
Executive vs. Non-Executive Directors: The Power, The Risks, and The
Legal Consequences

Description

In the corporate world, executive and non-executive directors play distinct yet
complementary roles in ensuring effective governance. While executive directors (EDs) are
deeply involved in day-to-day operations, non-executive directors (NEDs) serve as
independent watchdogs, providing oversight and strategic guidance. Their legal
responsibilities, financial compensation, and liability risks differ significantlyâ??EDs bear
greater legal accountability and can have personal assets attached in fraud cases,
whereas NEDs focus on compliance, ethics, and risk management with lower direct
liability. Regulations like the Companies Act, Sarbanes-Oxley, and SEBI norms shape their
duties, emphasizing transparency and corporate integrity. Weak governance can lead to
corporate scandals and legal consequences, making board independence, due diligence,
and ethical leadership crucial. By understanding these roles, aspiring directors and
business leaders can navigate boardroom complexities while minimizing legal risks.
Effective Non-Executive Directors

Understanding the Differences Between Executive and Non-Executive Directors

Introduction

Overview of Corporate Governance

Corporate governance is the framework of rules, practices, and processes by which
companies are directed and controlled. At its core, governance ensures that companies

MEDA FOUNDATION
Managed EcoSystem Development Agenda. Let's change the world, one person at a time.

MEDA Foundation

Page 1 Ramesh Meda
Connect with us - 9945784021 2025/02/16

Executive vs. Non-Executive Directors: The Power, The Risks, and The Legal Consequences



operate in a transparent, accountable, and ethical manner, balancing the interests of
shareholders, management, customers, suppliers, financiers, government bodies, and the
wider community.

The Significance of Directors in an Organizationâ??s Structure

Directors are at the heart of corporate governance. They are responsible for strategic
decision-making, ensuring compliance with legal and financial regulations, and
safeguarding shareholder interests. The board of directors is typically composed of two
main categories of directors:

1. Executive Directors (EDs) â?? These are actively involved in the day-to-day
operations of the company, making strategic and managerial decisions that impact
the business. They serve as the bridge between employees and the board.

2. Non-Executive Directors (NEDs) â?? These directors are not involved in daily
management but provide an independent perspective on company affairs, ensuring
transparency, risk management, and governance compliance.

Understanding the distinction between these roles is crucial because it determines how
power, responsibility, and accountability are distributed within an organization. Executive
directors drive corporate execution, while non-executive directors ensure that the
company is being run efficiently, ethically, and in line with shareholder interests.

How the Distinction Impacts Corporate Strategy, Oversight, and Legal
Compliance

The presence of both executive and non-executive directors on a board creates a system
of checks and balances. Hereâ??s how their roles influence corporate functioning:

Strategic Impact: Executive directors are involved in formulating and implementing
business strategies, whereas non-executive directors provide external insights,
challenge assumptions, and assess long-term sustainability.
Oversight and Risk Management: Non-executive directors play a crucial role in
governance by monitoring management decisions, reviewing financial reports, and
ensuring ethical business practices.
Legal and Regulatory Compliance: Executive directors are responsible for legal
and regulatory adherence in daily operations, while non-executive directors ensure
that compliance frameworks are robust and followed diligently.
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By maintaining a balance between these two roles, organizations ensure good corporate
governance, reduce risks, and maintain investor confidence.

Purpose of the Article

The objective of this article is to provide a comprehensive analysis of executive and non-
executive directors, focusing on their financial, legal, and ethical responsibilities.
Understanding these differences is essential for businesses, investors, and professionals
aspiring to take on board roles.

Key Aspects Covered in the Article:

1. In-depth comparison of executive and non-executive directors â?? their roles,
responsibilities, and decision-making influence.

2. Legal and financial implications â?? including director liabilities, personal asset
risks, and remuneration structures.

3. Governance and ethical considerations â?? highlighting how non-executive
directors contribute to transparency and accountability.

4. Multi-company directorship policies â?? analyzing whether directors can serve
multiple companies and the associated risks.

By exploring these topics, this article aims to clarify the key governance functions of
directors, helping businesses and stakeholders make informed decisions about corporate
leadership.

Intended Audience

This article is particularly valuable for:

Business Owners & Entrepreneurs: Understanding governance structures and the
necessity of a well-balanced board.
Investors & Shareholders: Evaluating the role of directors in safeguarding financial
interests.
Aspiring Board Members: Preparing for responsibilities associated with executive
and non-executive roles.
Corporate Executives & Senior Management: Enhancing knowledge of
boardroom dynamics and corporate compliance.
Legal & Financial Professionals: Advising clients on director roles, liabilities, and
governance policies.
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By gaining a deeper insight into the roles of executive and non-executive directors,
professionals and organizations can foster better governance practices, improve decision-
making, and ensure long-term business sustainability.

Managing Director vs. Executive Director: What's the Difference? (Explained)

Understanding the Role of Directors in Corporate Governance

Corporate governance is the backbone of a well-functioning company. Directors play a
crucial role in guiding business strategy, ensuring compliance with laws, and protecting
shareholder interests. Understanding their roles, distinctions, and types is essential for
businesses, investors, and professionals involved in corporate leadership.

1.1 Who Are Directors?

Definition of a Director in Corporate Law

A director is an individual appointed to a companyâ??s board to oversee corporate
affairs, make strategic decisions, and ensure compliance with legal and financial
obligations. Directors act as fiduciaries, meaning they must act in the best interests of the
company and its stakeholders.

While definitions may vary slightly across jurisdictions, most corporate laws define a
director as someone who:

Is formally appointed to the board of a company.
Has the authority to influence business decisions.
Has fiduciary duties to act in good faith, with due care and diligence.
Is accountable for ensuring legal and ethical compliance.

Legal References:

India: Companies Act, 2013 (Section 2(34)) defines a director as â??a person
appointed to the Board of a company.â?�
UK: Companies Act, 2006 (Section 250) states that â??directorsâ?�  include anyone
occupying the position of a director, regardless of title.
USA: Under the Delaware General Corporation Law (DGCL) and SEC regulations,
directors have fiduciary duties to shareholders.

Importance of the Board of Directors in Corporate Governance

MEDA FOUNDATION
Managed EcoSystem Development Agenda. Let's change the world, one person at a time.

MEDA Foundation

Page 4 Ramesh Meda
Connect with us - 9945784021 2025/02/16

Executive vs. Non-Executive Directors: The Power, The Risks, and The Legal Consequences



The Board of Directors is the governing body responsible for overseeing the companyâ
??s activities and ensuring alignment with corporate objectives. A well-structured board
maintains a balance between executive management and independent oversight.

Key Functions of the Board:

1. Strategic Decision-Making: Approves corporate strategies, expansion plans, and
significant financial decisions.

2. Risk Management & Compliance: Ensures that the company operates within legal
and regulatory frameworks.

3. Financial Oversight: Reviews financial statements, budgets, and audit reports to
prevent fraud and mismanagement.

4. Stakeholder Protection: Safeguards shareholder interests and ensures fair
treatment of all stakeholders.

5. Appointment & Supervision of Senior Management: Hires, evaluates, and, if
necessary, removes CEOs and other senior executives.

A well-functioning board enhances a companyâ??s credibility, attracts investment, and
minimizes the risk of corporate scandals.

