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Abstract

The fast shift to Artificial Intelligence (Al) into corporate governance has been a fundamental
change in the way decisions are made in boardrooms. The use of Al-powered systems, such
as predictive analytics, risk assessment tools, and strategic decision-support platforms, is
increasingly having an impact on top-level corporate decisions. Although these technologies
improve the efficiency and data-based accuracy, at the same time, they undermine the
traditional system of fiduciary responsibilities of directors, which is based on human
judgment, independence, and accountability.

The paper discusses the legal aspects of Al-assisted board decisions based on fiduciary
duties, specifically, fiduciary duty of care, fiduciary duty of loyalty, and fiduciary duty of
oversight. It examines the impact that relying on algorithmic systems has on the quality of the
reasonable director and considers to what degree the Business Judgment Rule ought to
defend Al-influenced decisions. Risks related to algorithmic opacities, bias, vendor reliance,
and data manipulation are also examined and the weakness of current doctrinal frameworks

to deal with these issues.

The paper goes on to conduct a doctrinal and comparative approach to assess regulatory
changes in major jurisdictions, such as the United States, United Kingdom, European Union,
and India. It claims that, although fiduciary obligations are theoretically sound, when it
comes to algorithmic governance, their implementation needs to be recalibrated. Specifically,
the paper suggests that an Al-informed duty of care with an emphasis on informed reliance,
active oversight, and accountability be recognized.
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The paper concludes that Al does not reduce the fiduciary responsibility but increases the
necessity of systematic forms of governance, more transparency, and clarity in regulation.
Corporate law can make sure that technological innovation does not become decoupled to
values of accountability and responsible governance by adjusting fiduciary norms to the

realities of Al-borne decision-making.
Introduction

The fast development of Artificial Intelligence (Al) has already started remaking the
principles of corporate governance and decision-making at the boardroom?. Conventionally,
the corporate boards have been using human experience, managerial experience, professional
consultants and deliberate thinking in making strategic and operational decision. The
directors are supposed to assess the risks, analyze the financial information, oversee the
compliance, and map the corporate long-term strategy by making informed and independent
decisions. Nevertheless, the growing use of Al-based applications both in the form of
predictive analytics tools and risk modeling systems to automated compliance solutions and

algorithmic forecasting systems, has radically reshaped the informational environment®.

The Al systems can handle large amounts of data at incomparable speeds and complexity to
human ability. They are able to determine patterns, model results, measure market risks and
also make recommendations that can influence large corporate decisions like mergers and
acquisitions, investment policies, executive compensation programs and ESG policies*. Since
corporations are including these technologies in governance procedures, Al is no longer a
matter of operational management, but instead a part of the deliberative functions within

boards.

Although this technological integration could lead to a higher efficiency, objectivity, and
precision on the basis of the data, it also brings up serious legal issues. Corporate law subjects
directors to fiduciary obligations, which are primarily the care, the loyalty, and the oversight

duties, to hold directors accountable and responsibly govern. These obligations are based on

human judgment, good faith, independent action and informed decision making?®.

2 Erik Brynjolfsson & Andrew McAfee, The Second Machine Age (2014).
3 Ajay Agrawal et al., Prediction Machines: The Simple Economics of Artificial Intelligence (2018).
4 W. Bradley Wendel, The Promise and Limitations of Artificial Intelligence in the Practice of Law, 72 Okla. L.
Rev. 21 (2019).
° Dana Remus & Frank Levy, Can Robots Be Lawyers?, 30 Geo. J. Legal Ethics 501 (2017).
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The conflict between the algorithmic help and the classical fiduciary rules is the center of this
question. The Al systems might be used as consultative instruments, yet they can also have a
strong impact on the strategic decisions. Accountability is further complicated by the lack of
transparency in algorithms, hidden bias, breaches to cybersecurity, and control of third-party
vendors. In instances where an Al-inspired move results in a corporate injury, it is legally
challenging to establish whether directors have met their fiduciary duties or not. The current
fiduciary doctrine has been established during the period when all actors were humans and it
is not explicitly related to the algorithmic involvement into the processes of governance.

This paper contends that Al does not destroy or reduce fiduciary duties, but it changes the
context within which they will be applied. The introduction of Al in boardroom discussions
requires the re-evaluation of the ways directors meet their duty of care, loyalty, and oversight.
Specifically, fiduciary norms need to be updated with the concepts of responsible
technological dependency, knowledgeable oversight of algorithmic systems, and greater
accountability to governance. Directors should not delegate to the algorithm, but, they need to
make sure that Al remains a tool that augments, but does not preclude, the independent and

reasoned judgment?®.

Research Purpose and Framework

This paper looks at the effects that Al-assisted board decision-making has on the
understanding and real-world implementation of the fiduciary duties of directors under
corporate law. It examines the possibility of the increasing dependence on algorithmic
systems changing the classic conception of the reasonable director test, especially in a place
where more and more sophisticated technological instruments are becoming accessible and
potent. The question also considers how far the Board of Judgment Rule must persist in
protecting the board ruling that have been materially informed by Al-based suggestions,
particularly in situations where algorithmic procedures are complicated (or opaque). Along
with it, this paper reflects on the issue of whether the current fiduciary beliefs are strong
enough to combat the new risks of algorithmic opaqueness, hidden prejudice, data security,
and reliance on third-party Al creators. Finally, the study evaluates the need to undertake the

recalibration of doctrines to create corporate governance models that match the realities of

& World Economic Forum, Corporate Governance in the Fourth Industrial Revolution (2019).
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Al-integrated decisions, or the possibility of relying on existing fiduciary frameworks to

evolve through interpretative evolution.

