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DUTIES AND RESPONSIBILITIES OF 
COMPANY DIRECTORS 

 

DUTIES OF COMPANY DIRECTORS 

Company directors are subject to many statutory and common law duties.  The decision to 
become a company director is not something that should be taken lightly.  A good working 
knowledge of directors’ duties can potentially prevent you from being personally liable for 
failure to carry out these duties.  Some of the key duties include: 

1. Duty of Care and Diligence 

A director has a duty to exercise his or her powers and discharge his or her duties with 
reasonable care and diligence.  The degree of care and diligence owed is that which a 
reasonable person would exercise if they were a director in similar circumstances, within a 
similar company.  In addition, there is a baseline standard of care which provides that directors 
must take necessary steps to enable them to effectively guide and monitor the management 
of the company.  There is no such thing as a silent director.  At a minimum, directors are 
required to: 

- be familiar with the company’s business including its finances and operations and, in 

particular, its solvency; 

- monitor the management of the company and retain adequate records;  

- be informed about all of the company’s activities; 

- make independent assessments upon information provided by third parties. 

Beneficial steps which can be taken to assist in complying with this duty include: 

- ensuring company financial reports and audits are reliable; 

- ensuring the company meets its taxation, PAYG withholding and superannuation 

guarantee charge obligations; 

- ensuring they have read and understood documentation upon which they are required 

to make a decision or which they are required to sign; 

- asking questions of management / employees / professional advisors if documentation 

provided to them is unclear or if they require further information. 

Importantly, when a director makes a business decision, he or she is taken to have discharged 
their duty if: 

- the decision is made in good faith and for a proper purpose; 
- they do not have a significant personal interest in the decision; 
- they have informed themselves about the subject matter of the decision; and  
- they believe that the decision is in the best interests of the company. 



 

 

2. Duty to Act in Good Faith  

A director has a duty to exercise his or her powers and discharge his or her duties in good 
faith, in the best interest of the company and for a proper purpose.  The director must: 

- act honestly; 
- believe they are acting in the best interests of the company; 
- act for the benefit of the company’s present and future shareholders; 
- use their power for the purpose for which it was designed.   

3. Duty Not to Improperly Use Position or Information 

A director has a duty not to improperly use their position, or information obtained by virtue of 
their position, to: 

- gain an advantage for themselves or someone else, even if no detriment would be 

caused to the company; or 

- cause detriment to the company. 

This duty also extends to the secretary, officers and employees of the company.  

4. Duty to Avoid Conflicts of Interest 

A director has a duty to avoid situations where there is a real possibility of conflict between 
their personal interest and the company’s interests.  Any conflicts or potential conflicts must 
be brought to the attention of all of the company’s directors.   

5. Duty to Prevent Company From Trading Whilst Insolvent 

A director has a duty to prevent the company from incurring a debt if: 

- they are aware the company is insolvent; 
- they suspect, on reasonable grounds, the company may be insolvent; or 
- they suspect, on reasonable grounds, the company would become insolvent by 

incurring the debt. 

A company may be insolvent even if it appears to have more assets than liabilities.  If a director 
determines that the company cannot pay its debts as and when they fall due, then the director 
must take steps to: 

- appoint an administrator; or 
- apply to the court for the appointment of a provisional liquidator; or 
- apply to the court to wind up the company and appoint a liquidator. 

If a director suspects their company is not able to pay its debts as and when they fall due, or 
will soon be in this position, it is imperative that they immediately seek the legal and/or 
accounting advice.  Early intervention in this situation can often avoid exposure to personal 
liability for the directors and in some situations early professional intervention may also save 
the company and business. 
 
DIRECTORS’ PERSONAL LIABILITY 

There are a number of situations where a director may become personally liable:   

 


