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INDEPENDENT DIRECTORS UNDER INDIAN COMPANY LAW:
MERE PUPPETS OR LEGAL GATEKEEPERS?

Shivansh Agarwal', Supriya Mishra® & Ayushi’
ABSTRACT

Independent Directors occupy a paradoxical position in Indian corporate governance.
Conceived under the Companies Act, 2013 as watchdogs meant to safeguard transparency,
accountability, and minority shareholder interests, their effectiveness remains a subject of
intense debate. On one hand, independent directors are legally mandated to ensure ethical
governance, check managerial excesses, and act as impartial arbiters in board decisions. They
are positioned as “legal gatekeepers” who can prevent corporate frauds, protect stakeholder
confidence, and reinforce investor trust. On the other hand, their appointment process,
dependence on promoter-driven boards, and limited practical autonomy often reduce them to

“mere puppets” in the larger corporate machinery.

This paper critically examines whether independent directors in India are empowered actors
or symbolic figures. The analysis draws on comparative perspectives from global governance

regimes to contextualize the Indian framework.

Ultimately, the paper argues that the independent director’s effectiveness depends on
balancing regulatory structure with ethical willpower. Legal safeguards can only go so far
unless accompanied by genuine independence of thought and action. Independent directors
must transcend the perception of ornamental compliance and embrace their role as active
custodians of corporate integrity. For Indian corporate governance to mature, the choice is
clear: independent directors must evolve from being passive board members to becoming

credible gatekeepers of accountability.

Keywords: Independent Directors, Companies Act 2013, Corporate Governance, SEBI
Regulations, Board Autonomy, Minority Shareholders, Legal Gatekeepers, Corporate
Accountability.
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INTRODUCTION

The landscape of corporate governance in India has undergone significant transformation
over the last few decades, particularly with the enactment of the Companies Act, 2013 and
subsequent SEBI (LODR) Regulations. At the heart of this shift lies the role of the
Independent Director (ID), a figure expected to bring neutrality, objectivity, and fairness into
boardrooms that are often dominated by promoters and management interests. Legislators and
regulators envisioned independent directors as “gatekeepers of corporate accountability,”
ensuring that companies not only pursue profits but also uphold ethical, transparent, and

socially responsible practices.

However, the effectiveness of independent directors has increasingly come under scrutiny.
Scandals such as the Satyam Computer Services fraud exposed the vulnerability of corporate
boards and the often-passive role of independent directors in preventing mismanagement.
Critics argue that despite their statutory mandate, independent directors frequently operate
under structural constraints they are nominated and often influenced by the same boards they
are supposed to monitor, creating an inherent conflict betweenindependence in theory and
dependence in practice. This has led to a growing perception of independent directors as

“mere puppets” serving the interests of promoters rather than the larger body of stakeholders.

At the same time, several instances demonstrate the potential of independent directors to
function as true gatekeeperschallenging board decisions, upholding shareholder rights, and
enhancing market trust. The question, therefore, is not whether independent directors’ matter,
but whether the Indian corporate framework provides them with sufficient autonomy,

authority, and protection to discharge their responsibilities effectively.

This paper attempts to explore this tension between statutory ideals and practical realities. By
examining legislative provisions, regulatory guidelines, judicial precedents, and real-world
experiences, it seeks to critically evaluate whether independent directors in India are

symbolic figures of compliance or genuine custodians of corporate governance.
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CHAPTER 1. EXTENT OF EMPOWERMENT OF INDEPENDENT DIRECTORS
UNDER THE INDIAN LEGAL AND REGULATORY FRAMEWORK

1.1 Overview of the Legal Architecture Governing Independent Directors in India

The institution of independent directors (IDs) in Indian corporate governance emerged as a
response to recurring corporate scandals, promoter dominance, and the need to protect
minority shareholder interests. By design, independent directors are meant to act as neutral,
impartial voices within the boardroom who bring objectivity, accountability, and transparency
to decision-making. The Companies Act, 2013", coupled with SEBI’s Listing Obligations and
Disclosure Requirements (LODR) Regulations’, seeks to vest in them significant
responsibilities, particularly in safeguarding sharcholder interests, enhancing board

independence, and monitoring management.

