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However, the effectiveness of independent directors has often been questioned,

given the challenges of appointment, independence, accountability, and
conflict of interest. This paper critically examines the role of independent
directors in strengthening corporate governance in India, exploring the
statutory framework under the Companies Act, 2013 and SEBI (LODR)
Regulations, 2015, analyzing landmark cases, evaluating comparative
perspectives from jurisdictions such as the USA and UK, and identifying
challenges and recommendations for reform. The study finds that while
independent directors have played a pivotal role in enhancing governance,
systemic issues continue to dilute their effectiveness. Strengthening
independence, accountability, training, and enforcement mechanisms is

essential for ensuring that independent directors fulfill their intended role.
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1. Introduction

Corporate governance refers to the system by which companies are directed and controlled, balancing the
interests of various stakeholders, including shareholders, employees, customers, creditors, and society at
large. With the rise of corporate scandals such as Satyam (2009) in India, Enron (2001) in the USA, and
Parmalat (2003) in Italy, the importance of independent oversight of management has become paramount.
Independent directors are considered central to this oversight, providing an unbiased and objective

perspective in boardroom deliberations.

In India, the Companies Act, 2013 and SEBI’s Listing Obligations and Disclosure Requirements (LODR),
2015 institutionalized the role of independent directors. However, despite the regulatory framework, the
effectiveness of independent directors in strengthening governance is debated, as practical challenges

persist in ensuring true independence.

This paper explores the evolving role of independent directors in India, the legal framework, their

contribution to corporate governance, challenges, comparative perspectives, and the way forward.
2. Conceptual Background of Independent Directors

Independent directors are board members who are not involved in the day-to-day management of the
company and are free from any pecuniary or personal relationship with the company or its promoters.

2.1 Definition

As per Section 149(6) of the Companies Act, 2013, an independent director is a director other than a

managing director, whole-time director, or nominee director who:
o Possesses integrity and expertise,
o Is not a promoter of the company or its affiliates,
« Has no material pecuniary relationship with the company,
e Isnot related to key managerial personnel, and
e Meets prescribed qualifications.
2.2 Objectives
e Protecting minority shareholders’ interests,
e Bringing objectivity to board decisions,

e Monitoring management accountability,

Animesh Rai Page | 67



@ The Infinite Volume 2 | Issue 9 | September 2025

o Ensuring ethical and transparent practices,
e Acting as a check against fraud and mismanagement.
2.3 Theoretical Underpinning

The role of independent directors is rooted in agency theory, where they act as monitors to resolve conflicts
between managers (agents) and shareholders (principals). They also embody the principles of stakeholder

theory, ensuring broader accountability.

3. Legal Framework Governing Independent Directors in India

3.1 The Companies Act, 2013
o Section 149 mandates appointment of independent directors in certain classes of companies.
o Listed public companies must have at least one-third independent directors.
o Independent directors must serve a term of five years, renewable once.

e A Code for Independent Directors under Schedule 1V outlines their professional conduct, role, and

duties.
3.2 SEBI (LODR) Regulations, 2015
o At least 50% independent directors required if the chairperson is executive.
« Nomination and Remuneration Committees to be chaired by independent directors.
o Audit Committees must have two-thirds independent directors.
« Requirement of woman independent director in top 1000 listed companies.
3.3 Other Guidelines

o SEBI Committee on Corporate Governance (Kumar Mangalam Birla Committee, 2000; Narayana
Murthy Committee, 2003)

o Kotak Committee on Corporate Governance (2017), which strengthened norms for independence
and transparency.

4. Role of Independent Directors in Strengthening Corporate Governance

4.1 Boardroom Oversight

One of the most critical functions of independent directors is providing objective oversight in boardroom

deliberations. Since they are not part of the daily management, they can view company policies and
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decisions with greater neutrality and impartiality. Independent directors help balance the board’s power
dynamics by questioning management decisions, analyzing risks, and ensuring alignment with shareholder

and stakeholder interests.

For instance, in large corporations with strong promoter influence, boards often become compliant bodies
endorsing the promoter’s vision. Independent directors act as a counterweight to executive directors and
promoters, ensuring that the decision-making process remains unbiased. Their role in evaluating mergers,
acquisitions, related-party transactions, and major financial decisions is essential for protecting

shareholder value.

