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Does a Corporation Owe Fiduciary Duty to Shareholders? 
by August Jackson J.D. 
 

A shareholder of a corporation bought into that particular corporation by purchasing that corporation’s 

stock. Although a shareholder may be part owner of a corporation, he generally has no control over the 

day-to-day management of the corporation. The board of the directors and the officers have direct 

control over the corporation, and therefore they owe fiduciary duties to the owners, who are the 

shareholders. 

Directors' Duties 

The directors of a corporation owe duties of care and loyalty to the shareholders of the corporation. The 

duty of care requires directors on the board to exercise good business judgment when making decisions 

on behalf of the corporation. Directors have a standard of care they must abide by. This standard of care 

requires that directors exercise the same degree of prudence and care that a reasonably prudent person 

would use if he were similarly situated. The duty of loyalty requires that directors cannot personally 

profit at the corporation’s expense. For example, if both a director and the corporation have the same 

opportunity to make money, the director cannot take that opportunity for his own personal gain. He 

must defer to the corporation. 

Decisions of the Board 

The board of directors manages a corporation’s business and affairs. Decisions made by directors occur 

at directors’ meetings, and all directors must act together as a board. The board usually makes decisions 

via resolution at a directors meeting. The board also appoints officers to the corporation. In appointing 

officers, the board must keep the shareholders in mind by upholding its fiduciary duties. The board of 

directors delegates day-to-day decisions to be made on behalf of the corporation to the corporation’s 

officers. 

Officers' Duties 

Officers act as agents. They act on behalf of the corporation, and they also owe a fiduciary duty to the 

shareholders of the corporation. Like directors, corporate officers must discharge their duties in what 
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they believe in good faith to be in the best interest of the corporation. They also owe a duty to act with 

the care that a reasonably prudent person would if put in a similar situation. The corporation’s bylaws -- 

rules that govern the corporation -- provide for the appointment of certain officers. Corporations 

typically have a president and a treasurer, or secretary-treasurer, but the bylaws may allow the 

directors to appoint other officers as well. 

Shareholders' Role 

Even though shareholders do not have direct control over the corporation, they do have some indirect 

control. Shareholders can vote to elect and remove directors, approve fundamental changes in the 

corporation’s structure, and adopt or modify the corporation’s bylaws. In the event that the directors or 

officers of a corporation breach their fiduciary duties to the shareholders, shareholders may bring a 

direct lawsuit against the directors or officers. 

 