However, while the statutory framework aspires to create IDs as “guardians of corporate
governance,” practical realities often undermine this goal. This necessitates an evaluation of
whether the legal framework genuinely empowers independent directors, or whether they

remain, in practice, more symbolic than substantive.
1.2 Statutory Powers and Responsibilities under the Companies Act, 2013

The Companies Act, 2013 brought independent directors into the spotlight by formally
defining their qualifications and independence criteria under Section 149(6). IDs must not
have material pecuniary relationships with the company or its promoters, ensuring a degree of
impartiality. Furthermore, listed entities are required to have at least one-third of their board
comprised of independent directors, with some sectors (such as those without a non-executive

chairperson) requiring a 50% threshold.

The law also provides substantive roles. Under Schedule IV®, independent directors are
tasked with balancing conflicting stakeholder interests, safeguarding minority shareholders,
and ensuring integrity in corporate practices. Importantly, Section 177 of the Companies Act

mandates that audit committees central to financial oversightmust consist predominantly of

‘Companies Act, 2013, §149(4)
’SEBI (Listing Obligations and Disclosure Requirements) Regulations, 2015, Regulations 16-26.
6 Companies Act, 2013, Schedule IV — Code for Independent Directors.
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independent directors, thereby granting them a gatekeeping role over accounts, audits, and

compliance.

Complementing this, the SEBI (LODR) Regulations, 2015 impose strict disclosure norms,
tenure rules, and procedures for appointment and resignation of IDs. These collectively
reflect the intention of lawmakers to ensure that independent directors act not as ceremonial

figures, but as a first line of defence against mismanagement.
1.3 Role of Board Committees in Strengthening Oversight Functions

Indian courts and tribunals have played a critical role in clarifying the scope of independent
directors’ liability and accountability. In Chandan Kumar v. State of Bihar (2014)’, the
court held that independent directors cannot be held liable for day-to-day management unless
direct involvement is proven. This judgment was significant, as it reassured IDs that their role
is primarily supervisory, and they would not automatically be scapegoated for every

managerial fault.

At the same time, courts have emphasized due diligence obligations. In Poonam Garg v.
SEBI (2016)%, the Securities Appellate Tribunal (SAT) held that independent directors on
audit committees could not shirk responsibility by claiming ignorance they are required to

exercise reasonable care and vigilance.

Real-world corporate frauds also influenced legal reform. The Satyam scandal (2009)°, where
massive financial manipulation went undetected despite the presence of IDs, exposed glaring
weaknesses in their monitoring role. Similarly, the IL&FS crisis (2018)' revealed how
independent directors failed to flag systemic risks, leading to tightened disclosure obligations
by SEBI. These cases illustrate that while IDs are envisioned as guardians, lapses in diligence

or excessive dependence on management information often reduce their effectiveness.
1.4 Safeguards Ensuring Independence and Protection from Liability

Despite statutory empowerment, independent directors face structural challenges that hinder

their autonomy. First, their appointment process remains problematic, as IDs are often

"Chandan Kumar v. State of Bihar, 2014 SCC OnLine Pat 2025

¥Poonam Garg v. SEBI, Appeal No. 201 of 2016, SAT (India).

’Satyam Computer Services Ltd. Corporate Fraud Case (2009)

%Union of India v. Infrastructure Leasing & Financial Services Ltd., NCLT, Mumbai Bench, 2018.
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nominated by the very promoters or boards they are meant to supervise. This compromises

true independence and creates subtle pressures of allegiance.

Second, information asymmetry severely restricts IDs’ ability to exercise oversight. Directors
must rely on financial and operational data provided by management, which may be curated
or incomplete. Without access to independent information channels, their role as watchdogs

becomes limited.

Third, liability concerns further weaken IDs’ confidence. Following high-profile frauds like
the Nirav ModiPNB scam, many independent directors resigned masse across companies,
fearing reputational damage and legal consequences even in cases where they had no active

involvement.

Fourth, corporate culture often reduces IDs to a compliance formality. In many boards, their
presence is seen as a tick-box exercise rather than a genuine governance mechanism. Low
remuneration and lack of tenure security further discourage IDs from challenging dominant

management practices.