Key Distinctions Between Executive and Non-Executive Roles

Aspect Executive Directors (EDs) Non-Executive Directors (NEDs)

Operational Role Actively involved in daily
business operations.

No direct involvement in daily
management.

Decision-Making
Power

High; they execute corporate
strategies.

Advisory role; oversee and challenge
executive decisions.

Employment
Status

Considered company
employees.

Not employees; serve in a
supervisory role.

Financial
Compensation

Salary, stock options,
performance bonuses.

Fixed director fees, sitting fees, and
stock options (varies by law).
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Aspect Executive Directors (EDs) Non-Executive Directors (NEDs)

Legal
Accountability

Higher liability in case of
mismanagement.

Limited liability but can be held
accountable for negligence.

Independence Part of management; may
have vested interests.

Expected to be independent,
ensuring unbiased oversight.

The combination of executive and non-executive directors ensures a balance of power
and effective corporate governance.

1.2 Types of Directors in a Corporate Structure

1. Executive Director (ED)

Definition: An executive director is a director actively involved in the day-to-day
management and operations of a company. They are part of the companyâ??s senior
leadership and execute corporate strategies.

Roles & Responsibilities:
â?? Leading business operations and strategic decision-making.
â?? Managing employees and departments.
â?? Representing the company in external negotiations and partnerships.
â?? Ensuring financial and regulatory compliance.

Examples:

Chief Executive Officer (CEO): Leads overall business strategy and operations.
Chief Financial Officer (CFO): Manages financial planning, budgeting, and risk.
Chief Operating Officer (COO): Oversees daily business functions and internal
processes.

Legal Implications:

Higher accountability in case of financial fraud or regulatory breaches.
Can be personally liable for misconduct, including potential attachment of personal
assets (depending on jurisdiction).
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2. Non-Executive Director (NED)

Definition: A non-executive director is an external member of the board who provides
independent oversight and governance without participating in daily operations.

Roles & Responsibilities:
â?? Offering an unbiased perspective on corporate decisions.
â?? Monitoring executive management and holding them accountable.
â?? Ensuring compliance with governance and ethical standards.
â?? Protecting shareholder and stakeholder interests.

Legal Implications:

Lower personal liability compared to executive directors but still accountable for
failing to act on governance red flags.
Required to act in good faith and avoid conflicts of interest.

Example:
A retired industry leader who joins the board of a company to provide strategic guidance
without day-to-day involvement.

3. Independent Director

Definition: An independent director is a specialized type of non-executive director with
no financial stake, employment history, or significant relationship with the
company. Their primary role is to provide unbiased judgment.

Regulatory Requirements:

Many jurisdictions require a minimum number of independent directors on the
board:

India: SEBI mandates that listed companies must have at least 50%
independent directors if the chairman is non-independent.
USA: SEC and stock exchanges require independent directors on audit and
compensation committees.
UK: The UK Corporate Governance Code recommends a majority of NEDs be
independent.

Roles & Responsibilities:
â?? Ensuring transparent financial reporting.
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â?? Strengthening risk management and internal controls.
â?? Preventing conflicts of interest in executive decision-making.
â?? Overseeing whistleblower mechanisms and compliance programs.

Example:
A retired judge or financial expert serving as an independent director on a bankâ??s board
to ensure regulatory compliance.

4. Nominee Director

Definition: A nominee director is appointed by a specific shareholder, creditor, or
regulatory body to represent their interests in a companyâ??s board. They are common
in joint ventures, private equity investments, and state-owned enterprises.

Who Appoints Nominee Directors?

Investors (e.g., Private Equity firms, Venture Capitalists) to safeguard their financial
stake.
Lenders/Banks to oversee debt repayment compliance.
Government Authorities to regulate industries like telecom and defense.

Roles & Responsibilities:
â?? Represent the interests of the appointing party.
â?? Monitor the companyâ??s financial health and compliance.
â?? Act in good faith for the overall company benefit (not just for their appointing entity).

Legal Considerations:

While nominee directors must consider their appointing entityâ??s interests, they
cannot act solely in favor of one stakeholder at the expense of others.
If nominee directors act against corporate governance norms, they can be legally
liable for misconduct.

Key Takeaways

1. Directors are the backbone of corporate governance, ensuring ethical
business practices and shareholder protection.

2. The board of directors is a mix of executive and non-executive roles,
ensuring a balance between management execution and independent
oversight.
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3. Different types of directors serve distinct rolesâ??executive directors run
the company, while non-executive and independent directors provide
accountability.

4. Nominee directors are appointed by specific stakeholders but must act in
the companyâ??s best interests as a whole.

This structured hierarchy prevents corporate mismanagement, fraud, and
governance failures while promoting ethical business practices.

Executive vs. Non-Executive Directors: Core Differences

A companyâ??s board of directors is responsible for steering its strategic direction,
ensuring compliance with laws, and maintaining accountability to shareholders. Within the
board, executive directors (EDs) and non-executive directors (NEDs) play distinct
but complementary roles. Their differences impact corporate governance, decision-
making, and financial and legal responsibilities.

Key Differences in Responsibilities

1. Operational Involvement
Executive directors are deeply involved in running the business, overseeing daily
operations, and ensuring goals are met.
Non-executive directors are not involved in daily management; instead, they
assess and guide business strategy from an external perspective.

2. Decision-Making & Strategic Influence
Executive directors formulate, execute, and oversee business strategies.
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Non-executive directors question, advise, and challenge decisions to ensure
they align with shareholder and stakeholder interests.

3. Independence & Oversight
Executive directors, being part of management, may have biases and personal
interests in company decisions.
Non-executive directors bring independent judgment, ensuring that
executives act in the companyâ??s best interest rather than personal gain.

4. Governance & Compliance Role
Executive directors focus on implementing business plans, while non-executive
directors ensure compliance with governance regulations and ethical standards.
Non-executive directors also oversee audit, risk, and remuneration
committees to prevent mismanagement and conflicts of interest.

5. Reporting & Accountability
Executive directors report to the board and shareholders on company
performance.
Non-executive directors hold executives accountable, ensuring transparency
in decision-making and corporate conduct.

Example Case Study: Corporate Governance in Action

The Collapse of Enron (2001): A Governance Failure

The downfall of Enron Corporation was a result of poor governance, unethical
accounting practices, and lack of effective board oversight.

Failure of Executive Directors: Enronâ??s executives engaged in fraudulent
accounting to hide financial losses, misleading shareholders.
Weak Non-Executive Oversight: The non-executive directors failed to detect
financial irregularities, highlighting the need for strong independent board
members to prevent fraud and mismanagement.

Lesson: Effective corporate governance requires a balance between executive action and
independent oversight. Non-executive directors must actively challenge executive
decisions to ensure ethical and legal compliance.
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Legal and Regulatory Distinctions

The legal and regulatory framework governing executive and non-executive directors
varies across jurisdictions but generally focuses on appointment processes,
governance compliance, and fiduciary duties. Understanding these differences is
crucial for board members, corporate stakeholders, and investors to ensure transparency,
accountability, and corporate integrity.

