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ABSTRACT

The exponential development of Artificial Intelligence in the corporate functions has changed radically the
way decisions are taken, the way risks are managed and how audits and performance is monitored.
Existing studies mostly look at the relation between corporate governance and financial performance
separately or deal with adopting Al without considering the dynamics of the governing. Moreover, the lack
of standardised frameworks for Al disclosure particularly in emerging markets like India, means there are
transparency gaps, accountability problems and also potential governance risks. This study attempts to
create a conceptual framework is to integrate disclosing Al, Corporate Governance Mechanisms and
Financial Performance using the theories of Agency Theory and Collective Action Theory. We show that
the information asymmetry between managers and shareholders can be reduced by Al disclosure and
this has implications on the oversight by the board, and builds trust between stakeholders. At the same
time, collective board involvement in Al oversight helps to add to the credibility and effectiveness of
disclosure practices. The analysis hence further identifies key characteristics of the boards include
optimal size of the board, gender diversity, separation of the CEO and Chair roles and structure of board
meeting as moderating factors in the governance performance nexus. While financial transparency
enabled by Al makes audits better, operations more efficient and risks more detectable, challenges such
as voluntary reporting practices, algorithmic bias and regulatory uncertainty increase the demand for
adaptive governance models and standardized disclosure indices. The study contributes to the study of
governance and technology as it proposes an integrated and theoretical framework of disclosing about Al
as a strategic tool for high and sustainable financial performance and long-term competitive advantage.

Keywords: Artificial Intelligence (Al), Al Disclosure, Corporate Governance, Financial Performance,
Agency Theory.

Introduction

The integration of Artificial Intelligence (Al) in the operations of the corporations has brought
about a major change in strategic and operational underpinnings of the corporations especially in the
information technology sector. Al systems are increasingly used in the decision-making process, risk
assessment, audit, customer analytics, performance monitoring. From the point of view of the Agency
Theory (Jensen, & Meckling, 1976; Fama & Jensen, 1983), the function of corporate governance is
important to reduce the conflicts between managers and shareholders. Al disclosure supports the
implementation of governance mechanisms by increasing transparency and decreasing information gaps,
increasing accountability. Similarly, the Collective Action Theory emphasizes on the need of coordination
of oversight and sharing of monitoring roles in governance structures as required, mainly for dispersed
ownership firms. Despite the upsurge in the literature on the topic of Al and firm performance, there is still
a lack of clarity on the interplay of the Al disclosure and corporate governance mechanisms and how
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these impact financial performance. Most previous studies are either confined to the topic of Al adoption
and ESG performance or corporate governance and financial performance individually and do not
integrate both aspects under one big umbrella. Furthermore, the absence of structured and standardized
practices surrounding Al disclosure may present governance challenges, particularly in emerging
markets, such as India, where regulatory frameworks are still in the process of evolving. The lack of a
standardised index on Al disclosure that is geared for a corporate environment in India further hinders the
systematic evaluation and comparison of firms. This hints at the obvious need for conceptually analyzing
on the role of disclosure of Al to determine governance effectiveness and financial performances.

In view of these shortcomings, the purpose of this review and synthesise the current literature
on Al adoption and disclosure in corporate settings and examine the theoretical foundation especially
Agency Theory and Collective Action Theory, that explains the role of disclosure of Al in strengthening
corporate governance. Additionally, the study aims at conceptually analyzing the interrelationship
between Al disclosure, corporate governance mechanism and financial performance and also propose an
integrated model linking these dimensions with special reference to Indian corporate context.

Objectives

. To review and synthesize existing literature on Al adoption and disclosure in corporate settings.
. To analyze the theoretical foundations explaining the role of Al disclosure in corporate
governance.

Review of Literature
. Corporate Governance and Financial Performance

Recent research about the relationship between corporate governance (CG) and financial
performance (FP) had produced mixed and often contradictory results thus keeping the topic open for
further research by scholars. While some studies show that Good CG mechanism including board
independence, institutional ownership and audit committees have positive effects on FP (Purwanto et al.,
2020; Markonah and Prasetyo 2022), others show weak or context-specific relations (Guluma 2021).
These inconsistencies have usually been attributed to the difference in firm characteristics, market
environments or the measuring of both the quality of governance and financial performance outcomes
(Mansour et al., 2022). Consequently, in order to understand the CG-FP linkage requires a subtle
discovery about the internal mechanisms, external regulatory conditions and the firm level attributes.