Thus, although the legal framework grants significant powers on paper, these practical
realities often strip away the effectiveness of independent directors as autonomous guardians

of governance.
1.5 Evaluation of Practical Autonomy versus Statutory Empowerment

Several corporate disputes provide insight into the mixed effectiveness of IDs in India. In the
Infosys Board Crisis (2017)"', independent directors played a mediating role between
management and the founders, helping restore investor confidencean example of IDs
exercising their gatekeeping potential. Similarly, in the TataMistry dispute (2016)',
independent directors of Tata Chemicals supported Cyrus Mistry against the Tata Group,

showing that IDs can challenge promoterdriven decisions when backed by law and principle.

Conversely, the IL&FS default demonstrated the limits of IDs’ autonomy, as large-scale
financial irregularities went unnoticed, leading to public and regulatory backlash. These

contrasting case studies highlight that while IDs can act as true guardians in some instances,

"Infosys Ltd. Board Dispute, 2017; see “Infosys crisis: Board under pressure from founders,” The Hindu
Business Line, Aug 2017.
12 Tata—Mistry Row: Independent Directors of Tata Chemicals Back Mistry,” The Economic Times, Nov 2016.
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their performance is inconsistent and often dependent on corporate context rather than legal

empowerment alone.
1.6 Assessment: Are Independent Directors True Guardians of Corporate Governance?

The Indian legal framework clearly seeks to empower independent directors as guardians of
corporate governance. The Companies Act and SEBI regulations provide statutory authority,
judicial pronouncements balance liability with accountability, and institutional reforms such

as the Kotak Committee (201 7)13 have attempted to refine their role.

Yet, in practice, IDs often remain constrained by appointment mechanisms, reliance on
management, fear of liability, and tokenistic treatment within boards. This creates a paradox:

while they are guardians in theory, they risk becoming puppets in practice.

For independent directors to realize their full potential, reforms must go beyond legal
mandates. Institutional changes such as independent nomination committees, greater access
to information, structured director training, and stronger whistle blower protections are
necessary. Only with such reforms, combined with a culture of transparency, can independent

directors truly act as the credible custodians of corporate governance in India.

CHAPTER 2 : STRUCTURAL AND PRACTICAL CHALLENGES UNDERMINING
THE AUTONOMY OF INDEPENDENT DIRECTORS

IDs were introduced into the Indian corporate governance landscape as neutral watchdogs to
safeguard minority interests and ensure that decision-making within companies is transparent
and accountable. However, despite the statutory architecture created under the Companies
Act, 2013 and SEBI (LODR) Regulations, their autonomy remains significantly
compromised'®. This chapter critically analyses the structural, institutional, and practical
impediments preventing independent directors from acting as genuine guardians of corporate
governance and ultimately turning them into perceived "mere puppets" in the power

hierarchy of the company.

" Report of the Kotak Committee on Corporate Governance, SEBI (2017), Chapter IV.
"SEBI (Listing Obligations and Disclosure Requirements) Regulations, 2015, Reg. 17
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2.1 Board Composition and Promoter Dominance
2.1.1 Concentrated Ownership Structures

A related structural constraint stems from the characteristic Indian promoter-driven corporate
model. Unlike jurisdictions with diffuse shareholding, many Indian companies adopt a tightly
held structure in which promoters retain substantial voting power and board control. The
effect of this concentration in ownership is that promoters are often able to dominate board
decisions, leaving limited room for independent directors to question or scrutinize

1S
management actions .

In practice, IDs find themselves isolated in a boardroom dominated by individuals loyal to
the promoter family or controlling shareholders, weakening the role envisioned for them as

independent evaluators of corporate decisions. '
2.1.2 Ineffectiveness of Prescribed Board Mix

Although the law requires a certain proportion of IDs, the number does not often equate to
real independence. The promoters-nominated directors and long-serving board members lead
to an atmosphere where there is implicit discouragement of dissent by IDs. The inner culture
of the board tends to favour consensus over critical scrutiny, which leads to IDs' adherence to

the majority decisions rather than providing genuine oversight.'’
2.2 Appointment, Removal and Tenure Vulnerabilities

