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Abstract. 

The company has a separate legal entity, yet it needs a body of persons to help perform its function. 

This body of persons that act as the supreme executive authority in controlling the day to day affairs 

and management of the company are called the Directors, and the body together is called the Board 

of Directors. The entire Board is elected by the shareholders, and this board shall be responsible to 

look into the conduct, direction, management and supervising the affairs of the company.  

The Companies Act, 2013 does not precisely describe as to who a director is, but Section 2(10) 1states 

“Board of Directors” or “Board”, in relation to a company, is the collective body of the directors of 

the company all together.  

When talking about the position of the directors in a company there exists some ambiguity as it is not 

possible to precisely lay down the same. The Companies Act, 2013 also has no specific provisions 

regarding the same.  

The Directors are thus, put under several different heads, being trustees, agents, managing partners 

, whole time directors, managers or even an independent director and son on. The main purpose 

behind the formation of Board of Directors was to have an expert, trustworthy and experienced 

committee that shall not only look into the matters of the company to help it improve, but also shall 

keep in mind the interest of the public at large and the shareholders, who do not directly hold or have 

involvement in the company.  

                                                
1 mca.govt., The Companies Act, 2013, Government (Feb. 23, 2021, 1:35 p.m.).  

https://www.mca.gov.in/Ministry/pdf/CompaniesAct2013.pdf  
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Introduction. 

Companies being an artificial person have to follow rules and laws, and these laws are mentioned in 

the Companies Act, 1956. The Companies Act, 1956 is a consolidated Act, that contains all the rules, 

regulations, policies, procedures and even past decisions of the courts of India and England, that the 

complaints shall be required to follow. This act includes the provisions and laws of the English 

Companies Act, 1948.  

What is a company and via whom does it function?  

Company is a company that has been incorporated under this Act or under any other previous 

company law act.2  

A company formed and registered under the Companies Act, 1956 or any other preceding acts shall 

be termed as a company. Company is nothing but a group of like minded people, who come together 

and start a business and further carry on with its conduct for gains. This group of people usually chips 

in a certain sum of money, towards the ‘share capital ’of the company which helps the company to 

begin with the business. This group/ association is then registered with the registrar and then a 

company with an operate legal entity and artificial personality is formed, that functions via the legal 

set of persons.  

A company enjoys ‘separate legal entity ’which means that it shall be considered as a separate body 

from the people who operate within the company. A company has existence only in the eyes of law, 

as it lacks both mind and a body of its own. Hence, a company needs a group of people who shall be 

responsible for the day to day functioning of the company. This group of people are collectively 

known as the ‘Board of Directors’.  

The Board of Directors is the center of the company. It’s their brains that are put to work when 

deciding anything about/for the company. This board is solely responsible for the control, conduct, 

management and superintendence of the affairs of the company and its day to day functioning. For a 

‘board ’only individuals can be appointed as directors. Firms and other associations shall not qualify 

to be appointed as directors of a firm. 

 

 

                                                
2 mca.govt, The Companies Act, 2013, Government (Feb. 23, 2021, 1:46 p.m.)  

https://www.mca.gov.in/Ministry/pdf/CompaniesAct2013.pdf 
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Structure of the Board of Directors within a company. 

Section 149 of the Companies Act, 2013 lays down the structure of a company’s Board of Directors. 

As per the said Section every company shall have only individuals who can be directors of the 

company, with the minimum being: 

i) 3 directors in the case of a public company, 

ii) 2 directors in the case of a private company, 

iii) and 1 director in the case of a One Person Company, 

with a maximum of fifteen directors, which can be exceeded only if the company passes a special 

resolution. 

A) Every company should necessarily have at least 1 director who has stayed in India for the last 

182 days. 

B) Listed companies- 1/3rd of the total number of directors have to be independent directors.  

Public companies- such minimum number of independent directors as may be prescribed by the 

Central Government. 

C) Every director can hold upto a maximum of 20 directorships in other companies, but not 

exceeding 10 with a public company.  

D) One-woman director for companies: 

i) Public Company with paid up share capital- Rs. 100Cr. or more, or 

ii) Public companies with turnover- Rs. 300Cr. or more.  

