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Impact of Artificial Intelligence on Corporate

Governance: Legal and Ethical Dimensions

MOHAMMED MUTHAR MYDEEN D!

ABSTRACT
The rise of Artificial Intelligence (Al) has brought profound changes to the way companies

operate and govern themselves. From boardroom decisions to stakeholder communication,
Al is now embedded in critical areas of corporate governance. This paper explores how Al
is shaping these governance functions, offering advantages like efficiency, transparency,
and improved compliance. However, these benefits come with legal uncertainties and
ethical concerns—ranging from data privacy risks to a lack of accountability in Al-driven
decisions. By focusing on developments in India and comparing them with international
approaches, the study identifies key regulatory gaps and ethical dilemmas. It argues for
updating existing governance frameworks to ensure that Al is used responsibly and in
alignment with stakeholder expectations. The paper concludes by recommending legal
reforms and ethical practices aimed at balancing innovation with accountability in the Al
era.

Keywords: Artificial Intelligence, Corporate Governance, Legal Regulation, Ethical
Responsibility, Board Oversight, Risk Management, Data Protection, Algorithmic Bias,
Corporate Accountability, Responsible Al, Stakeholder Engagement, Transparency.

I. INTRODUCTION

Technology Artificial Intelligence is quickly becoming a core part of how businesses function
in today’s world. From automating everyday tasks to guiding strategic decisions, Al is
changing how corporate entities work at almost every level. This paper explores the influence
of Al on corporate governance, with a particular focus on legal and ethical considerations. It
looks at how traditional governance models are being challenged and what steps need to be

taken to manage this shift effectively.
Al and Corporate Governance: An Overview

Corporate governance refers to the systems and processes through which companies are
managed and held accountable. It involves not just the board of directors, but also shareholders,
regulators, and other stakeholders. Al has started playing a role in governance by helping

companies make better decisions, spot risks early, ensure compliance with laws, and engage

! Author is a Student at Vels University of Science and Technology and Advanced Studies, Chennai, India.

© 2025. International Journal of Legal Science and Innovation [ISSN 2581-9453]



553

International Journal of 1.egal Science and Innovation [Vol. 7 Iss 2; 552]

more effectively with stakeholders.

I1. OPPORTUNITIES OFFERED BY AI IN CORPORATE GOVERNANCE

e Improved Decision-Making: Al tools can analyze large sets of information and offer

insights that help board members and executives make smarter, faster decisions.

Risk Management: Predictive analytics powered by Al can detect patterns and warn

companies about potential financial or operational issues before they escalate.

Compliance Monitoring: Al systems can continuously monitor company operations
to make sure laws and regulations are being followed, reducing the chances of

violations.

Stakeholder Engagement: Al-based platforms can improve communication between

a company and its stakeholders, enhancing trust and transparency.

I11. LEGAL CHALLENGES IN AI-DRIVEN GOVERNANCE

Accountability and Liability: One major concern is figuring out who should be held

responsible when something goes wrong due to an Al decision.

Data Privacy Laws: Al often relies on vast amounts of data, including personal
information, which must be handled in line with data protection laws like the GDPR

and India's DPDP Act.

Regulatory Gaps: In many places, there are no clear rules specifically addressing how

Al should be used in corporate settings.

Intellectual Property Issues: Questions also arise about who owns the output

generated by Al and how it should be protected.

IV. ETHICAL CONCERNS

Algorithmic Bias: Al systems can unintentionally reinforce existing biases, leading to

unfair or discriminatory outcomes.

Lack of Transparency: Some Al models operate like “black boxes,” making it hard

to understand how decisions are made.

Over-Reliance on Technology: Depending too much on Al can reduce the role of

human judgment and ethical consideration.

Corporate Social Responsibility: As Al becomes more common, companies must

think about its broader impact on society and act responsibly.
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V. LEGAL FRAMEWORK AND REGULATORY RESPONSES

e India: While India doesn’t have a law that deals only with Al, several existing laws

like the IT Act, Companies Act, and the DPDP Act indirectly regulate its use.

e Global Perspectives: Internationally, frameworks like the proposed EU Al Act and
guidelines from the OECD and U.S. regulators offer helpful models for responsible Al

governance.

VI1. THE NEED FOR REFORM

To ensure Al is used responsibly in corporate governance, legal and ethical frameworks need

to be updated. Key areas for reform include:
e Creating Al-specific compliance and audit systems
® Requiring companies to follow ethical guidelines when using Al
e Making boards accountable for how Al is used
e Using regulatory sandboxes to safely test Al tools before they’re widely adopted
VII. RECOMMENDATIONS
e Develop national-level rules for ethical Al use in corporate sectors
e Make Al impact assessments a routine part of governance processes
e Train corporate leaders in both the technical and ethical aspects of Al

e Encourage open discussions between companies, regulators, and the public on how to

use Al responsibly

VIII. CONCLUSION

Artificial Intelligence is a powerful tool that can improve how companies are governed—but
only if used wisely. Legal clarity, ethical responsibility, and continuous oversight are essential.
As Al technology continues to develop, so too must the frameworks that control its use, to

ensure it contributes positively to corporate accountability and long-term stakeholder trust.
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