The process of appointment itself undermines independence. As the current system stands,
IDs are formally appointed by shareholders, but the actual nomination emanates from the
promoter or management.This establishes a relationship of gratitude that can psychologically
prevent IDs from assuming an adversary role. Candidates who do not align with the
expectations of the promoters rarely get nominated, which results in a group of directors who

are “independent” in name but not in practice.'®

Ministry of Corporate Affairs, Narayana Murthy Committee Report on Corporate Governance (2003)
"®Umakanth Varottil, Evolution and Effectiveness of Independent Directors in India, 23 NLSIR 18 (2012)
'"Som Committee Report on Corporate Governance (2002)

"®Jayati Sarkar & Subrata Sarkar, Corporate Governance in India (2012)
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Independent directors are further constrained by the vulnerability associated with
reappointment. A director seeking a second term may not speak out against the promoters for
fear of thwarting their interests. In addition, IDs can be removed through ordinary resolution
after providing an opportunity to be heard, whichthough procedurally fairremains open to
abuse by dominant shareholders. This structural insecurity acts as a chilling factor on their

autonomy and decision-making independence.

Although the Companies Act provides for defined tenure limits, the relatively short duration
limits continuity in oversight. IDs often spend their first year understanding the internal
dynamics and detailed operations of the company, leaving insufficient time to make

substantive governance interventions.
2.3 Information Asymmetry and Inadequate Access to Data

One of the most critical practical challenges is the information gap between IDs and
executive management. Quite often, IDs are working exclusively with the presentations and
summaries prepared by management. Material facts can be diluted or withheld, while IDs
have limited means to independently verify information except in cases where they actually

demand documentsa thing that is rarely done for fear of being perceived as confrontational.

More often than not, board packs are provided just prior to the actual meeting, which makes
meaningful consideration of content by IDs quite limited. High-volume documentation at a
time when timelines are particularly tight creates a "rubber-stamp" culture wherein decisions

are pushed through rapidly and IDs cannot realistically exercise proper diligence.

Unlike foreign jurisdictions, Indian IDs do not have independent staff, research support, or
advisory resources funded by the company but structurally insulated from management
influence. They consequently conduct their business with limited analytical capacity,

weakening their oversight function."”
2.4 Social, Psychological, and Cultural Barriers within Boards

Even when IDs have the legal power, informal social pressures shape their actions. Heavily
embedded cultural norms of deference to promoters or senior leadership inhibit constructive

conflict.IDs who raise questions that make people uncomfortable will be labelled as

UK Corporate Governance Code (2020)
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"obstructionist" or "not aligned with company vision," which keeps others from asserting

independence.

The corporate boards in India essentially focus on consensus and harmony. Dissent or
rigorous questioning is viewed in a negative light, damaging relationships rather than
contributing to better governance. This cultural disposition turns IDs into passive players

rather than active watchdogs.

Many IDs result from overlapping professional and social networks, friendships, reciprocal
appointments, and informal relationships that constitute a normative context for IDs not to
engage in behaviour that could jeopardize long-standing associations>’. This subtle conflict of
interest considerably reduces the possibility of strong oversight or any real confrontation with

management.
2.5 Legal Ambiguities and Overlapping Responsibilities

While the Companies Act and SEBI regulations prescribe duties such as acting
independently, ensuring integrity of financial controls, and protecting stakeholder interests,
many obligations are worded broadly. This vagueness creates uncertainty about the practical
scope of an ID’s responsibility, which in turn may lead to passive behaviour as a risk-

avoidance strategy.

Independent directors also bear potential civil and criminal liability for board decisions
without having access to operational controls. The threat of liability, especially after high-
profile corporate scandals, fosters a more conservative and risk-averse role for IDs*'. Their
independence is further undermined by an imbalance between responsibility and actual

authority.