E)  As stated under Section 151 of the Act, every listed company may have one director which shall    

be called the Small shareholders director who shall be elected by small shareholders (shareholders 

holding not more than Rs. 20,000/- shares of nominal value) with such terms and conditions as may 

be prescribed.  
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Role of the Board of Directors. 

The directors of the company form an integral part, as it is them, in accordance of whom the company 

functions and carries on its day to day activities. 

They hold a fiduciary position within the company and hence are expected to act in a certain way, 

and with utmost good faith and honesty. It it their duty to: 

- Act in good faith,  

- Act with care, skill and diligence, 

- Not delegate, 

- Disclose their interest, if any. 

The directors, being the head of the company, have several roles and responsibilities on their 

shoulders. Out of the serval roles they perform, to list down the important ones include:   

- Maintaining the performance of the company and taking all the necessary steps to achieve the set 

goal. 

- Planning, implementing and supervising the strategic plans of the company and also setting long-

term goals. 

- Screening and selecting the most eligible persons to be a part of the company’s top executive and 

further, evaluating their performance. 

- Taking such financial decisions that are beneficial to the company and do not serve their personal 

interests.  

- Monitoring the activities within the company and making sure everything is done as per the stated 

guidelines. 

- Lastly, and most importantly, to make sure that the company is in compliance with the laws. 
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Legal position of Directors. 

Directors are the brains of the company. It is only because of the Board that the company is able to 

manage its day to day affairs and function to earn profits. Yet, after all the work the directors do, 

precisely stating as to what their position is in a company is tough. Even the companies act is silent 

on the same. A director is the one who controls the affairs of the company and thus, cannot be said 

as a servant of a master. These are professionals that are hired by the company itself for its 

functioning. The director is not an employee in the company, however in the case of Lee v. Lee’s Air 

Farming3 it was held that a director can be an employee of the company, however in a different 

capacity.  

The term Director has not specifically been defined under the Companies Act, 2013, however, the 

Companies Act, 1956 gives a broad definition as to who a Director is, a director is to include any 

person who occupies the position of a director, by whichever name it is called, this shows that a 

director is any person who occupies the position of a ‘director’.  

Judhah v. Rampada Gupta4 was the case where it was stated that directors, who are registered under 

the said act shall be the people who will be considered to have been duly appointed by the company 

to direct and manage the day to day business affairs of the company. Hence, a director can be termed 

as a trustee, an agent, a managing partner etc, but whatever the term may be, he shall be responsible 

to perform and execute all his duties with utmost dignity and shall take up all the responsibilities.  

In Imperial Hydropathic Hotel Co Blackpool v. Hampson5, Bowen LJ stated that at times directors 

are called to be agents, sometimes as trustees and even at times as managing directors, but each of 

these expressions used, do not define or limit their powers and responsibilities, but only indicate the 

point of view, with which the directors are to be referred at a time being and for a particular purpose.  

- Directors as agents: 

As it has been well established that a company can only function through its directors and not 

otherwise, thus, this makes the company the principle and the directors its agent. In the eyes of law, 

the directors can be called as the agents of the company. This makes it clear that in case of a liability 

                                                
3 Lee v. Lee’s Air Farming,1961 AC 12. 
4 Judhah v. Rampada Gupta, AIR 1959 Cal. 715.  
5 Imperial Hydropathic Hotel Co Blackpool v. Hampson, (1883) LR 23 Ch D 1.  
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arising on the agent, the directors shall be held responsible, and liability bring on the principle, solely, 

the company shall br liable. In the case of Ferguson v. Wilson6 the court held that directors were to 

be considered as agents in the eyes of the law. It was furthers stated that, as the company was an 

artificial person and could function only via the directors, the company and the directors were in a 

relationship of principle and agent. Hence, whenever the directors enter into a contract on behalf of 

the company, the company shall be held liable for the same.  

The directors are to act within the scope of authority of the company and not beyond it. If at all, the 

directors does go beyond the authority to enter into a contract, the company has the option to ratify 

the same if it wishes too. But, if on the other hand, the directors enter into a contract which is ultra 

vires the company, in such case the company shall be unable to ratify the same and no one shall be 

held liable. However, the directors could be held liable for ‘breach of implied warranty of authority ’ 

In the case of Sarathi Leasing Finance Ltd v. B. Narayana Shetty7 it was held that if the Articles of 

Association of a company give certain powers to the director of the company to use under legal 

proceedings, in such a case further authorization shall not be necessary for enabling the director to 

file a complaint.  

