
The Role of Articles of Association in Ensuring Smooth Corporate
Governance

Description

In a company, the Articles of Association play a similar role to a constitution in a
country. Just as a constitution sets the guiding principles for citizens, the Articles of
Association outline the rights, duties, and responsibilities of a company’s shareholders,
directors, and other stakeholders. It is the responsibility of the first owners of the
company, known as subscribers, to ensure the Articles set clear rules that maintain order
and smooth operation within the company.

Defining Roles and Avoiding Power Clashes

One of the key functions of the Articles of Association is to prevent power clashes within
the company. The rights of shareholders (the owners) should be clearly distinguished from
the responsibilities of directors. Shareholders must retain certain powers, such as deciding
on significant matters like changing the company’s name, investing in new ventures, or
merging with another company. These decisions should be made by the majority of the
shareholders, not just the directors.

Ensuring Accountability and Corporate Control

The Articles of Association also act as a tool for shareholders to hold directors accountable.
If a director’s actions go against the company’s best interests, the Articles allow
shareholders to take action, provided two-thirds of them agree. This democratic process
ensures that the majority can protect the company’s integrity.
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Additionally, amending the Articles can help curb excesses such as overcompensation of
directors or manipulation of share prices. These measures help protect shareholders and
ensure that corporate governance remains transparent and effective.

Best Practices for Articles of Association

For the Articles of Association to effectively govern a company, certain key norms must be
established:

1. Clear Responsibilities of the Board: The roles of board members should be clearly
outlined. This includes tasks like strategic planning, choosing qualified successors for
the board, and maintaining open communication with shareholders. Additionally, the
board must ensure that the company’s finances are in order to avoid scrutiny from
auditors or regulators.

2. Incorporating Non-Executive Directors: Non-executive directors, who do not hold
employment contracts or receive salaries, can be a cost-effective way to bring
expertise to the company without excessive financial burden. These directors should
possess integrity and a commitment to the company’s interests.

3. Separation of Powers: It is important to avoid giving excessive power to one
person or office. For example, the chairman of the board and the CEO should have
separate roles. While the chairman is responsible for the overall welfare of the
company, the CEO should focus on managing the executive team. This division of
power ensures better governance and accountability.

4. Involving Shareholders: While the board should be given the freedom to manage
the company, it is crucial that shareholders are invited to participate in meetings.
This allows shareholders to understand the decisions made by directors and gives
them a voice in the company’s direction.

Conclusion

The Articles of Association are essential for maintaining order, ensuring transparency,
and fostering good corporate governance in a company. By clearly defining roles, ensuring
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accountability, and encouraging shareholder involvement, the Articles help create a stable
and successful business environment. Properly structured Articles of Association will
safeguard the company’s interests, protect shareholder rights, and ensure compliance
with the latest corporate governance laws.

 

Category

1. General Articles
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