The paper also integrates a law-and-technology approach, as Al is a resource of information
and a possible source of governance risk. The paper examines the impact of technological
systems on accountability structures and, therefore, whether the fiduciary law needs
reinterpretation or refinement. The practice of leading jurisdictions in the area of corporate
law will also help in the context of the evaluation of new regulatory reactions and defining

best practices applicable to responsible Al regulation at the board level.
Conceptual Framework: Al in Corporate Governance.

Implementation of Artificial Intelligence in corporate governance demands a clear conceptual
idea of the technological tools to be employed and how they affect the deliberation in the
boardroom’. Al in this context is not about the complete replacement of directors with fully
autonomous corporate actors, but a continuum of algorithmic systems that support, inform,
and even greatly influence board-level decisions.8Before considering its implications of
fiduciary duties, it is critical to learn about the meaning, types, and functional roles of Al in

governance.
1. Al in Boardroom and its types

In the context of corporate governance, Al can be described as computational systems that

are able to process large amounts of data, detect patterns, make predictions, and

recommendations with minimal human oversight’. They are usually based on predictive

analytics, automated reasoning tools, natural language processing, and machine learning
models. Although Al itself does not have a legal personality or a separate authority, it is

becoming a very influential information intermediary in the board discussions.

Predictive analytics is one of the primary categories. These systems process data in the past
and present to predict upcoming trends, including market trends, customer trends, revenue
forecasts or supply chain breaks. Predictive analytics can be used by boards when making

decisions related to mergers and acquisitions, investment strategies, decisions about the

" OECD, Atrtificial Intelligence in Society (2019).
8 Jill E. Fisch, Artificial Intelligence and Corporate Decision-Making, 88 Fordham L. Rev. 2259 (2020).
% Brett H. McDonnell, Daniel Schwarcz & Anupam Chander, Artificial Intelligence and Corporate Governance,
73 Stan. L. Rev. 1471 (2021).
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commonality of capital, or long-term corporate planning. Predictive tools are able to control
the strategic direction to a great extent by providing probabilistic predictions and simulations

of scenarios.

A second group consists of risk assessment algorithms. These are tools that are meant to
identify, quantify and prioritize risks in the areas of operational, financial, cybersecurity and
regulatory risks. As an illustration, Al-powered risk dashboards can constantly scan in-house
business transactions of any fraud suggestions, risk credit assessment, or simulate exposure to
geopolitical volatility. Risk assessment tools that are Al-based are important in meeting the
governance obligation in an era when directors are expected to have a robust oversight,
especially after the developments in the judiciary that highlighted the need to monitor

responsibilities'®.

Third, automated compliance systems are used more and more in corporations. These systems
apply Al to check regulatory compliance, identify possible breaches and make sure that the
internal policies and external legal norms are observed. In the case of multinational
companies that have to deal with complex and changing regulatory processes, the Al-based
compliance monitoring will improve the efficiency comparing to the human approach and
will decrease the chances of a human mistake. These systems can monitor the requirements
of the data protection laws, anti-money laundering laws, environmental laws, or securities

disclosure laws.

Lastly, strategic decision support tools integrate several Al capabilities to support directors in
the overall discussion'!. Such platforms can combine financial modelling, competing
intelligence, ESG performance and real-time analytics to deliver combined recommendations.
Although they do not necessarily make a decision, their productions can greatly influence the
choices made to directors and affect the ultimate decision made by the board.

These Al systems can modify the informational ecosystem of governance in combination.

They broaden the breadth, velocity and richness of analysis that directors can possess, yet

10 K. Kelley, Codifying Command: Integrating Al into Corporate Boards, 17 U.C. Hastings Sci. & Tech. L.J.
(2026).
11 Cary Coglianese & David Lehr, Regulating by Robot: Administrative Decision Making in the Machine-
Learning Era, 105 Geo. L.J. 1147 (2017).
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also add complexity, technical incomprehensibility, and even addiction to algorithmic

resultst?.
2. Advisory or Autonomous Al assistance

The legal aspect of Al in corporate governance is largely related to the extent to which these
systems have power and control. On one side of the spectrum Al is used as a decision-support
tool. Within this advisory role, Al offers data-driven information, predictions, or ideas that

may be accepted, discarded, or changed by the directors following independent

consideration®3, In this case, Al is a kind of advanced professional advisor, similar to

financial advisers or lawyers, whose opinion will not substitute human decision-making.
Directors will evidently have fiduciary responsibility in such circumstances with a lack of

alternatives but to critically analyze any information presented.

Even in the highly technological world, it can be stated that there are apparent boundaries to
algorithmic governance. Al systems do not possess moral agency, legal responsibility, and
the ability to make fiduciary judgments. They work on the basis of programmed goals and
training information which can include biases or unfinished assumptions. Besides, most Al
systems can be regarded as black boxes, which complicates the interpretation or dispute of
their reasoning processes. This obscurity may compromise transparency and prevent any
serious control. Moreover, Al is unable to arbitrarily trade off competing interests of
stakeholders and make ethical decisions or act when faced with unexpected contextual factors
in a complex way directors should act.