Moreover, in times of crisis, independent directors can provide crucial guidance by challenging
management assumptions and ensuring that companies act prudently. The Satyam Computers scandal
(2009) exposed the dangers of ineffective boardroom oversight, leading to reforms mandating stricter roles
for independent directors in India.

4.2 Protecting Minority Shareholders

Independent directors are often regarded as the guardians of minority shareholders’ rights. In India, many
corporations are family-owned or promoter-driven, where the controlling shareholders may act in ways
that benefit themselves but harm smaller shareholders. This creates a need for independent voices in the

boardroom.

Independent directors are entrusted with preventing oppression of minority shareholders by ensuring fair
treatment in dividend policies, mergers, share buybacks, and related-party transactions. For example,
SEBI regulations require independent directors to approve related-party transactions (RPTs) to prevent

promoters from siphoning company resources into their private ventures.

Additionally, independent directors can provide reassurance to foreign investors and institutional investors
who rely on their oversight to ensure fair corporate practices. Their impartial role increases investor

confidence, thereby boosting the company’s credibility and market valuation.
4.3 Enhancing Transparency and Accountability

Transparency and accountability are central to effective corporate governance. Independent directors
contribute significantly by being integral members of audit committees, nomination and remuneration

committees, and corporate social responsibility (CSR) committees.
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o Audit Committees: Independent directors oversee financial disclosures, audit reports, and internal
controls, ensuring that financial statements represent the company’s true position. They also

interact with statutory auditors to detect irregularities.

« Nomination and Remuneration Committees: They ensure that executive compensation is fair,
performance-linked, and not excessive, thereby preventing misuse of company funds by top

management.

e CSR Committees: Independent directors help align CSR initiatives with genuine social impact
rather than treating them as tokenistic corporate expenses.

These mechanisms promote transparency in disclosures, accountability in financial practices, and ethical

decision-making, which, in turn, enhance shareholder trust.
4.4 Preventing Corporate Scandals

One of the primary expectations from independent directors is their role in preventing corporate frauds,
mismanagement, and unethical practices. They act as watchdogs, monitoring management behavior and

raising red flags when irregularities are detected.

In practice, scandals like IL&FS (2018) and Satyam (2009) revealed gaps in independent directors’
vigilance. In both cases, despite the presence of independent directors, massive governance failures
occurred. These incidents raised questions about whether independent directors have sufficient powers,

information access, and resources to prevent fraud.
Nevertheless, effective independent directors can significantly reduce the risk of mismanagement by:
o Demanding robust internal controls,
e Asking probing questions during board meetings,
« Ensuring strict compliance with statutory requirements, and
e Supporting whistleblower mechanisms.

For example, in the Infosys whistleblower case (2019), independent directors helped investigate concerns
raised by employees, reflecting their role as defenders of transparency.
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4.5 Strategic Guidance

Independent directors are not only watchdogs but also strategic advisors. Many independent directors are
experienced professionals, retired bureaucrats, judges, or business leaders who bring valuable expertise,

diverse perspectives, and global best practices to the board.

Their contribution goes beyond compliance to shaping the company’s long-term vision. They can guide

companies on:
« Expansion strategies, mergers, and acquisitions,
« Risk management frameworks,
o Adapting to new technologies,
« Strengthening environmental, social, and governance (ESG) commitments, and
« Aligning with global sustainability standards.

For instance, global corporations benefit from independent directors with international exposure, who can
provide insights into cross-border compliance and risk assessment. In India, as companies increasingly

globalize, the strategic input of independent directors becomes crucial for ensuring competitiveness.

Thus, independent directors play a dual role: as monitors of management conduct and as strategic

contributors to corporate growth and ethical sustainability.
5. Challenges in the Effectiveness of Independent Directors

Despite comprehensive legal provisions under the Companies Act, 2013 and SEBI (LODR) Regulations,
2015, independent directors in India continue to face several practical challenges that hinder their
effectiveness. These challenges affect their ability to provide genuine oversight, protect minority

shareholders, and ensure accountability.
5.1 Lack of Real Independence

One of the most debated issues is the question of independence itself. While the law prescribes strict
criteria for independence, in practice, many independent directors are appointed because of personal or
professional connections with promoters or senior management. This creates a conflict of interest, as they

may hesitate to challenge decisions that go against shareholders’ or stakeholders’ interests.

