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Abstract

Artificial Intelligence (Al) is becoming an important part of how companies operate today. It is changing
the way corporate decisions are made, how risks are managed, and how companies ensure they follow laws
and regulations. While Al brings many benefits like faster data analysis and better predictions, it also creates
new legal and ethical challenges. In this research paper, we explore how Al is affecting corporate
governance, especially in the Indian context. We investigate current legal gaps around issues like
accountability, transparency and data protection. By studying global practices from countries like the United
States and those in the European Union, I aim to compare how different legal systems are responding to
these challenges.! The goal of this paper is to highlight where Indian corporate laws need improvement and
to suggest practical changes to help ensure that Al is used responsibly and ethically in corporate settings.
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Introduction

In today's rapidly evolving technological environment, Artificial Intelligence (AI) has emerged as a
powerful force for change across various sectors, particularly in corporate management and governance.

Al is reshaping traditional corporate practices through features such as automated decision-making,
predictive analytics, and algorithm-driven compliance systems. This shift is especially prominent in
corporate governance, where the roles and duties of directors, compliance officers, and corporate managers
are being increasingly shaped by Al technologies and tools. Corporate governance refers to the system of
rules, practices, and procedures that guide and regulate how a company operates.

1 Organisation for Economic Co-operation and Development, OECD Principles on Artificial Intelligence (2019),
https://www.oecd.org/going-digital/ai/principles/.
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Traditionally, this system has depended on human judgment, board oversight, and adherence to legal
regulations. However, the increasing use of Al in core business operations has introduced new elements
such as improved risk management, enhanced efficiency, and greater transparency. At the same time, it has
also sparked important legal and ethical issues. Concerns regarding accountability for decisions made by
Al the transparency of algorithmic processes, the presence of biases in data sets, and whether current laws
are sufficient to oversee Al’s role in corporate decisions are becoming more pressing.

In the Indian context, these issues are even more complex due to evolving data protection laws, a lack of
specific Al regulations, and deficiencies in corporate liability frameworks. While countries such as the
United States and members of the European Union are actively working on legal standards and soft law
instruments to manage Al's role in corporate settings, India's regulatory framework is still in its early stages.
This situation highlights the need for a thorough look at global best practices and how they can be applied
within the Indian legal system.

This research paper aims to critically examine the impact of Al on corporate governance in India. It will
explore the current legal challenges, evaluate the effectiveness of existing regulatory mechanisms, and
analyse how international legal models are tackling similar issues. Through this comparative analysis, the
paper will offer recommendations to enhance India's corporate governance structure in the Al era, ensuring
that Al's application is in line with principles of fairness, transparency, and accountability.

1. Evolution of Corporate Governance Laws in India

Corporate governance in India has witnessed significant evolution over the last few decades, responding to
changing economic landscapes, corporate scandals, investor expectations, and global best practices. This
evolution aims to establish frameworks that ensure transparency, accountability, and fairness in the
management of companies, protecting the interests of all stakeholders, including shareholders, creditors,
employees, and the public.

1.1 Historical Overview of Corporate Governance in India

Historically, corporate governance in India was largely governed by the Companies Act, 1956, which
focused primarily on company formation, shareholder rights, and statutory compliance. However, the
legislation lacked detailed provisions relating to the board’s composition, independence, and
responsibilities, which are critical for robust governance.

The liberalization of the Indian economy in the early 1990s brought increased foreign investment and
integration with global markets, highlighting the need for stronger corporate governance standards. The
emergence of corporate frauds and financial scandals in the late 1990s and early 2000s, such as the Harshad
Mehta securities scam, underscored systemic weaknesses and propelled reforms.

1.2 Companies Act, 2013: Key Governance Provisions

The Companies Act, 2013, replaced the older Companies Act, 1956, and represented a landmark shift
towards modernizing corporate law in India.? It introduced several provisions to strengthen corporate
governance, such as:

e Board Composition and Independence: Section 149 mandates the inclusion of independent
directors on the boards of listed and prescribed classes of companies to ensure unbiased oversight.

o Corporate Social Responsibility (CSR): Sections 135 to 138 introduce mandatory CSR spending
by certain companies, reflecting the broader responsibility towards stakeholders.

e Audit and Accountability: Provisions for stricter audit committees, internal controls, and enhanced
disclosure requirements.

2 Companies Act, No. 18 of 2013, § 149, INDIA CODE (Ministry of Corporate Affairs).
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o Protection of Minority Shareholders: Rules against oppression and mismanagement to safeguard
minority investors.

The Act emphasizes transparency and accountability, requiring detailed disclosures related to financial
performance, board meetings, and director remuneration.