3.1 Appointment Process

The method of appointing executive and non-executive directors differs based on their
roles and responsibilities.
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Executive Directors (EDs)

â?? Hired as Employees: Executive directors are often full-time employees of the
company and receive salaries, benefits, and performance-based incentives.
â?? Appointed by Shareholders or Board: The appointment is typically made through
board resolutions or shareholder approval in general meetings, as per corporate law
requirements.
â?? Employment Contract: Unlike non-executive directors, executive directors have an
employment contract outlining their duties, salary, and termination conditions.

Example (India): Section 196 of the Companies Act, 2013 states that a managing
director or whole-time director must be appointed with shareholder approval and cannot
serve beyond five years without renewal.

Non-Executive Directors (NEDs)

â?? Appointed Through Board Selection: NEDs are usually nominated by the
nomination and remuneration committee (NRC) of the board and must be formally
approved by shareholders in a general meeting.
â?? Independent Appointment Process: Independent NEDs (who have no financial ties
to the company) undergo additional scrutiny to ensure they bring unbiased oversight.
â?? Fixed Tenure: Many corporate laws impose a fixed term for independent NEDs to
maintain board independence.

Example (UK): The UK Corporate Governance Code requires that non-executive
directors be appointed based on merit, skills, and experience to maintain board
diversity and independence.

Key Difference:

Executive directors are appointed as employees, while non-executive directors are
chosen for their governance and oversight expertise.

3.2 Governance Framework & Compliance

Each country has specific laws and regulations that outline the roles, responsibilities,
and governance obligations of directors.

India: Companies Act, 2013 & SEBI (LODR) Regulations

Companies Act, 2013:

MEDA FOUNDATION
Managed EcoSystem Development Agenda. Let's change the world, one person at a time.

MEDA Foundation

Page 12 Ramesh Meda
Connect with us - 9945784021 2025/02/16

Executive vs. Non-Executive Directors: The Power, The Risks, and The Legal Consequences



Section 149: Mandates a minimum of one-third independent directors for
listed companies.
Section 166: Imposes fiduciary duties on directors, requiring them to act in
good faith and in the companyâ??s best interest.

SEBI (Listing Obligations and Disclosure Requirements â?? LODR)
Regulations:

Ensures board independence, financial disclosures, and risk
management practices for listed companies.
Mandates a majority of independent directors on audit and risk
management committees.

USA: Sarbanes-Oxley Act (SOX) & SEC Regulations

Sarbanes-Oxley Act, 2002 (SOX): Introduced after corporate scandals (Enron,
WorldCom) to enforce stricter financial oversight.

Requires publicly traded companies to have a majority of independent
directors on audit committees.
Imposes criminal liability on executives for fraudulent financial reporting.

SEC Regulations:
Directors must disclose conflicts of interest and executive compensation
policies.

UK: Companies Act, 2006 & UK Corporate Governance Code

Companies Act, 2006:
Section 172: Directors must act in a way that promotes the companyâ??s
success while considering stakeholders (employees, suppliers, and the
environment).
Section 175: Directors must avoid conflicts of interest and disclose personal
interests in company matters.

UK Corporate Governance Code:
Requires independent non-executive directors to be actively involved in
strategy, risk oversight, and CEO succession planning.

Key Difference:

Executive directors are responsible for compliance in operations, while non-
executive directors ensure compliance through oversight and governance.
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3.3 Fiduciary Duties and Responsibilities

Directors have fiduciary duties to act in the companyâ??s and shareholdersâ?? best
interests. These duties apply to both executive and non-executive directors, though the
manner of enforcement differs.

1. Duty of Care

â?? Directors must act prudently, diligently, and in an informed manner when
making decisions.
â?? Failure to exercise due diligence can lead to legal action for negligence.

Example (USA): Under Delaware corporate law, directors must show that their
decisions were made on an informed and rational basis (Business Judgment Rule).

2. Duty of Loyalty

â?? Directors must prioritize the companyâ??s interests over personal gains.
â?? Avoiding conflicts of interest, insider trading, and self-dealing is critical.

Example (India): Section 166(4) of the Companies Act, 2013 states that a director
must not involve himself in a situation where he has a direct or indirect interest
that conflicts with the companyâ??s interest.

3. Duty of Good Faith

â?? Directors must act honestly, ethically, and in the best interests of stakeholders
.
â?? Misuse of position for personal gain or fraudulent activities can lead to civil and
criminal penalties.

Example (UK): The UK Companies Act, 2006 (Section 174) mandates that directors
act in good faith and in the companyâ??s long-term interest, considering the impact
on employees, customers, and the environment.

Key Takeaways

1. Appointment Process:
Executive directors are appointed as employees, whereas non-executive
directors are appointed to provide independent oversight.

2. Governance & Compliance:
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India (Companies Act, 2013) mandates independent directors for listed
companies.
USA (Sarbanes-Oxley Act) holds executives criminally liable for fraud.
UK (Companies Act, 2006) imposes strict fiduciary duties on all directors.

3. Fiduciary Duties:
Duty of Care: Directors must act prudently.
Duty of Loyalty: Avoid conflicts of interest.
Duty of Good Faith: Uphold ethical and legal responsibilities.

By understanding these distinctions, businesses can build strong governance
frameworks that ensure ethical leadership, legal compliance, and long-term
sustainability.

How to have fewer meetings. In our current normal, even quickâ�¦ | by Sam Stone | Medium

Financial Aspects: Salary, Compensation, and Benefits

Compensation structures for executive directors (EDs) and non-executive directors
(NEDs) differ significantly due to their distinct roles in corporate governance. While EDs
receive salaries and performance-based incentives, NEDs are compensated for their
oversight duties, typically through fixed fees and sitting allowances. This section explores
salary structures, benefits, and tax implications for both types of directors.

4.1 Executive Directors (EDs)

1. Salary Structure

Executive directors receive a structured compensation package that includes:
â?? Fixed Salary: A monthly or annual base salary determined by employment contracts
and company policies.
â?? Bonuses: Performance-linked bonuses based on individual and company
performance.
â?? Incentives: Variable pay tied to financial goals such as revenue, profit growth, or
return on investment (ROI).

Example (India): Under Section 197 of the Companies Act, 2013, the total
managerial remuneration cannot exceed 11% of net profits, with individual EDs earning
a maximum of 5% if there is only one managing director.

2. Equity and Stock Options
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â?? Stock Options (ESOPs â?? Employee Stock Ownership Plans): Executive
directors often receive equity-based compensation to align their interests with
shareholders.
â?? Restricted Stock Units (RSUs): Shares granted to EDs with vesting conditions
based on tenure or performance.
â?? Performance Share Plans (PSPs): Shares awarded based on key performance
indicators (KPIs).

Example (USA): Public companies offer stock-based compensation as per SEC
guidelines to retain and motivate executives.

3. Retirement Benefits and Severance Pay

â?? Provident Fund & Pension Plans: Some companies contribute to retirement
benefits for EDs.
â?? Severance Pay (Golden Parachutes): Compensation paid if an ED is terminated
due to mergers, acquisitions, or restructuring.
â?? Non-Compete Clauses: Many EDs receive compensation for agreeing not to join
competitors after leaving the company.

Example (UK): The UK Corporate Governance Code discourages excessive severance
pay, recommending a one-year salary cap unless otherwise justified.

4.2 Non-Executive Directors (NEDs)

1. Fixed Annual Fees

â?? NEDs receive a fixed remuneration based on their time commitment and board
responsibilities.
â?? Compensation may vary for independent directors, committee chairs, and
senior board members.

