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Module lll: Management of Companies

12. Board and Governance — Directors- Appointment — Types of
Directors- Position

Board and Governance

The Board of Directors is the governing body of a company. It is responsible for directing, controlling, and
supervising the affairs of the company on behalf of shareholders.

Corporate governance refers to the system through which companies are directed and controlled. The board
plays a central role in ensuring good governance.

Functions of the Board
» Formulate company policies
» Make strategic decisions
 Supervise management
* Protect shareholders' interests
* Ensure legal compliance

* Monitor company performance

Example: The board may decide whether the company should expand into a new market or launch a new
product.

Directors

A director is an individual appointed to the Board of Directors to manage and oversee the affairs of a
company.

Directors act as agents, trustees, and officers of the company.
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Position of Directors

The position of directors is unique because they perform multiple roles.

Directors as Agents

Directors act on behalf of the company when entering contracts and making decisions.

Example: A director signing an agreement with a supplier on behalf of the company.

Directors as Trustees

Directors hold company assets and powers in trust for the benefit of shareholders.

Example: A director must use company funds for company purposes only.

Directors as Officers
Directors are considered officers responsible for complying with legal requirements.

Directors as Fiduciaries

Directors have a duty to act honestly and in the best interests of the company.

Appointment of Directors

Directors are appointed according to the provisions of the Companies Act and the company's Articles of
Association.

Methods of Appointment

» By Subscribers to Memorandum: The first directors may be appointed by the subscribers to the
Memorandum.

» By Shareholders: Directors are generally elected by shareholders at general meetings.
» By the Board: The Board may appoint additional or alternate directors where permitted.

» By Government or Tribunal: In special circumstances, authorities may appoint directors.

Example: Shareholders elect directors during the Annual General Meeting (AGM).

Types of Directors

Executive Director Non-Executive Director
Involved in the day-to-day management Participates in policymaking but is not
of the company. involved in daily operations.
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Managing Director Whole-Time Director

A director entrusted with substantial Works full-time for the company.
management powers.

Independent Director Additional Director
A director who is independent of Appointed by the Board between general
management and promotes objective meetings.

decision-making.

Alternate Director Nominee Director

Appointed in place of another director Appointed to represent specific

during their absence. stakeholders such as financial
institutions.

Types of Directors at a Glance

Type Main Function

Executive Director Day-to-day management
Non-Executive Director Policy guidance

Managing Director Extensive management powers
Whole-Time Director Full-time company management
Independent Director Independent oversight
Additional Director Temporary board member
Alternate Director Replacement during absence
Nominee Director Represents specific interests
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13. Powers of Directors- Rights - Duties and Liabilities - Qualification -
Disqualification - Removal - Key Managerial Personnel

Powers of Directors

The Board of Directors exercises various powers to manage company affairs.

Major Powers
 Borrow money
* Invest company funds
* Approve financial statements
* Issue shares and debentures
* Enter contracts
* Appoint managerial personnel

* Recommend dividends

Example: The board may approve a major loan for business expansion.

Rights of Directors

Directors enjoy certain rights necessary for performing their duties effectively.

Rights Include
* Right to receive notice of meetings
* Right to participate in discussions
* Right to vote at board meetings
* Right to inspect company records

* Right to remuneration where applicable

Example: A director has the right to access company accounts before approving financial statements.

Duties of Directors

Directors have statutory and fiduciary duties toward the company.

Duties
« Act in Good Faith: Directors must work in the best interests of the company.
» Exercise Reasonable Care: They should make informed and careful decisions.

+ Avoid Conflict of Interest: Personal interests should not interfere with company interests.
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» Maintain Confidentiality: Sensitive company information must be protected.

« Comply with Laws: Directors must ensure legal compliance.

Example: A director should not award a contract to a family-owned business without proper disclosure.

Liabilities of Directors
Directors may be held liable for wrongful acts or negligence.
« Civil Liability: Liability to compensate for losses caused to the company or shareholders.

+ Criminal Liability: Liability for fraud, misrepresentation, or violation of legal provisions.