1.3 SEBI Guidelines on Corporate Governance

The Securities and Exchange Board of India (SEBI) is responsible for regulating corporate governance in
companies that are listed on stock exchanges.
SEBI's rules and regulations support the legal requirements set by the government and ensure that publicly
traded companies follow stricter rules regarding compliance.

1.4 Clause 49 of the SEBI Listing Agreement

Clause 49 was introduced in the year 2000 and was the first major corporate governance code introduced
by SEBI for companies that are listed.
It addressed important areas such as the structure of the board, the functions of audit committees, the need
for transparency, and the rights of shareholders. Clause 49 established standards related to:

e The role and responsibilities of independent directors

e The composition and functions of audit committees

e Policies for managing risks

e The requirement to disclose information and ensure transparency

Clause 49 helped build a strong governance framework and has been regularly updated to keep pace with
international standards.

1.5 Listing Obligations and Disclosure Requirements (LODR) Regulations

In 2015, the Securities and Exchange Board of India (SEBI) introduced the SEBI (Listing Obligations and
Disclosure Requirements) Regulations, 2015.% These regulations replaced Clause 49 and created a single,
unified framework for all listing requirements. The LODR Regulations require:

e Increased transparency by providing detailed information about financial results, board decisions,
and company activities.

e Well-defined roles and responsibilities for directors and audit committees.

e Timely sharing of important information with investors and the public.

e Strong risk management and internal control systems.

The regulations aim to ensure continuous transparency and timely disclosures, which are vital for building
investor confidence and maintaining the integrity of the market.

1.6 Recent Reforms and Their Impact

Recent reforms have focused on enhancing transparency, protecting minority interests, and incorporating
international governance standards. The introduction of the Insolvency and Bankruptcy Code, stricter norms
for related party transactions, and focus on environmental, social, and governance (ESG) factors reflect this
trend.

In sum, the Indian corporate governance landscape has matured considerably, creating a stronger legal and
regulatory framework. However, the rapid adoption of technologies like Al introduces new challenges that
existing laws only partially address, necessitating updated regulatory responses.

3 Securities and Exchange Board of India, Listing Obligations and Disclosure Requirements (LODR) Regulations,
2015, https://www.sebi.gov.in/.
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2. International Legal Frameworks on Corporate Governance

Corporate governance is a global concern, and various countries and international organizations have
developed frameworks to guide best practices, enhance transparency, protect investors, and promote
responsible management. Understanding these frameworks is crucial for comparing India’s position and
drawing lessons for integrating AI within governance.

2.1 OECD Principles of Corporate Governance

The Organisation for Economic Co-operation and Development (OECD) Principles of Corporate
Governance, first published in 1999 and regularly updated, are widely regarded as a global benchmark.* The
principles emphasize:

o Establishing a Strong Foundation for Corporate Governance: This involves clearly defining the
roles and responsibilities of key governance bodies and upholding the rights of shareholders.

e The rights and equitable treatment of shareholders: Protecting minority shareholders and
ensuring shareholder participation in key decisions.

o Institutional investors, stock markets, and other intermediaries: Encouraging transparency and
responsibility in capital markets.

o Disclosure and transparency: Requiring timely and accurate disclosure of financial and non-
financial information.

o The responsibilities of the board: Including strategic guidance, risk management, and oversight of
management.

The OECD principles encourage countries to tailor governance practices to their legal and cultural contexts
while maintaining universal governance standards. They serve as a reference for regulators and corporations
globally in improving governance practices.

2.2 UK Corporate Governance Code

The UK Corporate Governance Code, overseen by the Financial Reporting Council (FRC), sets principles
of good governance for companies listed on the London Stock Exchange.® It operates on a “comply or
explain” basis, giving companies flexibility but requiring them to explain any non-compliance.

Key features include:
e Leadership and purpose: Defining clear roles for the board and the chairman.

« Division of responsibilities: Separating the roles of CEO and chairman to avoid concentration of
power.

o Composition, succession, and evaluation: Ensuring a balanced board with independent directors
and regular performance evaluations.

o Audit, risk, and internal control: Strengthening internal controls and risk oversight.

o Remuneration: Aligning directors’ pay with company performance and long-term shareholder
value.

The UK Code has been influential globally, especially in emphasizing board effectiveness and shareholder
engagement.

4 OECD, G20/OECD Principles of Corporate Governance (2015), https://www.oecd.org/corporate/principles-

corporate-governance.htm.