° Al Evolution in Business

According to the European commission "Al refers to systems that demonstrate intelligent
behaviour by analysing their environment and taking actions - with some degree of autonomy - in order to
achieve certain goals" (European commission, 2019a, p. 1). Such explaining Al and evolving it in such a
form that Al becomes interpretable by humans and human understands what Al is and does, is relevant
because of the potential of increased interpretability and less probabilities of errors or bias in systems
which may further increase trust in such systems by humans (European Commission, 2019b) . One
possible way for organizations to respond to this type of needs, indeed, would making Al related
information public (Bonsson et al. 2021).

Disclosures can be roughly defined as the report of the economic information, both financial and
nonfinancial and quantitative and other economic information about the economic position of the
company and about the performance of the same (Owusu-Ansah, 1998: 608). Disclosures that are
voluntary and mandatory All of the information that a company discloses to stakeholders is done
according one purpose is obligatory (Shehata, 2014). Lang and Lundholm (1993) consider the annual
reports as a good proxy of the disclosure rate of other companies. Presenting some detailed data related
to the range and the means of some certain implementation of Al technology in some organization is also
called as Al disclosure. It is comprised of making the explanation of how and why Al gets utilized, to what
end, and the wellspring of probable advantages and downsides. This is becoming increasingly popular as
people are increasing their demand for organizations to be governed using corporate guidance in their
technological innovation. In as much as Al disclosure continues to be a field of playground to advertise
technological expertise, it is also an aspect demanding the establishment of a level of confidence by the
investment community and customers together with regulatory agencies (Felzmann et al. 2020) However,
a distinct lack of binding legislation and lack of common best practices have rendered Al disclosure a
largely voluntary process. There are some specific remarks about the use of the Australian disclosure
system: Firstly, organizations enjoy a large amount of freedom in determining the level and method of
reporting that can be used, which means that there is an incomplete picture. Businesses release Al



Shallu & Dr. Monika: Artificial Intelligence, Governance Mechanisms and Firm Performance: A..... 167

information in annual or sustainability reports as well as technology reports but the level of information
released depends on tradition, regulation and corporate strategy (Hacker, 2023)

Artificial Intelligence (Al) has made life-changing changes in the field of finance, business
strategy, and organizational management in the past few years. In the context of finance, Al has enabled
the automation of complex tasks such as credit scoring, fraud detection, and investment forecasting, with
neural networks, support vector machines, and deep learning being some of the deployed algorithms
(Kudeli¢ et al., 2025). Integrating Environmental, Social, and Governance, or ESG, criteria into Al
systems is nowadays a process to ease business decisions created in the corporate world to represent
ethical judgements and stakeholder demands. It brings together these ideas in order to promote banks as
responsible innovators that are ethical agents of financial revolution. This, but, should also be done by
overcoming some internal barriers like integrating Al with legacy systems and change of organizational
cultural towards innovation (Gupta & Agarwal, 2025).

In corporate governance, Al is employed for better performance monitoring and strategic
choices based on board diversity analysis and predictive analytics using artificial neural networks (Yang
et al. 2024). Entrepreneurial finance is also undergoing transformation with the help of artificial
intelligence tools in being able to understand the patterns of crowdfunding and enhancing the
communication of entrepreneurs and their investors (Kudeli¢ et al., 2025). Beyond finance, the
structuration of Industry 4.0's business model and the intelligence of its Al is providing value creation and
personalization of smart services in the context of startups and innovation ecosystems (Ventura &
Meirelles, 2025). Similarly, in human resource management, digital Al tools play their role in
organizational resiliency through enhancing adaptability and communication and strategic planning in
dynamic environments (Ahmié & Cosi¢, 2025). Collectively, these advancements reflect Al's prominent
role in advocating for data-driven choosing, operational efficiency, and strategic innovation across
industries, along with key ethical concerns of prejudice, privacy, and openness.