+ Personal Liability: In certain cases, directors may be personally responsible for company obligations.

Example: A director involved in fraudulent financial reporting may face legal penalties.

Qualification of Directors

The Companies Act prescribes certain conditions for becoming a director.

General Qualifications
* Must be a natural person
» Must possess a Director Identification Number (DIN)

» Must give consent to act as director

The Act generally does not prescribe specific educational qualifications.

Example: A qualified professional with a valid DIN may become a director.

Disqualification of Directors

A person cannot serve as a director under certain circumstances.

Grounds for Disqualification
* Unsound mind
* Insolvency
« Conviction for specified offences
* Non-compliance with legal requirements

« Failure to file financial statements or annual returns in certain cases
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Example: A person declared insolvent by a court may be disqualified from becoming a director.

Removal of Directors

Shareholders may remove a director before the expiry of the term by following legal procedures.

Procedure
[ Special Notice ]
!
[ Opportunity to be Heard ]
!
N
[ Shareholders' Resolution
J
!
N
[ Removal
J

Reasons for Removal
» Misconduct
* Negligence
« Lack of confidence

* Poor performance

Example: Shareholders may remove a director involved in unethical business practices.

Key Managerial Personnel (KMP)

Key Managerial Personnel are senior executives responsible for managing important functions of the
company.

The Companies Act recognizes certain officers as KMPs.

Major Key Managerial Personnel
« Chief Executive Officer (CEO): Responsible for overall management and leadership.
» Managing Director (MD): Responsible for day-to-day administration.

» Company Secretary (CS): Ensures compliance with legal and regulatory requirements.
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* Chief Financial Officer (CFO): Responsible for financial management.

* Whole-Time Director: A full-time director involved in company operations.

Importance of KMP
« Efficient management
* Better decision-making
* Legal compliance

» Improved corporate governance

Example: The CFO prepares financial strategies while the CEO focuses on overall business growth.

14. Introduction to Corporate Governance - Need and Importance of
Corporate Governance

Introduction to Corporate Governance
Corporate Governance refers to the system, principles, and processes through which a company is directed

and controlled.

It ensures that management acts responsibly, ethically, and in the interests of shareholders and other
stakeholders.

Corporate governance creates accountability and transparency in business operations.

Key Elements of Corporate Governance
* Transparency
 Accountability
* Responsibility
* Fairness
* Ethical conduct

* Protection of stakeholder interests

Example: Publishing accurate financial reports allows investors to make informed decisions.
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Need for Corporate Governance

Corporate governance is necessary because modern companies manage large amounts of money and affect
numerous stakeholders.

* Prevents Corporate Misconduct: Reduces fraud, corruption, and misuse of company resources.

* Protects Investors: Ensures that shareholders' interests are safeguarded.

» Enhances Accountability: Managers become accountable for their decisions.

+ Builds Investor Confidence: Investors are more willing to invest in well-governed companies.

» Ensures Legal Compliance: Helps companies follow laws and regulations.

Example: Strong governance practices can prevent accounting scandals and financial fraud.

Importance of Corporate Governance

» Improves Company Performance: Good governance promotes efficiency and better decision-making.
» Enhances Reputation: Companies with strong governance enjoy greater public trust.

« Facilitates Access to Capital: Investors and lenders prefer transparent organizations.

* Promotes Long-Term Sustainability: Good governance supports stable and sustainable growth.

* Protects Stakeholders: Employees, customers, creditors, investors, and society benefit from
responsible management.

» Supports Economic Development: Well-governed companies contribute to a healthy economy.

Benefits of Corporate Governance

Benefit Explanation

Transparency Open disclosure of information
Accountability Responsibility for actions and decisions
Investor Confidence Encourages investment

Ethical Conduct Promotes honest business practices
Better Performance Improves efficiency and profitability
Stakeholder Protection Safeguards stakeholder interests
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Example: Companies with strong governance systems generally attract more investors because
stakeholders trust their management practices.

Download the Next Module for Free

Visit www.degreelive.in to access more study materials, guides, and resources tailored for your
coursework.
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