Example (India): Under SEBI (LODR) Regulations, independent directorsâ?? fees must
be reasonable and not linked to company performance.

2. Sitting Fees for Attending Meetings

â?? NEDs receive sitting fees for attending board and committee meetings.
â?? Fees are subject to legal limits in many jurisdictions.
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Example (India): Companies Act, 2013 caps sitting fees at â?¹1 lakh per meeting for
large public companies.

3. Stock Options and Equity Compensation

â?? Some jurisdictions allow NEDs to receive stock-based compensation, while others
prohibit performance-linked pay to maintain independence.
â?? In India, independent directors cannot be granted stock options but may receive
profit-linked commissions.

Example (USA): NEDs of publicly listed companies can receive stock options and
deferred stock units to align their interests with shareholders.

4. Restrictions on Performance-Linked Compensation

â?? NEDs must remain impartial, so most governance codes restrict them from receiving
bonuses, commissions, or profit-based incentives.
â?? This prevents conflicts of interest and ensures objective decision-making.

Example (UK): The UK Corporate Governance Code prohibits NEDs from receiving
variable pay or stock options linked to performance.

4.3 Tax Implications

1. Taxation of Compensation for EDs vs. NEDs

â?? Executive Directors: Compensation is taxed as salary income, subject to income
tax, social security contributions, and employee benefits taxation.
â?? Non-Executive Directors: Fees and sitting allowances are usually taxed as
professional income or directorâ??s fees, sometimes subject to withholding tax.

Example (India): Under Section 194J of the Income Tax Act, NEDsâ?? remuneration is
subject to 10% TDS (tax deducted at source) if classified as professional fees.

2. Corporate Tax Deductibility of Director Remuneration

â?? In most jurisdictions, companies can deduct director compensation as a business
expense for corporate tax purposes.
â?? However, excessive executive compensation may be subject to regulatory
scrutiny.
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Example (USA): The Tax Cuts and Jobs Act (2017) limits tax deductions for executive
pay exceeding $1 million per year for top officers in publicly traded companies.

Key Takeaways

1. Executive Directors (EDs) Receive:
Fixed salaries, bonuses, and stock options.
Performance-based incentives.
Retirement and severance benefits.

2. Non-Executive Directors (NEDs) Receive:
Fixed annual fees and sitting allowances.
Limited or no performance-based compensation.
Stock options in some jurisdictions, but with restrictions.

3. Taxation & Deductibility:
EDsâ?? salaries are taxed as employment income, while NEDsâ?? fees may
be taxed as professional income.
Companies can deduct director compensation for corporate tax purposes,
but excessive executive pay faces scrutiny.

A well-structured compensation policy ensures fair remuneration, board
independence, and corporate accountability, leading to sustainable governance.

Liability and Legal Risks: Can Personal Property Be Attached?

A crucial concern for directorsâ??both executive and non-executiveâ??is their legal
liability in case of corporate wrongdoing. While corporate law generally protects
directors from personal liability, there are circumstances where their personal
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assets can be attached if they are found guilty of fraud, negligence, or breach of duty.

This section explores the extent of liability, cases where directors have faced personal
penalties, and how independent directors can safeguard themselves from legal risks.

5.1 Personal Liability in Case of Corporate Fraud

Executive Directors (EDs)

Higher liability due to active decision-making

â?? Direct accountability: Executive directors (EDs) are responsible for day-to-day
operations and strategic decisions. If fraud, negligence, or misconduct occurs under
their leadership, they can be held personally liable.
â?? Attachment of personal assets: In cases of financial fraud, regulatory violations, or
mismanagement, courts can pierce the corporate veil and seize personal property,
bank accounts, and other assets.
â?? Criminal liability: EDs may face imprisonment, fines, and lifetime board bans if
found guilty of intentional fraud or violations of corporate governance laws.

Example (India): Under Section 447 of the Companies Act, 2013, fraud by a director
can result in imprisonment (up to 10 years) and fines up to three times the
amount involved.

â?? Liability under tax laws: If a company evades taxes, EDs can be held personally
responsible for unpaid dues.
â?? Environmental and workplace safety violations: Directors can be prosecuted
under laws like the Environment Protection Act or Factories Act for failing to prevent
corporate harm.

Case Study (India): In the Satyam scandal (2009), Chairman Ramalinga Raju was
held personally liable for financial fraud, leading to his arrest and confiscation of
assets.

Non-Executive Directors (NEDs)

Limited liability, but not fully immune

â?? Governance oversight but no operational control: Non-executive directors
(NEDs) do not handle daily business activities, so their liability is limited to governance
failures.
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â?? Can be held accountable if negligence is proven: If an NED fails to act on clear
warning signs of financial mismanagement or fraud, they can be sued.
â?? Legal protection if due diligence is proven: Courts often exempt independent
directors if they can prove that they exercised proper due diligence.

Example (India): SEBIâ??s LODR Regulations protect independent directors if they
can show that they acted in good faith and raised concerns when necessary.

â?? Safe harbor provisions: Some countries provide â??safe harborâ?�  protections
for NEDs, meaning they cannot be held liable unless gross negligence is proven.

Example (UK): Under the UK Companies Act, 2006, independent directors are
protected unless they willingly participated in wrongdoing.

â?? Criminal liability in extreme cases: If an NED is complicit in fraud or money
laundering, they can face criminal charges and asset seizure.

Case Study (USA): In the Enron scandal (2001), NEDs were sued for failing to
prevent corporate fraud, leading to massive financial penalties.

5.2 Cases Where Directors Faced Personal Penalties

1. Satyam Scandal (India, 2009)

â?? What happened?: Satyam Computersâ?? Chairman Ramalinga Raju manipulated
financial records, inflating profits by $1.47 billion.
â?? Liability of Directors: Executive directors, including Raju, were arrested and had
their assets seized.
â?? Lessons for NEDs: The independent directors escaped liability as they proved lack
of involvement in fraud but faced reputation damage.

2. Enron Scandal (USA, 2001)

â?? What happened?: Enronâ??s leadership manipulated financial statements and
hid debts in off-balance-sheet entities.
â?? Liability of Directors: CEO Jeffrey Skilling and Chairman Ken Lay were sentenced
to long prison terms.
â?? Lessons for NEDs: Some non-executive directors were sued for negligence, leading
to heavy personal financial settlements.

3. IL&FS Crisis (India, 2018)
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â?? What happened?: Infrastructure Leasing & Financial Services (IL&FS) collapsed due
to fraudulent lending practices.
â?? Liability of Directors: The government dismissed the entire board and held the
EDs accountable for financial mismanagement.
â?? Lessons for NEDs: Independent directors claimed they were misled but faced
public scrutiny for failing in governance oversight.

How Independent Directors Can Protect Themselves from Liability

â?? Diligent Oversight: Attend meetings, ask tough questions, and challenge executive
decisions when necessary.
â?? Record Objections in Minutes: If a decision appears unethical, NEDs must
document their objections in board minutes.
â?? Obtain Directors & Officers (D&O) Liability Insurance: This protects directors
from personal financial loss due to lawsuits.
â?? Seek Legal & Compliance Advice: Regularly consult legal professionals to ensure
compliance with regulations.