Liu et al. (2025) point out the role played by Al to increase consumer's willingness to adopt
Central Bank Digital Currencies (CBDCs) in terms of digital technology awareness, privacy guarantees
and usability from Chinese banking sector. Similarly, Chen and Hu (2025) introduce the legal and risk
considerations of generative Al as it applies to the financial industry, and suggest the need for robust
systems of regulation to mitigate liability. Integrating Al into the business operation is further
demonstrated in the work of Nguyen et al. 2025 that examines the relationship between Al-enabled
governance structures and firm performance in Vietnam, which reveals nuances in the outcomes of the
board diversity and independence. The wider discourse is also the strategic impact of gender diversity in
boardrooms where Nguyen, Greene and Wu (2025) have found positive impacts of female board
members presence and institutional ownership on firm profitability. Collectively, these studies show a
growing trend in the use of Al to maximize financial performance, corporate governance and strategic
management while remaining current with the regulatory, ethical and social complexities.

. Relationship between Disclosure of Al, Corporate Governance & Financial Performance

The disclosure of artificial intelligence (Al) has become the focus of corporate governance due
to the reduction of information asymmetry between managers and investors. Put simply, it simply entails
an articulation of what Al systems are, how they are constructed, tested, and monitored (Petrin, 2024).
Increased transparency reduces uncertainty among investors and in certain cases it can decrease the
cost of capital of the firm (Vyshnevskyi, 2024). Agency theory is used to explain this by pointing out the
conflict between the shareholders (principals) and the managers (agents) (Hill and Jones, 1992). Board
members mitigate these conflicts through the requirement of credible disclosure (Brown et al., 2024).
Responsible management is signaled by clear Al reporting, e.g., fairness audits, which may in turn
enhance ROE and ROA, by reducing the cost of financing and increasing operational efficiency (Awad,
2025). The collective-action theory also emphasizes the fact that efficient Al management should be
supported by the coordination of directors in order to have credible monitoring (Ostrom, 2008; Rae &
Blenker, 2024). Financial transparency based on Al increases trust, the quality of governance, and the
level of ESG integration and lowers risks such as the risk of algorithmic bias (Shubita and Alrawashedh,
2023; Ridzuan et al., 2024; Eghaghe et al., 2024).

The studies indicate that three key value streams include; reducing uncertainty leads to lower
finance costs (better ROE); proven Al efficiency leads to better ROA (Danek and Pospisil, 2024); and
good governance results in better reputation and long-term profitability (Kalkan, 2024). This is supported
by EU proposals of model audits and disclosures (Schwarcz et al., 2025). But weak or symbolic
disclosure - particularly with CEO duality - can lead to less credibility (transparency theatre) (Petrin, 2024;
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Akhtar, 2025). The best board size, dedicated meetings with the aid of Al applications, and gender
diversity also enhance the quality of the disclosure and accountability (Shaban and Omoush, 2025;
Vyshnevskyi, 2024). The results of empirical investigations indicate a positive correlation between Al
disclosure and financial performance (ROA, ROE) (Shiyyab et al., 2023). Accounting transparency (Al-
Okali, 2024) and financial prediction are also improved by Al (Omar et al., 2025). In general, clear Als
governance enhances trust, minimizes risk and promotes viable financial results.

Conclusion

This paper aimed at analyzing the interdependence among Artificial Intelligence (Al) disclosure,
corporate governance, and financial performance, especially in the emerging market environment.
Judging by the literature reviewed and theoretical basis of Agency Theory and Collective Action Theory, it
can be concluded that Al disclosure is a highly relevant tool of decreasing asymmetry in the flow of
information, boosting board oversight, and improving the confidence of stakeholders. Honest reporting of
Al implementation, regulation, and performance results are adding to enhanced accountability and more
efficient board of directors monitoring.