In promoter-driven companies, which dominate the Indian corporate sector, the board often reflects the
promoters’ will. Independent directors, in such cases, may not exercise true independence but instead act

as endorsements for promoter decisions. The Satyam scandal (2009) highlighted how independent
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directors, despite being experienced professionals, failed to exercise independence due to their close ties

with management.
5.2 Information Asymmetry

Independent directors usually do not have access to the same level of information as executive directors
or promoters. They rely heavily on information supplied by the company’s management, which may be

selective, delayed, or biased.

This information gap prevents independent directors from making informed decisions or asking the right
questions in board meetings. For example, in the IL&FS crisis (2018), it was revealed that independent
directors were unaware of the full extent of the company’s debt exposure, which ultimately led to a

massive financial collapse affecting the entire financial system.

Without timely and comprehensive information, independent directors become dependent on the

management they are supposed to monitor, thereby weakening their oversight role.
5.3 Liability Concerns

The Companies Act, 2013 and various SEBI regulations impose liability on independent directors for

lapses in corporate governance, even when they are not directly involved in day-to-day operations.

Although Section 149(12) of the Companies Act limits their liability to cases where acts occurred with
their knowledge or consent, the fear of criminal prosecution or regulatory action discourages many

competent professionals from accepting such roles.

For instance, after the IL&FS crisis, independent directors of several group companies were investigated
by regulatory authorities, despite their limited involvement. Such instances create a chilling effect, making

independent directorships less attractive.
5.4 Shortage of Qualified Professionals

The role of independent directors requires expertise in law, finance, corporate strategy, risk management,
and governance. However, India has a limited pool of professionals with such diverse skills who are also

willing to serve as independent directors given the liability concerns.

The Ministry of Corporate Affairs (MCA) has created a databank of independent directors, but the
demand-supply gap persists. As a result, the same individuals often serve as independent directors across

multiple boards, raising concerns of overboarding and reduced effectiveness.

Animesh Rai Page | 72



@ The Infinite Volume 2 | Issue 9 | September 2025

5.5 Tokenism and Symbolism

In many cases, independent directors are appointed merely to comply with legal requirements rather than
to genuinely improve governance. They end up playing a symbolic role rather than actively engaging in

board functions.

This tokenistic presence is particularly evident in family-owned businesses where the promoters retain
significant control. Independent directors may attend meetings and sign off on decisions without critically

evaluating them, effectively becoming rubber stamps.

Such practices undermine the very purpose of appointing independent directors, which is to provide
objective oversight and strengthen accountability.

5.6 Low Remuneration vs. High Risk

Independent directors often receive modest remuneration compared to the risks and responsibilities they
shoulder. While executive directors and top management enjoy substantial salaries, independent directors

are usually paid sitting fees, commission, or limited profit-based compensation.

This imbalance between reward and risk makes the role unattractive, especially when weighed against the
possibility of reputational damage, regulatory investigations, and personal liability. For many
professionals, the cost-benefit analysis does not favor taking up such positions, leading to a shortage of

capable candidates.
5.7 Resignations

In recent years, India has witnessed a surge in independent directors resigning from boards, often citing
reasons such as lack of access to information, inability to contribute effectively, or differences with

promoters.

For example, after the IL&FS crisis, several independent directors across group companies resigned,
stating that they were unaware of the true financial state of affairs. Similarly, in listed companies like Tata
Sons during the Cyrus Mistry episode (2016), independent directors faced immense pressure, leading to

high-profile exits.

These resignations raise critical concerns about the effectiveness of the appointment process, the quality
of board discussions, and the real ability of independent directors to influence corporate governance.While
independent directors are envisioned as guardians of corporate governance, these challenges significantly
limit their effectiveness. Lack of real independence, information asymmetry, liability fears, shortage of

talent, tokenism, poor remuneration, and increasing resignations highlight the gap between law and
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practice. Unless these systemic issues are addressed, independent directors may continue to struggle in

fulfilling their role as effective monitors and advisors in Indian corporate governance.
6. Case Studies in India

6.1 Satyam Scandal (2009)

Independent directors failed to detect financial fraud despite red flags. This led to a reevaluation of their

role in Indian corporate governance.
6.2 IL&FS Crisis (2018)

Despite several independent directors, the company collapsed due to mismanagement and debt defaults,

questioning their effectiveness.
6.3 Infosys Whistleblower Case (2019)

Independent directors played a role in investigating whistleblower allegations, highlighting their
importance in protecting transparency.