5 Financial Reporting Council, The UK Corporate Governance Code (July 2018), https://www.frc.org.uk/
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2.3 Sarbanes-Oxley (SOX) Act, USA

The Sarbanes-Oxley Act, passed in 2002 in response to major corporate scandals like Enron and WorldCom,
significantly tightened corporate governance rules in the United States.® Key provisions include:

o Enhanced financial disclosures: CEOs and CFOs must certify the accuracy of financial reports.

o Stricter internal controls: Mandating audit committees with independent directors overseeing
financial reporting.

e Whistleblower protections: Encouraging reporting of corporate fraud.
o Increased penalties: For fraudulent financial activities and non-compliance.

SOX has raised accountability standards and increased transparency but is criticized for increased
compliance costs, especially for smaller companies.

2.4 Comparative Analysis of Global Governance Frameworks

Although these frameworks vary in structure and regulatory methods, several common elements can be
identified:

e A focus on board independence and accountability.

e The significance of transparency and disclosure in safeguarding shareholder interests.

e The recognition of risk management and internal controls as key components of effective
governance.

e The promotion of ethical conduct and measures to prevent conflicts of interest.

For countries such as India, harmonizing domestic governance with these global standards helps in drawing
foreign investment, enhancing corporate reputation, and supporting economic development.

Notably, none of these frameworks currently fully address the governance issues that arise from the
integration of artificial intelligence, indicating a new area for legal reforms across the world.

3. Intersection of Artificial Intelligence with Corporate Governance

Artificial Intelligence (AI) is revolutionizing how corporations operate and make decisions, directly
influencing the core of corporate governance. Al technologies — including machine learning algorithms,
natural language processing, and robotic process automation — are increasingly deployed for risk
management, compliance monitoring, financial forecasting, and strategic planning. While these
advancements offer efficiency and accuracy, they also introduce new challenges for governance
frameworks, especially concerning accountability, transparency, and ethical considerations.

3.1 AI’s Role in Corporate Decision-Making

Al systems have the ability to handle large amounts of data, detect patterns, and provide insights that go
beyond what humans can achieve. This ability helps corporations in the following ways:

e Automating routine compliance checks, which allows for faster identification of potential violations
compared to manual methods.

o Improving financial forecasting and risk evaluation through the use of predictive analytics.
e Assisting board members by offering data-based recommendations for informed decision-making.

o Keeping track of employee activities to ensure they comply with company policies.

6 Sarbanes-Oxley Act of 2002, Pub. L. No. 107-204, 116 Stat. 745.
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For example, Al tools can examine market trends and suggest mergers, acquisitions, or investment
opportunities, thereby playing a role in shaping corporate strategies.

3.2 Legal and Ethical Challenges Arising from Al in Governance

Although these benefits are significant, the use of Al also brings about several legal and ethical concerns:

7

Accountability and Liability: When decisions made by Al cause financial loss or legal issues, it is
often unclear who is to blame.
Is it the board, the developers of the Al or the company itself? Existing laws usually hold people
accountable, but Al systems complicate this by introducing levels of autonomy.

Transparency and Explainability: Many Al algorithms, particularly those based on deep learning,
function as “black boxes,” meaning it is hard to understand how they arrive at their decisions. This
lack of clarity poses a challenge to the principle of transparency in corporate governance.

Bias and Fairness: Al systems that are trained on biased data may reinforce or even increase
discrimination. In corporate governance, such biases can affect hiring, lending, or vendor selection,
leading to legal complications.

Data Privacy and Security: Al requires access to large datasets, including private personal and
corporate information. It is crucial to follow data protection laws like India’s upcoming Personal
Data Protection Bill or the EU’s GDPR to prevent misuse or cyber breaches.

Regulatory Gaps: Current corporate laws and governance standards do not specifically address the
risks associated with AT or set guidelines for its use in decision-making processes.

3.3 Impact on Roles and Responsibilities within Corporate Governance

Al reshapes traditional roles within the governance ecosystem:

Boards and Directors: Must understand Al capabilities and limitations to oversee Al-driven
decisions effectively. They face pressure to acquire technical literacy or rely on expert advisors.

Compliance Officers: Al tools aid compliance but also require validation and auditing to prevent
errors or malpractices.

Auditors: Need new skills to audit Al systems, ensuring algorithmic fairness, accuracy, and
compliance with laws.

Shareholders: Increasingly demand transparency regarding how Al affects corporate strategy and
risk.

3.4 Regulatory Approaches to Al in Corporate Governance Globally

While comprehensive Al governance laws are scarce, some jurisdictions have started addressing Al’s legal
challenges:

European Union: The EU’s proposed Artificial Intelligence Act (Al Act) classifies Al systems by
risk and imposes strict requirements on high-risk Al, including transparency and human oversight.®
Corporate governance involving Al would likely fall under these rules, requiring companies to
ensure Al systems comply.