Key Takeaways

1. Executive Directors (EDs) have higher liability:
Can be held personally responsible for fraud, negligence, and tax violations.
Courts can attach personal property if they are found guilty.

2. Non-Executive Directors (NEDs) have limited liability:
Not liable for operational failures but can be sued for governance failures.
Protected if they prove due diligence.

3. Personal liability cases:
Satyam (India): EDs faced jail time, NEDs faced reputation risk.
Enron (USA): EDs imprisoned, NEDs paid huge fines.
IL&FS (India): EDs removed, NEDs under scrutiny.

4. Protection strategies for independent directors:
Document objections in board meetings.
Get D&O insurance to safeguard personal wealth.
Exercise strong oversight to prevent fraud.

By understanding legal risks and liabilities, directors can make informed decisions,
protect their personal assets, and uphold corporate governance standards.
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Conflicts of Interest and Multi-Company Directorships

One of the most debated topics in corporate governance is whether directorsâ??both
executive and non-executiveâ??can serve on multiple company boards. While multi-
company directorships can enhance expertise sharing and networking, they also
create conflicts of interest and concerns about director effectiveness.

This section explores the restrictions, legal limits, disclosure requirements, and
conflict of interest policies for executive and non-executive directors serving on
multiple boards.

6.1 Can Directors Serve on Multiple Boards?

Executive Directors (EDs)

â?? Restrictions due to full-time employment:

Since EDs are deeply involved in day-to-day operations, most corporate laws restrict
them from holding too many board positions elsewhere.
Serving on multiple boards could result in conflicts of interest, divided attention,
and regulatory violations.

â?? Allowed to serve as NEDs in other companies with board approval:

EDs can sometimes serve as non-executive directors (NEDs) in other companies,
provided they receive approval from their primary companyâ??s board.
In such cases, they must ensure no conflict of interest exists between the two
companies.

Example (India): Under Section 165 of the Companies Act, 2013, an ED cannot be a
director in more than 20 companies, and out of these, only 10 can be public
companies.
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â?? Industry-specific restrictions:

Some industries (e.g., banking, financial services, defense) impose stricter rules to
prevent insider trading and governance issues.

Example (USA): The Sarbanes-Oxley Act (SOX) discourages CEOs and CFOs from
holding directorships in competing firms due to confidentiality risks.

Non-Executive Directors (NEDs)

â?? Generally permitted to hold multiple directorships:

Since NEDs do not manage daily business activities, they are often allowed to serve
on multiple boards to provide governance oversight.
However, they must balance commitments to avoid overboarding (holding too
many directorships).

â?? Legal limits on multiple directorships:

Many jurisdictions cap the number of directorships NEDs can hold.

Example (UK): The UK Corporate Governance Code states that NEDs should not take
on too many board positions if it affects their ability to diligently perform duties.

â?? Sector-specific restrictions:

In industries like banking, finance, and government-linked companies, NEDs
are restricted from serving on boards of competing firms.

Example (India â?? RBI Guidelines): A director in one bank cannot hold a directorship
in another bank to prevent conflicts of interest in lending and investment decisions
.

â?? Independent Directors (Special Case):

Independent directors have stricter limits since their role is to provide unbiased
oversight.
If they sit on too many boards, their independence may be compromised.

Example (India â?? SEBI LODR Regulations):

An independent director cannot serve in more than 7 listed companies.
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If they are also a full-time executive in another company, they can serve only in 3
other listed companies.

6.2 Disclosure Requirements for Multiple Directorships

Regulatory Norms in Different Countries

Most jurisdictions require directors to disclose their board positions to regulators,
shareholders, and the companies they serve.

Country Regulatory Framework Key Disclosure Requirement

India Companies Act, 2013 & SEBI
LODR

Directors must disclose all board
memberships annually.

USA SEC Regulations & SOX Act Public companies must disclose all
director roles in annual reports.

UK Companies Act, 2006 & UK
Corporate Governance Code

Directors must report conflicts of interest
and outside directorships.

Singapore SGX Listing Rules Independent directors must declare if
they hold excessive directorships.

â?? Annual and periodic disclosures:

Directors must submit declarations before accepting new board positions and
update them annually in corporate filings.

â?? Approval requirements:

Some companies require directors to seek board approval before joining another
companyâ??s board.

Conflict of Interest Policies and Ethical Considerations

â?? What is a Conflict of Interest?
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A conflict of interest arises when a directorâ??s outside board position affects their
ability to make impartial decisions in their primary company.
This is especially risky when directors serve in competing or related businesses.

â?? Key Conflict of Interest Scenarios:

Competing Companies: A director serving on the board of two rival firms may
gain inside information that could be misused.
Supplier-Customer Relationships: A director in a supplier company who also
sits on the board of a customer company could engage in favoritism.
Investor Representation: A nominee director representing a large shareholder
may push decisions that favor the investor but harm other shareholders.

â?? How Companies Handle Conflicts of Interest:

Mandatory Recusal: Directors with a conflict must recuse themselves from
discussions and decisions related to the conflicting interest.
Conflict of Interest Declarations: Many corporate governance codes require
directors to declare any potential conflicts upfront.
Ethical Codes and Policies: Companies often have internal conflict of interest
policies that directors must follow.

Example (USA â?? SEC Rules): Public companies must have a Conflict of Interest
Committee to ensure directors act in shareholdersâ?? best interests.

Key Takeaways

1. Executive Directors (EDs) have strict limits:
Cannot serve on multiple boards without approval.
Industry restrictions apply (e.g., banking, finance).
Risk of divided attention and conflicts of interest.

2. Non-Executive Directors (NEDs) have more flexibility:
Allowed to hold multiple board positions.
Subject to overboarding limits in many countries.
Must avoid serving on conflicting or competing companies.

3. Disclosure of Multiple Directorships is Mandatory:
Companies must report board memberships to regulators.
Directors must declare conflicts of interest.
Some jurisdictions require board approval for new roles.
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4. Conflicts of Interest Must Be Managed:
Directors must recuse themselves from discussions where they have conflicts.
Strict governance rules prevent favoritism and unethical behavior.
Ethical guidelines ensure directors act in the best interests of all
shareholders.

By maintaining clear disclosure, ethical governance, and conflict resolution
policies, companies can balance the benefits and risks of multi-company
directorships, ensuring that directors remain effective and accountable.

Role in Corporate Risk Management and Compliance

Effective risk management and compliance are at the heart of corporate governance.
Both executive directors (EDs) and non-executive directors (NEDs) play a critical
role in ensuring that companies operate ethically, mitigate risks, and comply with legal
and regulatory frameworks.

This section explores how directors contribute to corporate governance,
whistleblower protection, and risk oversight, with real-world examples of corporate
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failures due to weak board oversight.

7.1 How EDs and NEDs Ensure Ethical Governance

Executive Directors (EDs): Direct Risk Management and Compliance
Implementation

â?? Responsible for Day-to-Day Risk Management

EDs oversee financial, operational, cybersecurity, and legal risks.
They implement internal controls and corporate policies to manage these risks
effectively.

â?? Develop and Enforce Compliance Programs

Ensure adherence to anti-bribery, anti-corruption, and financial reporting laws
.
Implement fraud detection systems to prevent financial misconduct.