In that regard, Al in corporate governance is better seen as an influential technological
intermediary, rather than a technological substitute to fiduciary judgment. The degree to
which directors depend, monitor and have a critical evaluation of such systems dictates
whether Al will positively or negatively affect adherence to fiduciary duties. It is necessary to
build this conceptual framework to assess the functioning of traditional principles of
corporate law in the age in which algorithmic decision-support systems become more

influential.

Classical Fiduciary Duties in the Corporate Law

12 Frank Pasquale, The Black Box Society: The Secret Algorithms That Control Money and Information (2015).
13 Solon Barocas & Andrew D. Selbst, Big Data’s Disparate Impact, 104 Calif. L. Rev. 671 (2016).
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The concept of corporate governance is rooted in the fiduciary duties that are applied to
directors. These responsibilities are aimed at making sure that the managers in the corporate
affairs are performing their duties with responsibility, good faith and in the best interest of
such a company. Even though the formulations of different jurisdictions differ in statistical
formulations, the fundamental principles of fiduciary duties include the duty of care, duty of
loyalty, and duty of oversight, which have remained fundamental. These responsibilities will
create legal norms on which the actions of the board will be evaluated and serve as the basis
of various dogmas on assessing the consequences of an Al-assisted decision-making

process*4,
1. Duty of Care

The duty of care enforces the obligation of the directors to fulfill their roles with diligence,
competence, and prudence which are similar to the carefulness, competence, and prudence
that an ordinary person would exercise under similar situations®®. It requires directors to make
sound decisions after they have conducted due deliberations and weighed the information
before them. The courts normally determine whether the directors had properly informed

themselves when making a decision and whether they were acting in a rational manner when

they were deciding among the alternatives at hand*®.

The criterion is not that of perfection but that of reasonableness. Directors are not supposed to
ensure successful outcomes; instead, they should prove that they used due care in the decision
making process. This involves analyzing documents that are relevant, seeking the advice of
the experts where appropriate, attending the board meetings and posing probing questions. It
is mostly procedural- are directors acting in accordance with a decent decision-making

process- and not substantive- does the decision turn out to be profitable?

An important protection that is provided by the duty of care under the doctrine is the Business
Judgment Rule (BJR)Y. This judicial principle assumes that the directors are acting in good
faith on an informed basis and in a good faith that they are making their decisions in the best
interests of the corporation. In cases where the rule is veiled, the courts avoid second-

guessing business decisions, even after such decisions have ended up losing. The BJR

14 Aronson v. Lewis, 473 A.2d 805 (Del. 1984).

15 Smith v. Van Gorkom, 488 A.2d 858 (Del. 1985).

16 Kamin v. Am. Express Co., 383 N.Y.S.2d 807 (Sup. Ct. 1976)

17 Stephen M. Bainbridge, The Business Judgment Rule as Abstention Doctrine, 57 Vand. L. Rev. 83 (2004).
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therefore accepts the uncertainty that exists in commercial risk-taking and insures directors

against hindsight bias.

Yet, the Business Judgment Rule presupposition is not an absolute one. The rebuttal can be
made in situations where plaintiffs can prove gross negligence, bad faith, inadequacy of
information or conflict of interests. This means that the duty of care not only forms an
instrument which seeks to relate to a standard of responsible behavior, but also forms a set of

guidelines against which the courts review board decisions.
2. Duty of Loyalty

The problem of duty of loyalty requires directors to put the interests of the corporation ahead
of their personal interests. It forbids self-dealing, conflicts of interest and abuse of corporate
opportunities or confidential information to the benefit of the individual®®. The duty of
loyalty, unlike the duty of care which deals with the issues of diligence and competence,

deals with the issue of integrity and fidelity to the corporation.

This duty revolves around conflict of interest. Directors have to declare any personal

financial interest in a transaction and must where necessary recuse themselves in

deliberations'®. Transactions with interested directors are more likely to be reviewed by the

courts and are likely to be overturned unless full disclosure is made, these transactions are

approved by disinterested directors or shareholders and shown to be fair to the corporation.

The principle of independence of judgment is also covered in the duty of loyalty. The
directors should be able to make independent and objective decisions without being
influenced by the controlling shareholders, third parties, and without being impacted by their
relations. Independence guarantees that corporate decisions are made on objective basis and
not on extraneous forces. The courts pay close attention to the cases when directors seem to

have edged off independent judgment or been influenced in an improper way.
3. Duty of Oversight

The oversight duty which is also referred to as the duty to monitor has become very
prominent in the contemporary corporate governance. It obliges directors to establish and

sustain any reasonable information and reporting systems so that the corporation can meet the

18 Guth v. Loft, Inc., 5 A.2d 503 (Del. 1939).
193, Kumar & N. Shah, Corporate Governance and Emerging Technologies: Legal Challenges in India, Indian
L. Rev. (2026).
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legal and regulatory requirements?. This obligation goes beyond the individual dealings to
include systemic observing of corporate behaviors.

The judicial trends have made it clear that directors can be found liable in situations whereby

there is a complete failure by the directors to establish reporting systems or when they

deliberately turn a blind eye to their red flags of misconduct?. Oversight duty involves

proper compliance program, internal control and risk management structure. With a surge in
the regulatory complexity and risk in the operations of corporations, monitoring of the board

has taken a center stage in fiduciary accountability??.