United States: The US relies on sectoral regulations and guidance, with agencies like the SEC
exploring AI’s impact on disclosures and investor protection. There is also growing discussion on
creating Al-specific accountability frameworks.

7 R. Sinha, Algorithmic Accountability and Transparency in India: Legal Perspectives, 18 Indian J.L. & Tech. 55

(2022).

8 Commission Proposal for a Regulation of the European Parliament and of the Council Laying Down Harmonised
Rules on Artificial Intelligence (Artificial Intelligence Act), COM (2021) 206 final.
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o Asia-Pacific: Countries like Singapore and Japan have developed Al ethics guidelines promoting
responsible Al use in business, though binding regulations remain limited.

4. Al and Data Governance Laws: India’s Personal Data Protection Bill and the EU’s GDPR

The effective governance of Artificial Intelligence (Al) in corporate settings hinges critically on robust data
governance frameworks. Al systems thrive on vast amounts of data—often sensitive personal and corporate
information—making data protection, privacy, and ethical data use paramount. This section examines
India’s emerging data protection law, the Personal Data Protection (PDP) Bill, and the European Union’s
General Data Protection Regulation (GDPR), both of which form key pillars for regulating AI’s impact on
corporate governance.

4.1 Importance of Data Governance in AI Deployment

Data governance refers to the policies and processes that ensure data accuracy, availability, privacy, and
security throughout its lifecycle. In the context of Al, proper data governance:

o Ensures that data used to train Al models is accurate, unbiased, and ethically sourced.
e Protects individuals’ privacy by regulating data collection, storage, processing, and sharing.

o Mitigates risks of data breaches or misuse, which could result in legal liabilities and reputational
damage.

o Supports transparency by enabling auditability of data flows and Al decision-making processes.

Given that Al’s efficacy depends on quality data, weak data governance can propagate errors, bias, or
discriminatory outcomes, undermining corporate governance principles.

4.2 India’s Personal Data Protection Bill, 2019 (PDP Bill)

India’s PDP Bill is an important legal proposal designed to protect personal data and control how it is
processed.® Even though it has not been fully passed yet, it has major consequences for the governance of
artificial intelligence:

e Scope and Definitions: The Bill includes “personal data,” which covers sensitive types such as
financial, health, and biometric data. Any Al system that uses such data must follow the rules set out
in the Bill.

o Data Principal Rights: Individuals have the right to access, correct, and delete their data, which
can affect how Al systems use personal information.

o Data Fiduciaries and Processors: Companies that use Al are considered “data fiduciaries,” and
they must take steps to protect data, get permission from individuals, and ensure that data processing
is done legally.

o Data Localization: Certain types of sensitive data must be stored within India, which can influence
how Al systems operate across borders.

e Accountability and Penalties: The Bill requires data protection impact assessments and allows for
penalties if rules are not followed.

o Data Protection Authority (DPA): An independent organization will be responsible for checking
compliance, looking into data breaches, and giving guidance.

For Al in corporate governance, the PDP Bill highlights the need for accountability in handling data, and it
requires companies to be open about how Al is used and to get proper consent from individuals.

9 The Personal Data Protection Bill, 2019, Bill No. 373 of 2019, PRS India, https://www.meity.gov.in/.
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4.3 European Union’s General Data Protection Regulation (GDPR)

The GDPR, which came into effect in 2018, is one of the most thorough data protection laws worldwide
and serves as a reference for many other countries: '

o Lawful Basis for Processing: It requires a clear legal reason, such as consent or legitimate interest,
for using personal data in Al systems.

o Data Subject Rights: Individuals have the right to access, correct, and erase their data, as well as
to object to decisions made by Al systems.

o Transparency and Explainability: Controllers of data must provide clear information about how
Al makes decisions, which helps address the issue of Al being a “black box.

o Data Protection Impact Assessments (DPIA): These are required for processing that poses a high
risk, including Al applications with major impacts.

o Data Breach Notification: Companies must report data breaches quickly, which is important for
maintaining transparency within organizations.

e Fines and Enforcement: Violations can result in fines up to 4% of global revenue, which
encourages compliance with the law.

The GDPR’s rules on automated decision-making and profiling establish a legal standard for managing the
risks of Al in corporate governance, promoting fairness and responsibility.