â?? Regulatory Compliance and Legal Risk Management

Work closely with legal and compliance teams to ensure adherence to corporate
laws.
In high-risk industries (e.g., banking, pharmaceuticals, energy), EDs must ensure
compliance with sector-specific regulations.

â?? Crisis Management and Business Continuity

Lead response strategies for financial downturns, cybersecurity threats, and legal
issues.
Ensure the company has insurance and contingency plans for major risks.

Non-Executive Directors (NEDs): Oversight and Governance Risk Mitigation

â?? Independent Oversight on Risk and Compliance

NEDs monitor the effectiveness of corporate risk management frameworks.
Challenge executive decisions that may expose the company to unnecessary risks.

â?? Audit and Risk Committees
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NEDs serve on audit, risk, and ethics committees, which oversee financial
integrity and governance policies.
They ensure financial statements are accurate and internal audits are properly
conducted.

â?? Ensuring Board Independence

Independent NEDs challenge conflicts of interest and ensure fair decision-
making.
Prevent dominant shareholders or EDs from engaging in fraudulent activities.

â?? Holding EDs Accountable

NEDs review and assess executive performance based on ethical governance
and risk management.
If EDs fail in compliance, NEDs can recommend their removal.

Example (India): Under SEBI LODR Regulations, independent directors must certify
that a companyâ??s risk management policies are effective and aligned with
shareholdersâ?? interests.

7.2 The Importance of Whistleblower Policies

A whistleblower policy enables employees, directors, and stakeholders to report
misconduct anonymously and without fear of retaliation.

â?? Encourages Ethical Business Conduct

Protects companies from fraud, corruption, financial misstatements, and
regulatory violations.
Helps maintain stakeholder trust and investor confidence.

â?? Legal Requirements for Whistleblower Protection

India: Companies Act, 2013 (Section 177) mandates whistleblower policies for
listed companies.
USA: Sarbanes-Oxley (SOX) Act protects whistleblowers and penalizes companies
that retaliate against them.
UK: The Public Interest Disclosure Act protects employees reporting misconduct.

â?? The Role of Directors in Whistleblower Protection
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EDs must set up reporting mechanisms (e.g., hotlines, anonymous reporting
platforms).
NEDs must ensure whistleblower complaints are investigated independently
and protect whistleblowers from retaliation.

Example (Enron Scandal, USA): Whistleblower Sherron Watkins, an Enron employee,
alerted the board to accounting fraud, but the company ignored her warnings, leading
to its collapse.

â?? Strengthening Whistleblower Programs

Establish anonymity and confidentiality measures.
Train employees and directors on how to report misconduct.
Ensure that board audit committees oversee whistleblower complaints.

7.3 Examples of Corporate Failures Due to Weak Oversight

1. Enron (USA, 2001) â?? Board Negligence in Financial Fraud

â?? What went wrong?

Enron executives used accounting loopholes and off-the-books transactions to
hide debt and inflate profits.
The board failed to question financial irregularities and approved excessive
risk-taking.

â?? Outcome

The company collapsed in 2001, leading to shareholder losses of $74 billion.
Several executives, including CEO Jeffrey Skilling, were imprisoned.

â?? Lessons for Directors

NEDs must thoroughly review financial statements and challenge risky
decisions.
Companies must enforce whistleblower protections and ethical financial
reporting.

2. IL&FS Crisis (India, 2018) â?? Board Failure in Risk Management

â?? What went wrong?
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IL&FS, a major infrastructure lender, defaulted on loans due to financial
mismanagement and excessive borrowing.
The board ignored risk warnings and allowed executives to take on
unsustainable debt.

â?? Outcome

The Indian government dismissed the entire board and launched investigations
into financial fraud.
The companyâ??s failure disrupted the Indian financial system, impacting mutual
funds, banks, and investors.

â?? Lessons for Directors

Boards must have robust risk management policies to detect financial red flags
.
NEDs must challenge management decisions when they suspect excessive risk-
taking.

3. Yes Bank Crisis (India, 2020) â?? Weak Governance and Insider Favoritism

â?? What went wrong?

Yes Bankâ??s CEO and board approved risky lending to stressed companies,
ignoring internal risk warnings.
The board failed to act against insider favoritism and unethical loans.

â?? Outcome

RBI took control of Yes Bank in 2020 to prevent a financial collapse.
The CEO, Rana Kapoor, was arrested for financial mismanagement and money
laundering.

â?? Lessons for Directors

Independent directors must challenge excessive risk-taking in financial
institutions.
Audit committees must actively monitor lending practices and insider
transactions.

Key Takeaways
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1. Executive Directors (EDs) lead risk management:
Develop compliance frameworks and implement corporate policies.
Manage operational, financial, cybersecurity, and regulatory risks.

2. Non-Executive Directors (NEDs) provide oversight:
Ensure that management follows governance best practices.
Serve on audit, risk, and compliance committees to monitor financial
transparency.

3. Whistleblower protection is essential:
Ensures employees and stakeholders can report misconduct safely.
Companies must establish anonymous reporting systems and legal
safeguards.

4. Corporate failures highlight governance lapses:
Enron collapsed due to board negligence in financial fraud.
IL&FS failed because directors ignored risk warnings.
Yes Bank suffered due to weak governance and insider favoritism.

5. Directors must strengthen corporate governance:
Boards must challenge excessive risk-taking and review financial reports
critically.
Ethical governance ensures long-term corporate sustainability and
investor trust.

By fostering strong risk management, compliance policies, and ethical oversight,
directors can protect companies from financial crises, regulatory penalties, and
reputational damage.

10 Surprising Facts About Senior Living Executive Directors You May Not Know

Resignation, Removal, and Disqualification of Directors

The process of resignation, removal, and disqualification of directors is governed by
corporate laws and regulatory frameworks. It ensures that unethical, incompetent, or
unqualified individuals do not continue in board positions, thereby protecting
shareholders, employees, and other stakeholders.

This section explores:
â? How directors can resign and their legal obligations.
â? Grounds for removal of executive and non-executive directors.
â? Disqualification criteria under corporate law and its consequences.
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8.1 Resignation Process

Legal Process for Director Resignation

â?? Submission of a Formal Resignation Letter

Directors must submit a written resignation to the board.
The letter should specify reasons for resignation (optional but recommended for
transparency).

â?? Board Acknowledgment and Acceptance

The board reviews and records the resignation in meeting minutes.
The resignation is effective either immediately or as per the notice period
specified in the companyâ??s bylaws.

â?? Regulatory Filing Requirements

Companies must inform regulatory authorities about a directorâ??s resignation
within a specified period.
India: As per the Companies Act, 2013 (Section 168), the company must file
Form DIR-12 with the Ministry of Corporate Affairs (MCA) within 30 days.
USA: Public companies must disclose director resignations to the Securities and
Exchange Commission (SEC).
UK: Companies must report changes to Companies House within 14 days.

â?? Handing Over Responsibilities

Outgoing directors must ensure a smooth transition of duties to avoid disruption.
If the resignation is due to corporate governance concerns, directors should
escalate issues to regulators or shareholders.

â?? Liability Post-Resignation

Resigning does not absolve a director of liabilities for misconduct committed
while in office.
Directors may still face legal action, regulatory scrutiny, and penalties if found
guilty of governance failures.

