI also presents complex legal and ethical challenges that existing 

regulatory frameworks in India are not fully equipped to address. While statutes such as the 

Companies Act, 2013 and the Information Technology Act, 2000 provide a foundational basis 

for corporate accountability and data governance, they fall short in addressing issues such as 

algorithmic transparency, liability for AI-driven decisions and ethical concerns in automated 

processes. The analysis highlights that the absence of a clear legal framework governing AI in 

corporate governance creates uncertainty regarding responsibility and accountability. 

Challenges such as the “black box” nature of AI systems, potential algorithmic bias, data 

privacy risks and cybersecurity vulnerabilities further complicate the regulatory landscape. 

Moreover, comparative and judicial perspectives indicate that jurisdictions across the world 

are actively developing structured approaches to regulate AI, emphasizing accountability, 

transparency and human oversight. In this context, it becomes imperative for India to adopt a 

forward-looking and comprehensive regulatory approach that aligns technological innovation 

with legal responsibility. Strengthening existing laws, introducing AI-specific regulations and 

enhancing the role of regulatory bodies are essential steps toward ensuring responsible 

corporate conduct. Additionally, corporations must embrace ethical AI practices and maintain 

human oversight in decision-making processes to uphold principles of fairness and 

accountability. While AI has the potential to revolutionize corporate governance, its benefits 

can only be fully realized within a robust legal and ethical framework. A balanced approach 

that integrates innovation with accountability will be crucial in ensuring sustainable and 

transparent corporate governance in the evolving digital era. 
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