4.4 Challenges in Applying Data Protection Laws to Al

Despite these laws, applying data protection norms to Al systems presents challenges:
e AI’s complexity can obscure how data is processed, complicating compliance.
o Consent mechanisms may be inadequate for AI’s continuous, evolving data use.
o Data minimization principles may conflict with AI’s need for large datasets.

o Cross-border data flows complicate jurisdictional enforcement, especially with Al services spread
globally.

4.5 Implications for Corporate Governance

For Indian corporations, aligning Al use with PDP Bill requirements will be essential, especially considering
global business operations and cross-border data flows. Incorporating GDPR principles can help build
investor and public trust, positioning Indian companies as responsible Al adopters.

Overall, data governance laws form a critical backbone to ensure that AI’s deployment within corporate
governance upholds privacy, transparency, and ethical standards.

5. Comparative Legal Treatment of Al in Corporate Governance: EU, US, and Asia

As Artificial Intelligence (Al) increasingly influences corporate governance worldwide, different
jurisdictions have adopted varied legal approaches to regulate its risks and harness its potential. This section
compares how the European Union, the United States, and key Asian countries address Al governance
challenges, providing insights relevant for India’s evolving legal framework.

10 Regulation 2016/679, of the European Parliament and of the Council of 27 April 2016 (General Data Protection
Regulation), 2016 O.J. (L 119) 1.
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5.1 European Union: Comprehensive Regulatory Frameworks

The European Union (EU) is a frontrunner in establishing comprehensive Al governance policies,
combining strict legal standards with ethical guidelines.

The Proposed Artificial Intelligence Act (Al Act):

Introduced in 2021, the Al Act proposes a risk-based regulatory regime, categorizing Al
applications into unacceptable, high, limited, and minimal risk. Corporate governance Al tools
generally fall under the high-risk category, requiring rigorous conformity assessments,
transparency, human oversight, and data governance compliance.

The Act mandates companies to ensure their Al systems do not violate fundamental rights,
including non-discrimination and privacy.

General Data Protection Regulation (GDPR):

As previously discussed, GDPR places restrictions on automated decision-making and profiling,
compelling corporations to provide explanations for Al-driven decisions that affect individuals,
thereby reinforcing transparency and accountability in corporate governance.

Ethics Guidelines for Trustworthy Al:

Developed by the EU’s High-Level Expert Group on Al these voluntary guidelines emphasize
principles like human agency, technical robustness, privacy, fairness, and accountability,
promoting responsible Al adoption in business.

5.2 United States: Sectoral and Principle-Based Approach

The United States has not enacted a single comprehensive Al regulation but employs a sectoral approach,
supplemented by principles and agency guidance:

Securities and Exchange Commission (SEC) Guidance:
The SEC has begun addressing AI’s impact on disclosures and investor protection, encouraging
public companies to disclose material information about Al risks and impacts on governance.'!

Federal Trade Commission (FTC):
The FTC enforces rules against unfair or deceptive practices, which can apply to Aluse in
corporate governance if Al systems lead to biased or misleading outcomes.

Al Bill of Rights and White House Initiatives:

The US government has released non-binding frameworks emphasizing privacy, equity, and
transparency. Agencies encourage the development of Al impact assessments and human oversight
mechanisms.

State-Level Regulations:
Some states like California have enacted laws addressing data privacy (CCPA) and Al
transparency, influencing corporate Al practices.

5.3 Asia: Emerging Regulatory Landscape

Asian countries exhibit a mix of regulatory maturity and proactive Al policy development:

Singapore:

Singapore has issued the Model Al Governance Framework, a voluntary guideline promoting
transparency, fairness, and human-centric Al, aimed at both public and private sectors. The
government encourages companies to implement internal Al governance policies aligned with
international best practices.

11 U.S. Sec. & Exch. Comm’n, Division of Corporation Finance, Sample Letter to Companies Regarding Disclosures
Pertaining to Artificial Intelligence (Aug. 2023), https://www.sec.gov/.
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Japan:
Japan’s Al Strategy promotes trustworthy Al, emphasizing ethical principles similar to those in the
EU and OECD, focusing on human rights, privacy, and transparency.?

China:

China has released Al governance principles highlighting fairness, safety, and controllability, with
strict data security laws (e.g., the Personal Information Protection Law) influencing corporate Al
governance.

South Korea:
South Korea has enacted the Personal Information Protection Act, among the strictest data privacy
laws, affecting Al deployment in corporations.

5.4 Comparative Insights

Regulatory Rigour:
The EU leads in formalizing binding Al regulations, while the US favors flexible, principle-based
approaches, and Asian countries combine guidelines with evolving laws.

Transparency and Accountability:
Across regions, transparency in Al decision-making and human oversight are central, though
enforcement mechanisms differ.