The tasks of risk management are a component of oversight. The directors should be able to
mark, evaluate, and avert material risks that might impact the corporation in a significant
way. These are financial risks, operational vulnerability, cybersecurity risks, and regulatory
exposure. Effective supervision requires no omniscience, but good faith in attempting to put
in place reasonable systems of supervision.

The three responsibilities of care, loyalty and oversight, are the most basic fiduciary structure
of corporate law. They place diligence, integrity, and accountability standards in place, which
direct board behavior. Any decision on Al-assisted decision-making should be evaluated
against these set principles, which remain the benchmarks of the legal requirements of the

directors in governing a contemporary corporation.
Artificial Intelligence-Aided Decision Making and the Duty of Care.

The fact that Al is now being introduced into the boardroom discussions makes the duty of
care directly implicated where directors are expected to act based on an informed decision
and reasonable diligence in making decisions. With the growing output of Al systems in the
form of forecasts, risk assessments and strategic advice, risk assessment, not whether
directors can depend on the systems, is the core issue of law, but how such dependence is
reviewed on fiduciary principles. The difference between the reasonable use of expert system
and unacceptable blind use of opaque algorithms takes a very serious expression in such a

scenario.

20 In re Caremark Int’l Inc. Derivative Litig., 698 A.2d 959, 970 (Del. Ch. 1996).
2L Marchand v. Barnhill, 212 A.3d 805, 809 (Del. 2019).
223, Kumar & N. Shah, supra note 19 ,at 8.
For general queries or to submit your research for publication, kindly email us at ijalr.editorial@gmail.com

https://www.ijalr.in/

© 2026 International Journal of Advanced Legal Research



https://www.ijalr.in/

VOLUME 6 | ISSUE 3 FEBRUARY 2026 ISSN: 2582-7340

Al systems can be compared to expert consultants as far as they handle professional data and
generate technical knowledge that is outside the normal capacities of directors. In the case
where the directors have a fundamental grasp of how the system works, how to judge its
reliability, whether proper validation methods are in place and provided a critical evaluation
of the results can be achieved, trusting Al may perhaps reinforce the obligation of care. In
this case, Al enriches the informational basis of the board decision and contributes to a more

demanding deliberative procedure®,

When dependency is uncritical or mechanical, however, problems come up. Indiscriminate
trust to the results of an algorithm may also represent a failure to apply independent
judgment, especially when the directors do not have knowledge of how the system is
designed, what its limitations are, or what it relies on to provide its results?*. Many Al
systems are black boxes (in contrast to traditional human experts) and therefore their
reasoning processes are not easily interpretable. In case directors do not investigate
assumptions, look into the unusualities, or even take into account other viewpoints, a court
can interpret such behavior as incompatible with the procedural prudence that the duty of care
demands. The most important difference, thus, is between informed dependence, and

responsibility abandonment.

The problem of the introduction of Al also makes it necessary to reevaluate the standard of
the reasonable director. The conventional understanding of this standard is the behavior of a
wise individual who is in charge of his or her own matters in the same situation. When the Al
tools are very accessible, and their use has proven to increase the ability to analyze data, it

might become illogical to leave the use of such technologies without any consideration by

directors®. On the other hand, it is also not quite reasonable to depend on Al too much

without relevant protection. In such a way, the reasonable standard can be changed to reflect
technological literacy, monitoring of algorithmic systems, and sensitivity to digital dangers.
Directors can be anticipated to be well acquainted with both financial and legal issues, as well

as have enough knowledge of Al governance to access its outputs with reasonable conduct?.

The Business Judgment Rule (BJR) still takes the centre stage in deciding the liability.

Assuming that the directors act in good faith, are not ignorant of the Al systems they are

Bsupra note 15, at 7.
24 Melvin A. Eisenberg, The Duty of Good Faith in Corporate Law, 31 Del. J. Corp. L. 1, 10 (2006).
% In re Citigroup Inc. S’holder Derivative Litig., 964 A.2d 106, 123 (Del. Ch. 2009).
% Hillary A. Sale, Monitoring Caremark’s Good Faith, 32 Del. J. Corp. L. 719, 732 (2007).
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using, and that they exercise independent judgment when assessing the recommendations

provided by the algorithms, the BJR ought to keep any Al-assisted decision beyond judicial

second-guessing®’. Nevertheless, the presumption of the BJR can be disproved in case

plaintiffs are able to prove gross negligence when it comes to the selection, monitoring or
understanding of Al tools. Finally, the role of care is not occupied by Al; it reconstructs the

circumstances in which informed and sensible decision-making is evaluated?®.
Al Influence and Duty of Loyalty.

The duty of care deals with the quality of decision making whereas the duty of loyalty deals
with the integrity of decision making. It holds the directors to good and best faith and without
personal conflicts and misuse of external influence. The incorporation of Al in the board
discussion entails additional and less evident threats that can undermine loyalty indirectly,
especially in cases where algorithmic systems are biased, represent third-party interests, or
limit free thinking.