8.2 Grounds for Removal of Directors
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How Can Directors Be Removed?

A director may be removed for reasons such as corporate misconduct, non-
performance, conflicts of interest, or failure to fulfill fiduciary duties. The removal
process varies based on whether the director is executive or non-executive.

8.2.1 Removal of Executive Directors (EDs)

â?? Terminated by Shareholders or the Board

EDs serve as employees, and their removal follows employment termination
procedures.
Can be removed by a board resolution or shareholder vote.

â?? Dismissal for Cause (Misconduct or Non-Performance)

If an ED is involved in fraud, mismanagement, or breach of fiduciary duties, the
board may terminate them with immediate effect.
In India, as per Section 169 of the Companies Act, 2013, shareholders can pass
an ordinary resolution to remove a director before their term expires.

â?? Resignation vs. Forced Exit

Some EDs choose to resign voluntarily to avoid a public dismissal that could
damage their reputation.

8.2.2 Removal of Non-Executive Directors (NEDs)

â?? Removal by Shareholders or the Board

NEDs serve in an independent advisory capacity, but they can be removed if they
fail to fulfill governance responsibilities.
In listed companies, SEBI mandates that removal of independent directors
requires a special resolution by shareholders.

â?? Loss of Independence

If an independent NED starts engaging in conflicts of interest, lobbying for
executive decisions, or personal financial dealings with the company, they
can be removed.

â?? Regulatory Non-Compliance
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If a company is found guilty of financial fraud or unethical practices, regulators
can force the removal of directors.

â?? Resignation to Avoid Legal Consequences

NEDs may choose to resign preemptively if they foresee legal trouble.
This was evident in the IL&FS financial crisis, where several independent directors
resigned before the company collapsed to distance themselves from wrongdoing.

8.3 Disqualification Under Corporate Law

Certain legal and ethical violations can permanently or temporarily disqualify a
person from holding a director position in any company.

8.3.1 Common Reasons for Disqualification

â?? Fraudulent Activities and Financial Misconduct

Directors found guilty of corporate fraud, insider trading, or money laundering
face immediate disqualification.
Example: In India, Rana Kapoor (ex-CEO of Yes Bank) was disqualified from
holding any directorship due to fraud allegations.

â?? Conflict of Interest Violations

Engaging in related-party transactions for personal gain without disclosure can
result in disqualification.
Example: Directors of Satyam Computers (India) were banned after an
accounting fraud scandal in 2009.

â?? Failure to Meet Governance and Compliance Obligations

Directors who fail to file financial statements, annual reports, or tax returns
for consecutive years can be disqualified.
India: Under Section 164(2) of the Companies Act, 2013, directors of a company
that has not filed financial statements for three consecutive years are barred
from directorships for five years.

â?? Conviction for Criminal Offenses
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Directors convicted of moral turpitude crimes (e.g., bribery, corruption,
forgery, tax evasion) are automatically disqualified.
UK: The Company Directors Disqualification Act, 1986 bans directors convicted
of corporate crimes for up to 15 years.

â?? Bankruptcy and Financial Insolvency

Directors who are declared bankrupt cannot hold board positions until they are
discharged.
Example: Under the US Bankruptcy Code, bankrupt individuals cannot serve as
directors in public companies.

8.3.2 Consequences of Disqualification on Future Directorships

ð??¨ Immediate Removal from Current Positions

Once disqualified, a director must step down from all boards they serve on.

ð??¨ Ban from Holding Director Roles

Depending on the severity of the offense, disqualification may last 5 to 15 years
or even permanently.

ð??¨ Criminal and Financial Penalties

Some jurisdictions impose fines, imprisonment, or financial restitution on
disqualified directors.

ð??¨ Reputational Damage

Professional credibility is destroyed, making it difficult for the individual to
secure board roles in the future.

Example:
In the Nirav Modi-PNB fraud case (India, 2018), several directors linked to the fraud
were banned from corporate positions and faced criminal prosecution.

Key Takeaways

â? Resignation is a structured legal process
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Directors must formally resign, ensure smooth handovers, and comply with
regulatory filings.
Resignation does not absolve past liabilities.

â? Directors can be removed for misconduct or non-performance

EDs can be terminated by the board.
NEDs can be removed if independence is compromised.

â? Disqualification permanently impacts corporate careers

Directors involved in fraud, compliance failures, or financial mismanagement
face bans and legal action.
Some cases may lead to criminal prosecution and imprisonment.

â? Directors must uphold corporate ethics and governance best practices

Avoid conflicts of interest, fraudulent activities, and governance failures.
Ensure transparent and ethical decision-making to protect stakeholders and
corporate reputation.

By understanding these rules, directors can protect themselves from legal risks and
contribute to ethical corporate governance.

Practical Considerations for Aspiring Directors

MEDA FOUNDATION
Managed EcoSystem Development Agenda. Let's change the world, one person at a time.

MEDA Foundation

Page 36 Ramesh Meda
Connect with us - 9945784021 2025/02/16

Executive vs. Non-Executive Directors: The Power, The Risks, and The Legal Consequences



Stepping into a directorâ??s roleâ??whether as an Executive Director (ED) or a
Non-Executive Director (NED)â??requires careful planning, the right qualifications, and
an understanding of corporate governance principles.

This section explores:
â? How executives can transition into non-executive roles.
â? Qualifications and skills needed for each role.
â? Best practices for effective corporate governance.

9.1 Transitioning from an Executive to a Non-Executive Role

Many senior executives eventually seek non-executive positions to leverage their
expertise in a strategic advisory role rather than an operational one. However, the
transition is not automatic and requires a shift in mindset, skill set, and
responsibilities.

Steps to Transition from an ED to an NED Role

â?? Build Governance Experience

Gain experience in corporate governance, compliance, and risk management.
Serve on internal committees (audit, risk, compliance, or strategy
committees) before moving into an NED role.

â?? Develop an Independent Mindset

Shift focus from execution to oversight.
Learn how to challenge executive management without interfering.

â?? Expand Industry Networks

Build relationships with investors, regulators, and corporate governance
experts.
Join professional director associations (e.g., Institute of Directors (IoD),
National Association of Corporate Directors (NACD)).

â?? Obtain Board-Level Certification

Many regulators and governance bodies require formal certification for NEDs.
Examples:

UK: Chartered Director Qualification from IoD.

MEDA FOUNDATION
Managed EcoSystem Development Agenda. Let's change the world, one person at a time.

MEDA Foundation

Page 37 Ramesh Meda
Connect with us - 9945784021 2025/02/16

Executive vs. Non-Executive Directors: The Power, The Risks, and The Legal Consequences



India: Independent Directorsâ?? Database Training (SEBI-mandated).
USA: NACDâ??s Director Certification.

â?? Gain Experience in Advisory Roles

Start with advisory boards, industry panels, or corporate committees.
Seek board observer roles before becoming a full NED.

â?? Understand Legal and Fiduciary Responsibilities

NEDs must stay updated on corporate laws, compliance, and ethical
governance.
Attend corporate governance training programs to understand liability risks.

9.2 Qualifications and Skills Required for Each Role

While technical expertise and industry knowledge are essential, directors also
need governance skills to navigate complex corporate structures.

9.2.1 Qualifications for Executive Directors

ð??? Educational Background:

MBA, CA, CFA, or other business/finance degrees (varies by industry).