Data Governance:
Stringent data privacy laws in the EU and Asia strongly shape Al governance, with the US
adopting a more fragmented stance.

Corporate Disclosure:
Regulatory bodies increasingly require companies to disclose Al-related risks and governance
measures, promoting investor awareness.

5.5 Relevance for India

India’s Al and data protection regulatory frameworks remain nascent, creating an-oppertunity to learn from
these international models. Adopting a hybrid approach—combining clear legal standards like the EU with
flexible guidelines akin to Singapore’s framework—may best suit India’s diverse corporate landscape.

6. Emerging Global Norms and Soft Law Instruments on AI Governance

As Atrtificial Intelligence (AI) technologies develop and are deployed at an accelerated pace, various
international organisations have created global norms, guidelines, and soft law instruments. These efforts
aim to establish consistent principles for responsible Al governance, deal with issues that cross national
borders, and support the ethical and transparent use of Al, including within corporate governance
frameworks.

12 Government of Japan, Integrated Innovation Strategy Promotion Council, Al Strategy 2019,
https://www.cas.go.jp/.
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6.1 The OECD Principles on Artificial Intelligence

The Organisation for Economic Co-operation and Development (OECD) introduced its Al Principles in
2019, supported by 42 countries, including India.
These principles support trustworthy Al and offer a basic framework for national policies:

o Inclusive Growth, Sustainable Development, and Well-being: Al should contribute to the benefit
of people and the planet by encouraging economic growth, sustainability, and inclusivity.

e Human-Centred Values and Fairness: Al systems must respect human rights and democratic
values, ensuring fairness and preventing discrimination.

e Transparency and Explainability: The operations of Al systems should be clear, with decisions
made by these systems being understandable to users and those affected.

e Robustness, Security, and Safety: Al systems should function reliably and securely throughout
their entire lifecycle.

e Accountability: Both organisations and individuals must take responsibility for the Al systems they
use and the outcomes these systems produce.

The OECD Principles act as a voluntary yet impactful guide for countries and corporations, helping to shape
responsible Al governance that can be incorporated into corporate practices.

6.2 World Intellectual Property Organization (WIPO) Al Policy

WIPO sees Al as a major force driving innovation and has participated in discussions about legal and policy

frameworks to manage Al's influence on intellectual property and corporate innovation strategies:*3

o WIPO supports the balance between encouraging innovation and promoting ethical use of Al

o It highlights the importance of creating standards that protect Al-generated inventions and data
without limiting creativity.

o Corporate governance bodies are advised to take into account intellectual property rights connected
to Al tools and the results they produce.

6.3 World Trade Organization (WTQO) and Al

While the WTO has not yet established specific Al regulations, AI’s impact on international trade, including
e-commerce, data flows, and corporate operations, is a growing concern:'*

e WTO discussions explore how Al might affect trade barriers, digital trade rules, and regulatory
cooperation.

o Harmonized AI standards could facilitate smoother cross-border corporate transactions and supply
chain governance.

6.4 United Nations and AI Ethics
The United Nations (UN), through bodies like UNESCO, has advanced global Al ethics initiatives:

o« UNESCO’s Recommendation on the Ethics of Artificial Intelligence (2021) provides principles
emphasizing respect for human dignity, privacy, equality, and environmental sustainability.*®

13 World Intellectual Property Organization, WIPO Conversation on Intellectual Property and Atrtificial Intelligence,
https://www.wipo.int/about-ip/en/artificial_intelligence/.

14 World Trade Organization, Digital Trade and Atrtificial Intelligence: Emerging Issues (2023),
https://www.wto.org/english/tratop_e/ecom_e/digitaltrade_ai_e.htm.

15 UNESCO, Recommendation on the Ethics of Artificial Intelligence (2021),
https://unesdoc.unesco.org/ark:/48223/pf0000373434.
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o It urges member states to adopt legal frameworks that promote ethical Al governance aligned with
human rights.

6.5 Importance of Soft Law Instruments

Soft law instruments—non-binding guidelines, principles, and codes of conduct—play a crucial role in
shaping Al governance, especially given the rapid pace of technology outstripping formal legislation:

e They encourage voluntary corporate adoption of ethical Al practices.

o Provide flexibility to adapt to technological advances.

o Facilitate international cooperation and convergence on standards.
6.6 Implications for Corporate Governance

For corporate boards and managers, these global norms offer valuable benchmarks for integrating Al
responsibly into governance processes:

o Embedding transparency, fairness, and accountability in Al usage can enhance stakeholder trust.

e Adopting internationally recognized principles supports compliance with global markets and
investors.

e Encourages proactive risk management related to Al ethics, security, and privacy.
6.7 Need for a Universal Global Framework

The cross-border nature of Al necessitates harmonized global standards to prevent regulatory arbitrage,
fraud, and misuse:

o  Without uniform rules, corporations may face conflicting legal obligations in different jurisdictions.

e A universal framework can streamline corporate governance practices and promote equitable Al
benefits globally.