The directors are responsible to make contracts on behalf of the company, but that does not put them 

under any personal liability. The company shall solely be held liable, unless:  

1)The contact entered is in the names of the directors and not the company,  

2)Where the company’s name is incorrectly written and,  

3)  Where the director exceeded his power.  

This is where the difference lies between the position of the director as an agent. Agents are authorized 

to enter into a contract under their names whereas directs are not, the agent may or may not disclose 

the name of his principle, but the director is necessarily required to disclose the name of the company. 

Hence, it is not correct to state that the directors are the agents of the company because directors of 

the company are elected whereas agents are appointed. Agents are given no independent powers to 

exercise whereas, the directs are, as long as they are intra vires.  

- Directors as Trustees:  

Directors are the trustees of the company and are thus, responsible to look after its money, property 

and day to day functioning. They are responsible to look into the accounts and keep a track of all the 

                                                
6 Ferguson v. Wilson, (1866) 2 Ch App 77: 15 LT 230.  
7 Sarathi Leasing Finance Ltd v. B. Narayana Shetty, (2006) 131 Comp Cas 798 Kant.  
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monetary transactions. They are to exercise and delivery their powers and duties with honesty and in 

the interest of the company and all the shareholders, and not their interest.  

The directors share a fiduciary relationship with the company, and thus, any application of the 

company’s funds in a wrongful way and any misuse of their powers shall hold them solely liable as 

trustees and in case, after such an event of misappropriation, the trustee dies, his legal representatives 

shall be held responsible: this was held in the case of Ramaswamy Iyer v. Brahmayya & Co.8 

Directors are individuals who are elected by the company to manage its days to day affairs and help 

the company grow. The main function of the directors is to do everything that works in the interest 

of the shareholders. These are people who have been given the office on the basis of ‘trust ’that they 

shall truly, and loyally discharge their duties and functions. This office of ‘trust ’puts the directors in 

the shoes of a trustee, whereas in the real sense, it wouldn’t’t be correct to call them trustees. 

In the case of Percival v. Wright9 it was held that, how could the directors be called trustees as who 

are they in trust position with? Whether the company or the shareholders, as they were solely running 

the company and managing the works for the benefit of the company and the shareholders, it was also 

this case where it was held that directors held no ‘duty ’towards the individual shareholders, hence, 

making it evident that the directors were neither the trustees of the company nor of the shareholders.  

The directors are not agents, nor are the trustees of the shareholders and owe no fiduciary duties 

towards any of them.  

- Directors as organs of corporate body.  

As stated earlier, the company has an artificial legal existence only in the eyes of law, and exists as 

long as the law does, there is no physical existence whatsoever. Thus, the company is seen acting 

through its directors.  

The theory of corporate life states that the corporate is to create certain officials solely as the organs 

of the company, and for the actions of such officials the company shall be held liable just how a 

human is liable for his limbs10. This statement clearly shows that the directors of a company cannot 

simply be agents or trustees, rather they are an important organ of the entire corporate firm. The 

directors and managers are the brains of the company, that help it grow and control all its actions. 

What the directors think, is what the company does too, this ultimately means that, the directors fault 

                                                
8 Ramaswamy Iyer v. Brahmayya & Co., (1966) 1 Comp LJ 107. 
9 Percival v. Wright, [1902] 2 Ch 421, cited with approval of Madras HC in Ramaswamy Iyer v. Brahmayya & Co, [1966] 

1 Comp LJ 107.  
10 Gopal Kahitan v. State, AIR 1969 Cal 132, 138.  
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in the companies functioning, shall have a direct impact and shall be deemed to be the companies 

fault. In the case of Bath v. Standard land Co.11 the court stated that the board of directors are the 

brains of the company, and nothing else and that the company can and does not act through them. 