ID has to follow various regulations: Companies Act, SEBI LODR, insider trading norms,
audit committee requirementshence, heavy compliance load without institutional guidance.
The fear of inadvertent non-compliance makes boards focus more on procedural formality

than meaningful governance oversight.**

**Narayana Murthy Committee Report
*'SEBI Circular on Liability of Independent Directors (2020)
’Satyam Computer Services Ltd. Fraud Case (2010)
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2.6 Practical Challenges: Time Commitment and Over boarding

Many IDs serve on several companies, thereby strengthening their professional portfolios.
Over boarding dilutes an ID's time to devote reasonable hours to each organization. They
therefore tend to depend substantially on briefings by management and lessen the depth of
their scrutiny. Some IDs may not have the domain knowledge to comprehend the financial
statements, technological risks, or regulatory complexities of the business. This knowledge

gap leads to superficial scrutiny and over-reliance on management's interpretation of events.
2.7 Consequences:

The Perception of Independent Directors as “Mere Puppets” , due to structural weaknesses
such as appointment dependence, information asymmetry, and promoter dominance, IDs
often play a legitimacy tool role for Corporate Governance compliance rather than active

participants in oversight.

When corporate failures occur, the public and regulators consistently view IDs as either idle
or complicit, reinforcing the perception that they do not challenge management but rather act

as passive “rubber stamps” or “puppets.”

These limitations lead to a weakening of the governance ecosystem. Rather than acting as
gatekeepers, IDs often end up endorsing decisions with limited scrutiny, which is
undermining the goals of transparency and accountability. **Conclusion From promoter
dominance to information asymmetry, from cultural pressures to legal ambiguities, a number
of structural and practical challenges limit the autonomy of independent directors
significantly. These constraints create an environment where IDs operate with diminished
independence on frequent occasions, thus fuelling the perception that they are merely

symbolic participants rather than genuine guardians of corporate governance.

»SEBI, Guidance Note on Board Committees (2018)
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CHAPTER 3 :REFORMING INDIA’S CORPORATE GOVERNANCE
FRAMEWORK TO STRENGTHEN INDEPENDENT DIRECTORS AS CREDIBLE
LEGAL GATEKEEPERS

3.1 Introduction

Independent Directors (IDs) were introduced in India under the Companies Act and SEBI
Listing Regulations to safeguard minority shareholders, ensure transparency, and act as
impartial overseers of corporate management. They are expected to monitor board decisions,
prevent conflicts of interest, and promote good corporate governance. However, in practice,
their role has often become symbolic, serving primarily to satisfy regulatory requirements
rather than actively safeguarding shareholder and public interests. Many IDs are handpicked
by promoters or major shareholders, lack real access to information, and hesitate to challenge

management due to fear of retaliation or inadequate incentives.

Judicial pronouncements and corporate scandals, such as the Satyam Computers Case
(2009), have highlighted the dangers of passive or ineffective independent directors. Courts
have emphasised that IDs cannot escape liability if negligent, as seen in Chaitanya Kumar
v. SEBI (2012)* and Poonam Garg v. SEBI (2017)”’. To make IDs credible legal
gatekeepers, India needs reforms in appointment, operational independence, remuneration

and incentives, accountability, legal duties, regulatory oversight, and capacity building.
3.2 Reforming the Appointment Process for Genuine Independence

The appointment process is central to establishing genuine independence. Currently,
promoters exercise disproportionate influence over director selection, leading to conflicts of
interest. Reforms should include transparent nomination committees with external
participation, regulatorverified fitandproper criteria to prevent conflicts, and cooling-off

periods for former executives, auditors, or consultants.

Imposing a statutory limit on the number of boards an individual may serve ensures sufficient

attention to each company. In Union of India v. Reliance Industries Ltd. (2018)%%, the

*(Chaitanya Kumar v. SEBL 2012 SCC OnLine SAT 46.
» Poonam Garg v. SEBI, Appeal No. 201 of 2016, SAT (India).
*Union of India v. Reliance Industries Ltd., 2018 SCC OnLine Del 11106.

11
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Court stressed the need for transparency and impartiality in appointments, highlighting the

risk of undue promoter influence over supposedly independent directors.
3.3 Enhancing Operational Independence

Beyond appointment, IDs must enjoy operational independence to function effectively.
Formal independence is meaningless if directors lack control over decision-making or access
to crucial information. Mandatory requirements should include the chairing of key
committees(audit, remuneration, nomination) by IDs, direct access to company records, and
theright to hire independent advisors at the company’s expense. In SEBI v. Gaurav
Varshney (2016)”’, the Supreme Court emphasised the central role of boards in overseeing
management actions, which presupposes meaningful access to information and authority for

independent directors. Another critical reform area is remuneration and incentives.
3.4 Reforming Remuneration and Incentives