7. Challenges and Gaps in India’s Corporate Governance Framework Regarding Al

While India is rapidly embracing Artificial Intelligence (AI) across sectors, including corporate
management, the legal and regulatory framework governing AI’s role in corporate governance faces several
challenges and gaps. This section identifies critical shortcomings that need addressing to ensure responsible
and effective Al integration in Indian corporations.

7.1 Nascent Regulatory Environment

e Lack of Specific AI Legislation:
India currently lacks a dedicated legal framework specifically regulating Al use in corporate
governance.'® Although the Personal Data Protection Bill (PDP Bill) aims to regulate data
handling, it does not comprehensively address AI’s unique challenges, such as algorithmic
accountability and automated decision-making.

o Absence of Clear Liability Rules:
There is uncertainty about who bears responsibility when Al systems cause harm or erroneous
decisions—whether it is the company’s board, the Al developers, or third-party vendors. This legal
ambiguity undermines accountability.

16 NITI Aayog, Discussion Paper: National Strategy for Artificial Intelligence #AlForAll (2018), https://www.niti.gov.in/.
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7.2 Data Governance and Privacy Challenges

e Incomplete Data Protection Law:
The PDP Bill is still under parliamentary consideration and does not yet provide enforceable
protections. Until enacted, companies rely on outdated or sector-specific regulations that
inadequately govern AI’s vast data requirements.

e Data Quality and Bias Issues:
Indian corporations may lack mechanisms to ensure Al systems are trained on unbiased, high-
quality data, increasing risks of discriminatory or unfair governance decisions.

7.3 Transparency and Explainability Deficit

e Opaque Al Decision-Making:
Many Al algorithms are “black boxes,” making it difficult for corporate boards, regulators, and
stakeholders to understand or challenge Al-driven decisions. Current Indian corporate law does not
mandate explainability in automated decision-making.

e Limited Regulatory Guidance:
There is no formal guidance on disclosing Al usage in board reports, risk disclosures, or investor
communications, leaving shareholders uninformed about AI’s role and risks.

7.4 Ethical and Human Rights Considerations

o Ethical Standards Not Codified:
India lacks codified ethical Al guidelines for corporate governance that address fairness, non-
discrimination, and respect for fundamental rights, which could lead to misuse or erosion of
stakeholder trust.

o Insufficient Focus on Human Oversight:
There are no statutory requirements to ensure meaningful human control over Al decisions that
impact governance, potentially delegitimizing board responsibilities.

7.5 Institutional and Capacity Constraints

o Limited Expertise in Corporate Boards:
Many Indian boards may lack members with sufficient understanding of Al technologies, their
risks, and governance implications, hindering informed decision-making.'’

e Regulatory Capacity:
Regulators like the Securities and Exchange Board of India (SEBI) and Ministry of Corporate
Aftairs (MCA) may need enhanced capabilities to monitor AI’s integration and enforce
compliance.

7.6 Fragmented Legal and Policy Landscape

e Overlapping Jurisdictions:
Different laws—such as the Companies Act, SEBI regulations, the PDP Bill, and IT Act—ypartially
address Al-related issues but lack coordination, creating compliance complexity.

e No Comprehensive Al Governance Framework:
Unlike some jurisdictions that have integrated Al regulation into corporate governance codes or
legislation, India has yet to establish a unified framework.

17 World Economic Forum, Empowering Al Leadership: Al C-Suite Toolkit (2022), https://www.weforum.org/.
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8. Recommendations for Strengthening India’s Corporate Governance in the AI Era

To effectively harness Artificial Intelligence (Al) in corporate governance while safeguarding legal and
ethical standards, India must implement a multi-faceted strategy. This section outlines key recommendations
aimed at bridging existing gaps and promoting responsible Al integration within corporate frameworks.

8.1 Enact a Dedicated AI Governance Framework

Comprehensive Al Legislation:

Introduce laws or amendments specifically addressing Al use in corporate governance. This
framework should clarify liability, mandate transparency, and set standards for algorithmic fairness
and security.

Integration with Existing Laws:
Align Al governance rules with the Companies Act, SEBI regulations, and the forthcoming
Personal Data Protection Act to ensure coherence and avoid regulatory overlaps.