Algorithms bias and unseen conflicts are one of the major concerns. Artificial intelligence
systems are trained using past data and they are programmed based on selected goals and
parameters. When training data is based on previous discriminatory behavior, misguided
assumptions, or distorted performance metrics, the outputs can be based on systematic
redlining of some stakeholders or the falsification of strategic priorities. Whereas bias in Al
has usually been talked about in consumer or employment situations, it may also affect high-
level governance decisions, including capital allocation, executive compensation modeling,
or ESG strategy. Unless directors are critical of the biased systems, they might end up

focusing on the outcomes without considering the long-term interests of the corporation.
Algorithmic Risk and Board Oversight.

The increased use of Al in the business and strategic decision-making process considerably
increases the oversight role of directors. The oversight obligation means that boards should
establish and uphold reasonable monitoring mechanisms, which can detect legal, operational
and financial risks. Once Al systems were introduced into the system of governance, they are

subject to regulation too. It is therefore the responsibility of the directors to not only make

27 John C. Coffee, Jr., Gatekeepers: The Professions and Corporate Governance 204 (2006).
28 Harry Surden, Machine Learning and Law, 89 Wash. L. Rev. 87, 100 (2014).
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sure that Al tools will lead to efficiency and performance, but also ensure that they do not
pose uncontrolled risks that might put the corporation under liability or bring about a bad

reputation.

One of the key aspects of such responsibility is the need to monitor Al systems. Boards
should also make sure that there will be sufficient internal controls in the selection procedure,
deployment, and continuous assessment of Al technologies. This involves due diligence prior
to implementing Al tools, determining their reliability and limitations, and making reporting
systems that would alert the board in case of failure or anomaly in the system?®. Constant
monitoring is necessary because over time Al models can change due to machine learning.
Algorithms can cause algorithmic drift or produce incorrect results, or can have unforeseen
effects without proper monitoring. The inability to establish such supervisory structures may
be described as the violation of oversight obligations, especially when the risks that can

manifest themselves become a reality®.

Explainability and transparency is another important element of algorithmic oversight.
Numerous Al systems are complex black boxes®!, which do not have easily understandable
reasoning patterns. From a governance perspective, lack of explainability poses serious
challenges. The directors are unable to meaningfully monitor or question the algorithmic
recommendations unless they comprehend the reasoning behind them. During litigation,
explainability is also important in defending the decision that the board made since directors

are required to show that they made decisions on an informed basis.

Lastly, boards should take into account the changing regulatory compliance requirements in

regard to Al governance structures®. The directors that do not keep up with these regulatory

developments face the risk of putting the corporation into the limbs of sanctions or
enforcement measures. Supervision in the Al setting thus goes more than an internal

supervision to include the knowledge of external laws.

2 Infrastructure Leasing & Financial Services Ltd. Case, SFIO Report (2019).
30 Justice B.N. Srikrishna Committee, Report on Data Protection Framework (2018).
31 Frank Pasquale, The Black Box Society: The Secret Algorithms That Control Money and Information 3
(2015).
32 Brett H. McDonnell, Daniel Schwarcz & Anupam Chander, Artificial Intelligence and Corporate
Governance, 73 Stan. L. Rev. 1471, 1490 (2021).
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Overall, algorithmic risk is a novel aspect of corporate governance liability®3. The oversight
responsibility also requires the directors to not only view Al as a productivity device, but as
an element that can pose legal and operational risks. Fiduciary duties in an ever more
algorithm-driven corporate landscape can be achieved through effective supervision, sturdy

cybersecurity measures, explainability protections, and regulatory compliance mechanisms.
Attribution of Responsibility in Al Influenced decision

With Al systems fundamentally integrated into corporate governance, thorny issues emerge
about the responsibility to be assigned when an Al-informed decision causes harm. The
traditional corporate law works on a premise that the human actors, which are the directors
and officers, make decisions on behalf of the corporation. But once algorithmic systems are
used to influence or even dictate results to a great degree, determining the proper locus of

accountability is a legally complex matter.

The board of directors still has the primary responsibility to blame. The fiduciary
responsibilities cannot be delegated in the sense that directors can not offload themselves by
using outside instruments. Although Al may offer advanced analysis or suggestions, the final
decision is officially made by the board. In case an Al-generated suggestion causes a loss of
money, violation of the regulations or a discriminatory effect, the directors can be subject to
questioning whether they used reasonable care, loyalty, and oversight. Courts will tend to
look at the question of whether directors knew the limitations of the system, whether they
tested its reliability and whether they exercised their independent judgment. The use of Al
does not necessarily protect directors against liability when this use is considered

unreasonable or negligent.

Another point of complexity is the Al developers and third-party vendors®*. The procurement

of Al by most corporations is done by external technology suppliers. When damages are
caused due to poor design, faulty algorithms or insufficient protection provided in the system,
the issue of contractual and tort liability can be questioned. But, the application of
accountability to the developers is doctrinally challenging. In addition, board of directors still
has the ultimate responsibility of appointing and overseeing vendors and this could restrict

their capacity to shift all the blame on third parties.

33Serious Fraud Investigation Office v. Nittin Johari, (2019) SCC OnL.ine Del 9089.
34 Jennifer Arlen & Reinier Kraakman, Controlling Corporate Misconduct, 72 N.Y.U. L. Rev. 687, 691 (1997).
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There are extended corporate responsibility implications in the attribution problem as well.
By being tough on directors, courts can ensure that they are motivated to practice a greater
level of scrutiny and keep a strong record of Al use. On the contrary, when the standards of
liability are not clearly defined, there are risks that it will discourage innovation or pose too
much risk of litigation. A proper balance between responsibility and the usage of

technologies will be at the core of judicial and regulatory reactions in this regard.