7. Comparative Perspectives
United States

o Sarbanes-Oxley Act (2002) requires independent directors on audit committees.

« Greater emphasis on board independence, whistleblower protection, and executive accountability.
United Kingdom

e UK Corporate Governance Code emphasizes a balance between executive and non-executive
directors.

e “Comply or explain” principle allows flexibility but ensures accountability.
India vs. Global Practices

India has adopted stringent norms but struggles with enforcement, while developed markets emphasize
both independence and board culture.

8. Suggestions and Way Forward

1. Strengthening Appointment Process: Transparent and independent nomination procedures,

possibly through a regulator-managed pool.
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Capacity Building: Training and certification programs for independent directors to enhance

expertise.
3. Enhanced Remuneration: To attract competent professionals and balance liability exposure.

4. Stronger Whistleblower Mechanisms: Independent directors should have greater access to

whistleblower reports.

5. Reduced Promoter Influence: Independent panels should oversee appointments rather than

promoter-driven boards.
6. Periodic Evaluation: Performance evaluation of independent directors by third parties.

7. Liability Protection: Clearer delineation of liability to encourage participation.
9. Conclusion

Independent directors occupy a central position in the corporate governance architecture of India. They
are entrusted with the responsibility of ensuring accountability, enhancing transparency, and upholding
ethical standards within companies. Their statutory inclusion under the Companies Act, 2013 and
regulatory strengthening through SEBI (LODR) Regulations, 2015 represent a progressive step in aligning
Indian corporate governance with global norms. Independent directors are not merely board members;
they embody the voice of neutrality, representing the interests of minority shareholders and acting as
guardians against managerial excesses.However, despite this regulatory progress, the practical
effectiveness of independent directors remains mixed. Several corporate scandals, such as Satyam (2009)
and IL&FS (2018), exposed the limitations of independent directors in preventing fraud and
mismanagement. The challenges are both structural and functional—ranging from lack of real
independence, information asymmetry, and liability fears to tokenism, promoter dominance, and poor
remuneration. These systemic weaknesses dilute the very purpose of independent directors and reduce

their capacity to function as vigilant monitors of corporate behavior.

To overcome these barriers, India must focus on strengthening the appointment process by reducing
promoter influence and ensuring that independent directors are chosen based on merit, expertise, and
integrity. The establishment of the Independent Directors’ Databank is a positive step, but its utilization
must be transparent and mandatory to reduce favoritism. Alongside this, training and capacity-building
programs are essential to equip independent directors with updated knowledge of evolving laws, financial
practices, risk management, and global governance trends. A certified training framework could help

bridge the gap between legal expectations and practical competence.Equally important is the need to
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enhance accountability without overburdening liability. Clearer delineation of independent directors’
duties and protections against excessive prosecution can create a more balanced environment. This would
encourage competent professionals from law, finance, academia, and industry to take up such positions.
At the same time, performance evaluation mechanisms should be institutionalized to ensure that

independent directors actively contribute to board deliberations rather than remain symbolic figures.

The issue of promoter dominance requires urgent reform in India’s corporate landscape, which is heavily
promoter-driven. True independence can only be achieved if promoters refrain from influencing the
appointment, continuation, or removal of independent directors. One possible solution is to allow minority
shareholders greater say in the selection process, ensuring that independent directors genuinely represent
broader shareholder interests.On a global scale, corporate governance is rapidly evolving, with increasing
emphasis on Environmental, Social, and Governance (ESG) compliance, stakeholder protection, and
sustainable growth. Independent directors in India must adapt to these changing dynamics by not only
safeguarding financial integrity but also ensuring that companies pursue socially responsible and
environmentally sustainable practices. Comparative experiences from the USA, UK, and OECD
guidelines highlight the importance of a culture of board independence, strong whistleblower mechanisms,
and continuous engagement with stakeholders. India must draw from these best practices to refine its

governance framework further.

In conclusion, independent directors in India have emerged as crucial pillars of corporate governance, but
their role remains constrained by structural challenges. To restore investor confidence, attract global
investment, and align with international standards, India must strengthen independence, improve training,
enhance accountability, and reduce promoter influence. Independent directors must evolve from being
passive observers to active guardians and strategic advisors, balancing oversight with vision. Only then
can India achieve the dual goals of robust corporate governance and sustainable corporate growth in an

increasingly globalized economy.
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