ð??? Work Experience:

Senior management experience in operations, finance, strategy, or legal affairs
.

ð??? Key Skills Required:

Leadership & People Management.
Financial Acumen & Business Strategy.
Decision-Making & Crisis Management.

9.2.2 Qualifications for Non-Executive Directors

ð??? Educational Background:

No mandatory degree, but governance certifications add value.

ð??? Work Experience:

MEDA FOUNDATION
Managed EcoSystem Development Agenda. Let's change the world, one person at a time.

MEDA Foundation

Page 38 Ramesh Meda
Connect with us - 9945784021 2025/02/16

Executive vs. Non-Executive Directors: The Power, The Risks, and The Legal Consequences



Prior experience as a CEO, CFO, legal counsel, or strategy advisor is preferred.

ð??? Key Skills Required:

Governance & Compliance: Understanding of Companies Act, SEBI/SEC
regulations, and corporate governance codes.
Risk Management & Ethics: Ability to identify and mitigate corporate risks.
Stakeholder Management: Experience handling shareholders, regulators, and
independent committees.
Analytical & Critical Thinking: Ability to challenge executive management
constructively.

Tip: Many companies look for NEDs with diverse industry experience to bring fresh
perspectives to the board.

9.3 Best Practices for Corporate Governance

Regardless of whether a director is executive or non-executive, certain governance
best practices must be followed.

9.3.1 Ethical and Transparent Decision-Making

â?? Always act in the best interests of the company and stakeholders.
â?? Avoid conflicts of interest and disclose any personal financial dealings.
â?? Ensure transparent financial reporting and audits.

9.3.2 Risk Management and Compliance

â?? Stay updated on regulatory changes affecting corporate governance.
â?? Establish whistleblower policies to report fraud or misconduct.
â?? Encourage independent internal audits to strengthen accountability.

9.3.3 Board Diversity and Independence

â?? A strong board should have a mix of executive, non-executive, and independent
directors.
â?? Diversity in gender, age, industry experience, and functional expertise
improves decision-making.
â?? Regularly evaluate board performance and effectiveness.

9.3.4 Active Engagement with Shareholders
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â?? Maintain clear communication with investors and stakeholders.
â?? Ensure AGMs and board meetings are conducted transparently.
â?? Align corporate goals with shareholder expectations.

Example: The collapse of Enron and IL&FS was partly due to weak corporate
governance and board oversight. Learning from such failures is essential for directors.

Key Takeaways for Aspiring Directors

â? Transitioning from an ED to an NED requires a shift in mindset from
operations to oversight.
â? Directors must possess governance, risk management, and stakeholder
engagement skills.
â? Ethical decision-making, board independence, and transparency are key
pillars of effective governance.
â? Continuous learning and networking are essential for board success.

For those aspiring to be effective and responsible directors, continuous self-
education, corporate ethics, and governance training are essential.

Final Thought: Building a Sustainable Leadership Legacy

Great directors do not just manage companiesâ??they shape corporate legacies.
Whether as an executive or non-executive director, the ultimate goal is to drive
responsible business growth, ensure ethical governance, and protect
stakeholder interests.
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Conclusion

Corporate governance plays a crucial role in ensuring that businesses operate
transparently, ethically, and efficiently. The distinction between Executive Directors
(EDs) and Non-Executive Directors (NEDs) is essential in achieving a balanced
corporate structure, with EDs driving operational execution and NEDs providing
independent oversight.

Summary of Key Differences

Aspect Executive Directors (EDs) Non-Executive Directors
(NEDs)

Role & Responsibility Actively manage company
operations.

Provide oversight and
governance.
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Aspect Executive Directors (EDs) Non-Executive Directors
(NEDs)

Decision-Making Directly involved in strategic
execution.

Advisory role, challenging
executive decisions.

Financial
Compensation Salary, bonuses, stock options. Fixed fees, sitting fees,

limited stock options.

Liability & Legal
Risks

Highâ??personal assets may be
attached in fraud cases.

Lowerâ??protected if due
diligence is proven.

Regulatory
Compliance

Accountable for operational
decisions.

Ensures governance and
ethical compliance.

Multi-Company
Directorship Limited due to full-time role. Can serve on multiple boards

with disclosure.

Both EDs and NEDs are integral to corporate governance, and their collaboration ensures
that companies operate efficiently while safeguarding stakeholder interests.

Importance of Balanced Corporate Oversight

A strong corporate governance framework requires a balance between executive and
non-executive directors:

â? EDs drive innovation, revenue, and operations, ensuring business success.
â? NEDs provide an independent, objective perspective, preventing conflicts of
interest and protecting shareholder value.
â? Diverse, independent boards improve corporate decision-making and risk
management.

A weak governance structure can result in corporate scandals, financial
mismanagement, and legal consequencesâ??as seen in cases like Enron, IL&FS,
and Yes Bank.
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Role of Regulatory Bodies in Enforcing Compliance

To ensure accountability, regulatory authorities enforce laws and corporate
governance codes across jurisdictions:

ð??? India: Companies Act, 2013 & SEBI (LODR) Regulations
ð??? USA: Sarbanes-Oxley Act, SEC Regulations
ð??? UK: Companies Act, 2006 & UK Corporate Governance Code

Regulators require regular financial disclosures, board independence, and
compliance audits to prevent corporate misconduct.

Lesson: Directors must stay informed about evolving corporate laws to ensure
compliance and avoid liability.

Best Practices for Directors to Avoid Legal Risks

Regardless of role, all directors should follow governance best practices to minimize
risks and enhance accountability:

â?? Stay Updated on Corporate Laws & Regulations â?? Attend governance training,
legal workshops, and board certification programs.
â?? Maintain Independence & Integrity â?? Disclose conflicts of interest and uphold
ethical decision-making.
â?? Ensure Transparent Financial Reporting â?? Avoid financial misstatements or
fraudulent reporting.
â?? Encourage a Strong Whistleblower Policy â?? Enable employees to report
unethical practices without fear of retaliation.
â?? Diligently Review Board Materials â?? Ensure proper due diligence before making
board decisions.
â?? Proactively Engage with Stakeholders â?? Communicate transparently with
shareholders, regulators, and employees.

Directors who fail to uphold governance responsibilities can face legal penalties,
reputational damage, and disqualification.

Case Example: In the Satyam Scandal (India), directors failed to detect financial
fraud, leading to criminal charges and company collapse.

Call to Action: Support Ethical Corporate Governance & Financial Literacy
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Good corporate governance is not just about complianceâ??itâ??s about building
sustainable businesses that benefit society.

At MEDA Foundation, we work towards:
â? Promoting ethical corporate governance through financial literacy programs.
â? Educating aspiring directors and business leaders about their legal
responsibilities.
â? Empowering individuals to create self-sustaining ecosystems through
entrepreneurship and employment initiatives.

ð??? Donate or Participate in MEDA Foundationâ??s initiatives to promote
financial literacy and responsible leadership.

Book References & Further Reading

â??Corporate Governance: Principles, Policies, and Practicesâ?�  â?? Bob
Tricker.
â??Directorsâ?? Duties and Responsibilitiesâ?�  â?? Sally Wheeler.
â??The Independent Director in Societyâ?�  â?? Gerry Brown.
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