Lastly, the litigation issues of evidence make it difficult to adjudicate Al-related cases.
Algorithms have the tendency to be driven by complicated machine learning models that do
not have clear reasoning routes. Plaintiffs might not be able to prove causation especially
when there are several human and technological conditions that contributed to the result.
Equally, film-makers justifying their creative choices might experience problems in
providing a clear explanation of the obscure algorithmic operations to the courts.
Nevertheless, the changing technological complexity requires cautious adaptation of
doctrines so that the responsibility is fairly, transparently and effectively distributed in the era

of algorithmic governance®.
Comparative Regulatory Developments

The legal ramifications of Al-aided board decision-making are incomplete without
considering the approaches of various jurisdictions to fiduciary obligations and the new Al
governance systems. No significant jurisdiction has so far developed laws of corporate law
that specifically deal with Al within the boardroom, but the current fiduciary level and

regulatory trends give valuable direction.
a. United States: Delawares Approach.

The Delaware jurisprudence is a major factor in corporate governance in the United States, as

incorporated companies are concentrated *°. The Delaware law underlines the fiduciary duties

of care, loyalty, and oversight that are supported by the Business Judgment Rule. Although
there are no direct cases of Al-assisted board decision-making that the courts have yet

considered holistically, the current doctrine provides a flexible approach.

35 Mariana Pargendler, The Corporate Governance Obsession, 42 J. Corp. L. 359, 365 (2017).
3 Delaware General Corporation Law § 141(a).
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According to the Delaware law, information presented by officers, employees and experts
may be relied on by directors in good faith, as long as the reliance is reasonable. Al systems
can be compared to expert advisors which imply that informed reliance would not be as
prohibited in the majority of cases. Nevertheless, a new body of case law that focuses on
oversight requirements, especially in regard to the failure to comply, is indicative of an
increased judicial examination of board level monitoring mechanisms. In case Al tools are
the core of risk management or compliance, directors can be liable due to the lack of
appropriate implementation or oversight of these systems. The process-based approach
proposed by Delaware implies that the courts will not pay much attention to whether Al is
used, but only whether the directors acted with informed and independent judgment when

using it.

b. United Kingdom: Companies Act 2006 Framework

The United Kingdom has codified the director responsibilities in the Companies Act 2006

Among the key provisions are: the duty to ensure the success of the company (section 172),
the duty to act with reasonable care, skill and diligence (section 174) and the duty not to act
in conflict of good faith (section 175). These legal obligations exist regardless of the whether

decisions are Al-assisted.

The objective-subjective criterion in the UK in section 174, requires directors to prove the
care that a reasonably diligent person would exercise, including the general knowledge and
the particular expertise of the particular director. With the rise of Al, courts might understand
this standard to mean that directors must have at least a basic understanding of algorithmic
tools in governance. Moreover, the focus on the stakeholder concerns under section 172 can
increase the attention to Al systems which generate biased or socially detrimental results.
Although the UK has not yet implemented any specific Al laws targeting corporations, more

general digital governance and data protection policies indirectly influence the role of boards.
c. European Union: Implications of Al Act on Corporate Governance.

The European Union has already assumed a more pro-active regulatory stance with the

introduction of the Al Act that creates risk-based requirements concerning the providers and

37 Companies Act 2006, §8 172-175 (UK).
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users of high-risk Al systems®. Even though the Al Act does not govern corporate fiduciary
responsibilities but focuses on the deployment of Al, compliance standards, including

transparency, risk management, and human oversight, have direct governance implications.

The boards of corporations with their seat in the EU should make sure that the Al systems
employed in the most important business processes meet the requirements of the Act. Lack of
proper governance mechanisms may subject companies to hefty administrative penalties.
Therefore, the oversight responsibilities of the directors can be redirected and become
valuable to cover the Al compliance monitoring, documentation and risk assessment. The EU
arrangement is an indicator of transition to more formal accountability frameworks, which

incorporate technological governance into corporate risk management.
d. View of Indian Corporate Law.

The Companies Act, 2013, in India provides a codification of the directors’ responsibilities
in section 166, such as the responsibility to act in good faith, to exercise due and reasonable
care, and to avoid conflict of interest. The statute does not directly concern Al, but, due to its
general wording, it can be adapted in technological contexts. Directors who use Al systems
should be able to prove that this occurred in the standards of diligence and independence as
mandated in the Act.

Along with this, the Securities and Exchange Board of India (SEBI) has enhanced the

corporate governance standards of listed companies focusing on risk management, internal

controls, and disclosure requirements*. With the growing use of Al-based tools by Indian

corporations, board members might be anticipated to consider incorporating algorithmic
oversight within current compliance and risk management frameworks. The need to engage
in Al-related risks at the board level is further enhanced by data protection progress and new

policies of digital governance.

In general, the comparative analysis shows that there is a similarity in that although fiduciary
principles are still based on human accountability, regulatory environments are coming to the
fore to respond to algorithmic risk. Jurisdictional directors should thus give existing
technological governance standards to the traditional duties.