Token sitting fees or symbolic compensation discourage active engagement, whereas
excessive equitylinked pay may compromise independence by aligning IDs with management
or promoters. A balanced structurefixed fees supplemented with governance-linked
incentives would motivate independent oversight without undermining objectivity.
Mandatory Directors & Officers (D&O) insurance can protect against personal liability, but,
as noted in National Insurance Co. Ltd. v. Glaxo India Ltd. (1996), it must not dilute the
directors’ duty of diligence and good faith. Accountability and transparency are essential for

credible governance.
3.5 Strengthening Accountability and Removal Safeguards

Independent directors should undergo annual evaluations on measurable criteria, including
meeting attendance, participation in board discussions, and contribution to committee
deliberations. The introduction of a Dissent Register would allow IDs to formally record
objections to board decisions, protecting them from reprisals. Protection against arbitrary
removal is crucial, as illustrated in Cyrus Investments v. Tata Sons Ltd. (2017)*%, which
highlighted how promoter influence can threaten director independence if safeguards are not

in place.

*’SEBI v. Gaurav Varshney, (2016) 14 SCC 430.
%Cyrus Investments Pvt. Ltd. v. Tata Sons Ltd., (2017) SCC OnLine NCLAT 261.

12
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3.6 Clarifying Legal Duties, Liability, and Safe Harbour Rules

Clarifying legal duties and liabilities is equally important. IDs are often caught between
excessive liability and total immunity. Courts, such as in Official Liquidator v. P.A.
Tendolkar (1973)29 , have established that directors must exercise due diligence and cannot
claim ignorance when red flags are apparent. Safe-harbour provisions are necessary to protect
directors who act in good faith and record their concerns, while strict liability should apply in
cases of collusion, fraud, or deliberate negligence, as demonstrated in Poonam Garg v.

SEBI (2017).
3.7 Strengthening Regulatory Oversight

Strong regulatory oversight is critical to enforce these reforms. SEBI and the Ministry of
Corporate Affairs must proactively monitor the functioning of independent directors, with
powers to disqualify, suspend, or penalise negligent individuals. Publishing enforcement
actions publicly, as in the PNBNirav Modi Scam, serves as a deterrent to complacency.
Enhanced whistle blower mechanisms can allow employees to alert IDs about corporate
misconduct, further strengthening their role as legal gatekeepers. Finally, capacity building

and boardroom culture are indispensable.
3.8 Capacity Building and Enhancing Boardroom Culture

Many IDs lack sufficient expertise in legal compliance, corporate finance, risk management,
or forensic auditing. Mandatory induction programmes, annual refresher courses, and
regulatorapproved certifications would professionalise the role. Simultaneously, boards must
foster a culture that encourages open discussion, debate, and questioning without penalising

dissent, ensuring that independence is respected in practice, not just on paper.

Independent directors can only serve as credible legal gatekeepers when reforms holistically
address appointment, operational independence, remuneration, accountability, legal duties,
regulatory oversight, and boardroom culture. Judicial guidance from cases such as
Tendolkar (1973), Satyam (2009), and Poonam Garg (2017)underscores the importance of
due diligence, transparency, and accountability. Safeharbour provisions and protection from

arbitrary removal are essential to enable directors to act fearlessly, while negligence or

¥ 0Official Liquidator v. P.A. Tendolkar, (1973) 1 SCC 602.
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collusion must attract strict liability. By combining legislative reform, regulatory vigilance,
and cultural change, India can transform independent directors from symbolic figures into

genuine guardians of corporate governance.

CONCLUSION

The institution of independent directors was envisaged as a cornerstone of corporate
governance in Indiadesigned to safeguard minority interests, enhance transparency, and hold
management accountable. Yet, as corporate scandals like Satyam, IL&FS, and PNB have
shown, structural flaws and practical hurdles often reduce independent directors to passive
observers rather than proactive gatekeepers. The gap between their statutory responsibilities

under the Companies Act, 2013 and their actual capacity to act remains stark.

Reforms must therefore move beyond symbolic compliance to ensure real independence.
Strengthening the appointment and removal process, mandating capacitybuilding and
training, granting unfettered access to information, clarifying the liability framework, and
empowering IDs at the committee level are critical steps. Equally important are regulatory
vigilance and marketdriven incentives, which together create an environment where
independent directors are motivated to exercise autonomy and fulfil their fiduciary

obligations without fear or bias.