8.2 Strengthen Data Protection and Privacy Regimes

Expedite PDP Bill Implementation:
Prioritize the enactment and enforcement of a robust data protection law to regulate Al data
processing activities and safeguard personal information.

Data Quality and Bias Audits:
Mandate corporations to regularly audit Al data sets for quality, accuracy, and bias, reducing risks
of discriminatory governance decisions.

8.3 Enhance Transparency and Explainability

Mandatory Al Disclosures:
Require companies to disclose AI’s role in governance decisions, risk management, and
compliance processes in their annual reports and investor communications.

Algorithmic Explainability Standards:
Enforce standards compelling corporations to maintain documentation explaining AT decision-
making logic, enabling auditability and stakeholder scrutiny.

8.4 Codify Ethical AI Principles

Develop Ethical Guidelines:

The government, in collaboration with industry and academia, should formulate a code of ethics
for Al use in corporate governance, emphasizing fairness, accountability, non-discrimination, and
human rights.®

Human Oversight Requirements:
Legislate mandatory human supervision over critical Al decisions, ensuring boards retain ultimate
control and responsibility.

8.5 Build Institutional Capacity and Expertise

Board Education and Training:
Encourage and mandate regular training for corporate directors and officers on Al technologies,
risks, and governance challenges.

Regulatory Strengthening:
Equip SEBI, MCA, and other regulators with technical expertise and resources to monitor Al
compliance effectively.

18 UNESCAP, Al Ethics Guidelines: Global Best Practices for Governance (2021), https://www.unescap.org/.
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8.6 Promote International Cooperation and Adoption of Global Norms

e Adopt Global Best Practices:
Incorporate international standards such as OECD Al Principles and align with frameworks like
the EU’s Al Act to ensure competitiveness and legal compatibility.

o Engage in Multilateral Forums:
Actively participate in global discussions on Al governance to influence and benefit from
emerging universal regulations.

8.7 Encourage Voluntary Adoption of Soft Law Instruments

e Industry Codes of Conduct:
Promote industry-led voluntary guidelines and certifications that encourage ethical Al deployment
in corporate governance.

e Public-Private Partnerships:
Facilitate collaborations between government, industry, and civil society to develop and
disseminate Al governance best practices.

8.8 Develop Mechanisms for Redress and Accountability

o Establish AI Oversight Committees:
Encourage companies to form internal Al ethics and oversight committees responsible for
monitoring Al systems and handling grievances.

o Legal Recourse Framework:
Provide clear avenues for stakeholders to challenge or seek remedies against harmful Al-driven
governance decisions.

9. Conclusion and Future Prospects

Artificial Intelligence (Al) is poised to significantly reshape corporate governance worldwide, including in
India. Its ability to enhance decision-making, improve risk management, and increase operational efficiency
offers immense benefits to corporations and stakeholders. However, this transformation also presents novel
legal, ethical, and regulatory challenges that must be carefully managed to safeguard transparency, fairness,
and accountability.

This research paper has highlighted how Al intersects with corporate governance, examining the evolving
Indian legal landscape and comparing it with international developments. While countries such as the United
States and members of the European Union have begun establishing detailed Al regulations and standards,
India is still in the early stages of addressing these issues through piecemeal legislation and policy measures.

Key challenges identified include gaps in Al-specific laws, unclear liability frameworks, insufficient
transparency and explainability requirements, data privacy concerns, and the absence of codified ethical Al
principles within corporate governance. To address these issues, India needs a comprehensive and
harmonized regulatory framework that integrates Al governance with existing corporate and data protection
laws.

Looking ahead, India’s corporate sector stands at a critical juncture. By adopting global best practices such
as the OECD AI Principles and emerging international soft law instruments and developing tailored
domestic regulations, India can foster responsible Al use in corporate governance. This will not only
enhance investor confidence and stakeholder trust but also promote innovation and competitiveness in an
increasingly digital global economy.

Furthermore, capacity building within corporate boards and regulatory bodies will be vital to equip decision-
makers with the necessary expertise to oversee Al systems effectively. Collaboration among government,
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industry, academia, and civil society will be crucial to shaping adaptable, ethical, and enforceable Al
governance models.

In conclusion, the responsible integration of Al into corporate governance offers an unprecedented
opportunity for India to lead in ethical technological adoption while protecting fundamental rights and
corporate integrity. Proactive legal reforms, combined with continuous monitoring and international
cooperation, will ensure that AI’s benefits are harnessed safely and equitably, securing India’s position in
the global corporate landscape of the future.
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