3 Regulation (EU) 2024/1689 (Artificial Intelligence Act).
39 Companies Act, 2013.
40 SEBI, Kotak Committee Report (2017).
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Recalibrating Fiduciary Standards in the Era of Al .

The growing role of Al in boardroom discussions poses a basic normative problem: is it time
to revise the fiduciary responsibilities within the context of current doctrinal principles, or
officially broaden it to respond to algorithmic governance.*' Traditional fiduciary principles
are dynamic and have in the past been changed to meet emerging commercial realities.
Nevertheless, Al presents special features of its nature, including the following: opacity,
autonomy-like effect, dependency on data, and scalability, which raises the assumptions
inherent in human-centric corporate law. The question, however, is not whether fiduciary
obligations persist, but whether they need to be redefined to become complex in accordance
with technology.

One of them is more of reinterpretation than expansion. Within this perspective, the current
responsibilities of care, loyalty, and supervision are broad enough to address Al-related risks.
The courts may view the standard of reasonable diligence as the use of informed
technological reliance, scrutiny of vendors and algorithmic oversight. This way maintains
continuity of doctrine, and does not over-regulate. Reinterpretation alone, however, might not

be very clear and the directors may not know exactly how the borders of their responsibilities

would be within Al-intensive governance settings*2.

Another solution is to express a more prominent Al-informed duty of care. This would not
constitute a completely new type of fiduciary category but would narrow the application of
the duty of care to situations where the use of algorithmic systems significantly affects
decisions. A duty of care informed with Al would mean that directors would (i) have a grasp
of the fundamental operations and constraints of Al tools deployed by the corporation, (ii)
have proper validation and testing protocols in place, (iii) critically assess algorithmic output
instead of blindly accepting it, and (iv) conduct periodic reviews of system behavior and risk
exposure. This type of formulation places an active involvement and informed supervision
under focus, bolstering the fact that Al is an instrument, not a replacement of human

oversight.

Recalibration also might require increased documentation. Since the evidences of algorithmic

decision-making are evidently problematic, directors must make sure that the board minutes,

41 Jill E. Fisch, supra note 7.
42 McDonnell et al., supra note 32.
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committee reports, and governance records have significant deliberation on Al reliance. The
justification of the implementation of particular systems, due diligence done on the vendors,
risk evaluation done, and deliberations on the possibility of bias or deficiencies should be
documented. Strong documentation also fulfills two purposes: it enhances the internal
governance transparency and it has the evidences to be used in litigation, especially in
defending decisions under the Business Judgment Rule. With the possibility of opaque
algorithmic processes, detailed documentation is crucial in showing that directors were acting
based on a reasonable and informed foundation,

Finally, to recalibrate the fiduciary standards in the Al age, there is a need to balance the
innovation and responsibility. Too strict extension of responsibilities may discourage the use
of technology and put the directors at an undue liability. On the other hand, the lack of
clarified expectations can lead to governance loopholes and breaking of the trust by the
stakeholders. A moral technological refinement-based on responsible technological
dependence, designed supervision and clear-cut documentation- can provide a balanced way
ahead. Corporate law can be made resilient to technological change that is rapidly changing
by tweaking fiduciary standards to give them algorithmic awareness without forsaking the

underlying policies of human accountability.

Policy Recommendations

With the growing implication of Al in corporate governance systems, the proactive

implementation of policies is vital to make sure that fiduciary responsibility keeps pace with
the technological advancement. Instead of entrusting litigation to establish the lines of
responsibility, companies and regulators can embrace progressive governance structures that
help define expectations and reduce risk. The policy measures outlined below will address the
challenges of enhancing board oversight, without undermining the Al-driven decision-

making advantages.

a. Board-level Al Governance Committee.

Another structural change that would be most effective would be to establish special board-
level Al or technology governance committees. Like audit, risk or compliance committees,

there would be special bodies that would oversee adoption, implementation as well as

43 SEBI Circular on Cyber Security and Cyber Resilience Framework for Stock Brokers/Depository Participants
(2018).
For general queries or to submit your research for publication, kindly email us at ijalr.editorial@gmail.com

https://www.ijalr.in/

© 2026 International Journal of Advanced Legal Research



https://www.ijalr.in/

VOLUME 6 | ISSUE 3 FEBRUARY 2026 ISSN: 2582-7340

monitoring of Al systems within the corporation. They might have a mandate to review the
procedures of vendor selection, review algorithmic risk assessments, oversee cyber security
preparedness, and compliance with relevant regulatory standards.These committees would
not assume the full role of the full board but they would offer specialized expertise and
systematic control. Also, the board should have directors who are technologically literate or
have access to independent technical advice so that they can question the outputs of
algorithms in a critical manner®*. This institutional form of oversight would indicate good
faith attempts to keep track of the risks associated with Al, as well, enhancing fiduciary

compliance and possibly supporting Business Judgment Rule protection®.

b. Al audit and transparency mechanism

The second suggestion is to carry out Al audits and transparency on a regular basis®.
Algorithms performance, data integrity, bias detection, the vulnerability of cybersecurity, and
adherence to internal governance standards should be evaluated by independent audits*,
either internally or by third-party specialists. Such audits would serve as financial audits and
offer systematic review of systems that would have a significant impact on corporate

decision-making.