In yet another case of H.L.Bolton (Engg) Co. Ltd. v. T.J.Graham & Sons12 the court stated that, A 

company in several ways can be compared to a natural person, just as it has a brain and a nervous 

system that shall be solely responsible for its actions. Some people in the company are only servants 

or agents that are the hands that shall hold tools and work as directed by the centre and not represent 

their will, and the rest are directors and managers who are to represent the mind of the company and 

control its actions. State Trading Corp. of India v. CTO13 the court stated that, where the brain 

functions, the company is said to function as well.  

All these judgements show that directors, more than anything are an integral organ of the corporate 

world.  

- Directors as managing partners and employees. 

Managing partners.  

A company is a completely different entity than what a partnership firm is. The company is managed 

by board of directors, whereas in a partnership firm, the managing partners are responsible for the 

functioning of the firm. Even after the clear distinction, there are a few authors that consider a 

company to be the same as a large partnership firm, and thus, describe a director as managing partners 

on the ground that just as a managing partner, a director is also responsible to manage the company.  

In a company, no matter what the amount of power is entrusted, the members or the outsiders are to 

function as per the directions of the board of directors. In a partnership firm, there is mutual agency 

between the partner, whereas in a company, there is no such mutuality between the directors and the 

shareholders. Unlike in partnership firms, in a company there can be no delegation of power to a 

single director or a managing partner.  

Employees.  

The directors of a company are at times also considered as its employees, the reason being that even 

they work just as the employees do, that is under a special contract and for remuneration. But this is 

not true, the directors cannot be termed as ‘employees ’or ‘servants ’of the company and thus, they are 

not allowed to claim remuneration as a preferential creditor when the company is being wound up 

                                                
11 Bath v. Standard land Co., (1910) 2 Ch D 408. 
12 H.L.Bolton (Engg) Co. Ltd. v. T.J.Graham & Sons., (1956) 3 WLR 804.  
13 State Trading Corp. of India v. CTO, AIR 1963 SC 1811.  
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under Section 327 of the Companies Act, 2013. But, if a director, apart from being a director also acts 

as a secretary, manger, accountant etc, and derives remuneration from the company, in such an even 

he shall be termed as an ‘employee’. In the case of Ram Prashad v. CIT14 it was held that a person 

working in the capacity of the director is not its servant, though he can work in a capacity of a director-

employee as a whole time director or even as a managing director. 

In yet another case of CIT v. Armstrong Smith15 it was stated by the bench that a director if wishes 

too can enter into a contractual relationship with the company, which shall be apart from the office 

that he holds, after which he shall be entitled to remuneration just as an employee of the company is.  

 

Conclusion. 

As one can see from the analysis above, the Board of Directors are the most integral part of a company 

and every company has to necessarily abide by the structure, as is mentioned in the Companies Act, 

2013, and should have the executive and non-executive directors. 

The Board of Directors are the head of the company, and thus, it is them who are responsible to set 

the goals for the company and perform all the necessary duties and take up all the necessary roles, 

that are needed, to achieve the said goals of the company. 

Lastly, it is clear from the above discussions that the legal position of a director in a company cannot 

be narrowed down to just one aspect. Many of a director’s duties, obligations and authorities relies 

upon what position is he is Directors are given a lot of name tags, from being agents to being trustees, 

they are put into several shoes. Directors acts as an agent of the Company for the day to day conduct 

of the business of the company. Directors have a fiduciary relationship with the company and the 

shareholders, when he acts as an agent of the company. The director as stated under the Companies 

Act, 1956, holds an extremely crucial position in the administration and management of a Company. 

One can say that, the director works in different capacities, that is decided as per what the time wants. 

These capacities of the director, at different times, help ensuring that the company is run in a legal 

and an efficient manner.  

Therefore, it can only be concluded that there is a need to amend the Companies Act, so that it 

introduces the balance that does not let the office of a director become an absolute authority. It would 

also be better if the position is laid down in the act, to avoid any ambiguity by statute, and to give 

                                                
14 Ram Prashad v. CIT, (1972) 86 ITR 122, 127 (SC). 
15 CIT v. Armstrong Smith, 1946) 16 Comp Cas 172.  
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more clarity and clarification as to what exactly the legal position for the directors are and what shall 

be their duties, roles, powers, rights and liabilities regarding the same.  