Ultimately, the credibility of India’s corporate governance framework depends on whether
independent directors are enabled to function as true legal gatekeepers. A reformed system
that provides them with genuine autonomy, adequate resources, and balanced accountability
will not only prevent the recurrence of governance failures but also strengthen investor
confidence, improve India’s standing in global markets, and align corporate conduct with the

broader goals of fairness, transparency, and sustainable growth.

RECOMMENDATIONS

Independent directors (IDs) play a pivotal role in corporate governance, but their
effectiveness in India has often been limited by promoter influence, lack of independence,
and weak accountability. The first step to enhancing their role is to ensure transparent and
merit-based appointments. Currently, promoters have excessive control over director

selection, which compromises independence. Appointment reforms should include

14
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independent nomination committees, SEBIregulated fit-and-proper criteria, and cooling-off
periods for former employees or auditors. Limiting the number of directorships ensures that
IDs can devote sufficient time and attention to each company. Shareholder participation in

appointment decisions can also strengthen transparency and legitimacy.

Once appointed, IDs must have operational independence to actively monitor and influence
board decisions. This requires structural reforms such as the separation of CEO and
Chairperson roles or the appointment of a Lead Independent Director with authority over
board agendas. IDs should chair key committees like audit, remuneration, and nomination to
prevent promoter dominance. Statutory rights to access information, including financial
statements, internal audits, and contracts, as well as the ability to hire independent advisors at
the company’s expense, are essential for informed oversight. Judicial observations, such as in
SEBI v. Gaurav Varshney (2016), underline that meaningful access to information is critical

for independent directors to discharge their duties effectively.

A balanced system of remuneration and incentives is equally important to encourage
active participation without compromising independence. Token sitting fees are insufficient
to motivate diligence, whereas excessive equitylinked compensation can align directors too
closely with management. A combination of fixed fees and governancelinked incentives,
along with mandatory Directors & Officers (D&O) insurance, ensures protection against
personal liability while maintaining accountability. Courts, as in National Insurance Co. Ltd.
v. Glaxo India Ltd. (1996), have emphasised that insurance should not dilute directors’

responsibility for oversight.

Strengthening accountability and transparency is vital to ensure that IDs act effectively.
Regular performance evaluations, assessment of attendance and contributions, and tools like
a Dissent Register to record objections in board minutes can enhance accountability.
Safeguards against arbitrary removal by promoters, as highlighted in Cyrus Investments v.
Tata Sons Ltd. (2017), protect independent directors from undue influence and promote
objective decision-making. Clear legal duties and liabilities should be codified, defining IDs’
role as exercising due diligence and acting in good faith. Safe-harbour provisions can protect
conscientious directors, while strict liability should apply in cases of collusion or deliberate

negligence, as seen in Poonam Garg v. SEBI (2017).

15



ISSN: 3049-3560 (O) International Journal for Corporate and Competition Law Vol. 1 Issue 4 (Sep-Nov)
1JCCL

Regulatory oversight must also be strengthened. SEBI and the Ministry of Corporate Affairs
should have proactive monitoring powers to sanction negligent IDs and publish enforcement
actions to create deterrence. Robust whistle blower mechanisms can enable employees to

alert independent directors about misconduct, thereby strengthening their gatekeeping role.

Finally, capacity building and boardroom culture are essential to ensure effectiveness.
Mandatory induction and refresher training in corporate law, finance, compliance, and risk
management would professionalise directors’ contributions. Boards must foster an
environment that encourages questioning, debate, and constructive dissent without fear of
reprisal. Institutional investors and proxy advisory firms should also evaluate and monitor

IDs’ performance, creating additional market-driven incentives for diligence.

In summary, implementing these reforms, transparent appointments, operational
independence, fair incentives, accountability, clear legal duties, regulatory oversight, capacity
building, and cultural changecan ensure that independent directors’ transition from symbolic
compliance figures to credible legal gatekeepers. By aligning structural, legal, and cultural

mechanisms, India can significantly strengthen its corporate governance framework.
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