Mechanisms of transparency are also critical. Boards must insist on the documentation of

design“®, training data, validation processes, and performance measures of the Al models.

Procurement contracts with Al vendors should include explainability standards to guarantee
that the directors will be able to interpret and assess the algorithmic suggestions in a
meaningful way. Open governance does not only minimize legal liability, but also leads to

increased trust of the stakeholders due to responsible technological stewardship.

c. Disclosure in Annual Reports:

Considering the material repercussion Al can have on the strategic and financial

performance, companies should reflect on the subsequent governance reports and disclosure

4 Organisation for Economic Co-operation and Development, G20/OECD Principles of Corporate Governance
(2023).
4 Douglas M. Branson, Corporate Governance Reform and the New Board Committees, 62 Bus. Law. 107, 120
(2006).
6 International Organization for Standardization, ISO/IEC 42001:2023, Artificial Intelligence Management
Systems.
47 Deloitte, Al Governance: A Practical Guide for Boards (2021).
8 European Parliament, Ethics of Artificial Intelligence: Issues and Initiatives (2020).
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requirements in annual reports. Some of the disclosures that may be made are the level of Al
integration in decision making, the governance strategies that will be used to manage its

usage, the risk control measures, and compliance measures.

These disclosures would be in line with greater trends in ESG and risk transparency
reporting®®. Technological governance and digital risk management practices are more and
more sought by investors®®. Open disclosure helps shareholders assess the proper exercise of
oversight by boards, and could minimize the risk of litigation by showing that boards are
following systematic governance practices. Another aspect that regulators may take into
consideration is to issue guidance on standardized disclosures that are related to Al in order

to enhance comparability and consistency among firms®L.
d. Compliance - Guide to Directors.

Lastly, regulatory agencies and corporate governance regulators ought to give formal
guidelines on the role of directors with regard to Al systems®. Instead of having strict
statutory amendments, regulators would be able to give interpretive notes, best-practice
guidelines, or corporate governance codes on algorithmic oversight, technological literacy

expectations and documentation standards.

This direction would eliminate confusion and assist directors to overcome new risks in a

manner that does not discourage innovation. An articulation of the regulatory expectations,

especially in respect of monitoring requirements®?, risk management and explainability would

align the fiduciary principles with technological facts. In areas where Al laws are changing,
there would be consistency and responsibility in the integration of corporate governance

systems and digital regulation.

Taken together, these policy actions are geared towards institutionalizing responsible Al
governance at the board level. Through institutionalizing oversight, transparency, disclosure
and clarity of regulations into corporate practice, companies can leverage the power of Al
without sacrificing the fiduciary integrity which the law of incorporation of companies

depends on.

49 European Securities and Markets Authority (ESMA), Guidelines on Risk Factors (2019).
%0 BlackRock, Investment Stewardship Annual Report (2022).
°! Financial Stability Board, Enhancing Disclosures in Corporate Governance (2020).
52 UK Financial Reporting Council, UK Corporate Governance Code (2018).
53 Australian Securities & Investments Commission (ASIC), Corporate Governance and Emerging Risks Report
(2021).
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Conclusion

One of the most important trends in the modern corporate governance is the introduction of
Artificial Intelligence into the decision-making process in the boardroom. In this paper, the
interaction between Al-assisted decision-making and the underlying fiduciary obligations of
care, loyalty, and oversight has been discussed. It has already shown that even though Al will
make boards more informational with the help of predictive analytics, risk modeling,
compliance automation, and strategic decision-support tools, it will also create new legal
complexities. There are concerns like algorithmic obscurity, automation bias, reliance on
vendors, risk to data integrity, and cybersecurity that reform the context within which the

directors have judgment.

The discussion shows that the current fiduciary doctrines still are generalizable but need to be
reinterpreted contextually. The duty of care needs to be informed and critical dependency on
Al systems as opposed to blind dependency. The obligation of loyalty requires care of
structural bias, concealed tensions within the design of algorithms, and external technology.
The responsibility of oversight is extended to the monitoring of the use of Al, the

cybersecurity infrastructure, adherence to regulations, and the transparency measures. Similar

to jurisdictions, comparative regulatory trends suggest the likely emergence of an expectation

that boards actively control algorithmic risk as opposed to Al being a mere operational

instrument.

Normatively, this paper goes a step further to support the stance that fiduciary obligations
cannot be radically broadened or shifted to completely new grounds, but must be re-
calibrated by principled adjustment. A duty of care which is informed by Al provides a
consistent approach to reconcile the traditional doctrine with technological realities. This type
of recalibration focuses on technological literacy, formal control, paperwork, and
independent judgment without compromising the flexibility, which is a hallmark of fiduciary
law. Corporate responsibility should be human-focused: the directors are not able to assign

the responsibility to algorithms, no matter how sophisticated they are.

In the future, the growing complexity of Al systems is likely to enhance governance issues.
With machine learning models becoming increasingly independent and integrated into
strategic operations, courts and regulators will face new challenges in terms of attribution,

standard-setting, and responsibility. Al governance practices will have to be institutionalized
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by boards, transparency increased, and technological risk management incorporated into the

fundamental fiduciary roles of boards. Finally, the future of corporate law will be reliant on
how it will adjust to algorithmic governance without losing its traditional values of
accountability, integrity, and sound judgment of people.
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