This result is supported by the previous empirical studies that demonstrate that Al adoption and
disclosure have a positive relationship with such key financial performance indicators as Return on
Assets (ROA) and Return on Equity (ROE). Al makes operations more efficient, better at risk
management, enhances audit capabilities and allows making decisions based on data. Steps to financial
benefits of Al are not automatic, though; it is mostly a matter of the nature of governance structures that
will govern Al implementation. Best board size, gender balance, separation of CEO and Chair position,
and effective board meetings are other attributes of the board that largely affect credibility and
effectiveness of Al disclosure.

Besides, Al-enhanced financial transparency helps to enhance corporate reporting reliability,
lowers the cost of capital, and investor trust. Simultaneously, issues like algorithmic bias and unregulated
disclosure structures, as well as voluntary reporting, point to the necessity of adaptative schemes of
governance and regulatory policies. Lack of a standardized Al disclosure index in the Indian corporate
setting further highlights the need to come up with a systematic framework of gauging Al transparency.

Comprehensively, the research paper concludes that Al disclosure, which has solid corporate
governance mechanisms, is positively related to financial performance. The three factors of Al, corporate
governance, and financial performance are interconnected and complementary to one another as
opposed to being independent. Companies that combine the transparent reporting of Al practices with
the good governance of the companies tend to have a higher chance of enjoying a sustainable financial
growth, improved stakeholders trust, and long-term competitive advantage. The future studies must be
directed toward formulating common Al disclosure indicators and empirical testing in Indian market to
give more explanations to this emerging governance-technology-performance nexus.

References

1. Adomako, R. B., Boakye, P. B., & Salapki, A. (2025). Tech-driven governance for sustainability:
Enhancing environmental disclosure through corporate governance and innovation in emerging
market. SN Business & Economics, 5(7). https://doi.org/10.1007/s43546-025-00852-5

2. Agarwall, H., Das, C. P., & Swain, R. K. (2022, January). Does artificial intelligence influence the
operational performance of companies? A study. In 2nd International Conference on
Sustainability and Equity (ICSE-2021) (pp- 59-69). Atlantis Press.
https://doi.org/10.2991/ahsseh.k.220105.008

3. Ahmié, A., & Cosi¢, M. (2025). Digital human resource management influence on the
organizational  resilience.  Organization = Management Journal, 22(2), 111-125.
https://doi.org/10.1108/0OMJ-09-2024-2299

4. Akhtar, S. (2025). The impact of artificial intelligence on the relationship between corporate
governance and firm financial performance. Critical Review of Social Sciences Studies, 3(2),
741-752. https://doi.org/10.21608/msams;j.2025.344189.1082

5. Al-Okaily, M. (2024). Artificial intelligence and its applications in the context of accounting and
disclosure. Journal of Financial Reporting and Accounting. https://doi.org/10.1108/jfra-04-2024-
0209



https://doi.org/10.1108/jfra-04-2024-0209
https://doi.org/10.1108/jfra-04-2024-0209

Shallu & Dr. Monika: Artificial Intelligence, Governance Mechanisms and Firm Performance: A..... 169

6.

10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

Awad, A. N. A. (2025). Artificial intelligence in financial-statement preparation: Enhancing
accuracy, compliance and corporate performance. International Journal of Innovative Research
and Scientific Studies, 8(2), 1-13. https://doi.org/10.53894/ijirss.v8i2.5166

Bonson, E., Lavorato, D., Lamboglia, R., & Mancini, D. (2021). Artificial intelligence activities
and ethical approaches in leading listed companies in the European Union. International Journal
of Accounting Information Systems, 43. https://doi.org/10.1016/j.accinf.2021.100535

Brown, O., Davison, R. M., Decker, S., & Hibbert, P. (2024). Theory-driven perspectives on
generative Al in business and management. British Journal of Management, 35(1), 3—-23.
https://doi.org/10.1111/1467-8551.12788

Chen, Q., & Hu, X. (2025). Tort liability for the application risk of generative artificial intelligence
technology in the circular economy and financial industry: Evidence from China. Humanities and
Social Sciences Communications, 12, 1042. https://doi.org/10.1057/s41599-025-05419-1

Danék, J., & Pospisil, J. (2024). How generative-Al autonomous agents shape current business
trends and smart learning. Business Trends, 14(2), 35-46.
https://doi.org/10.24132/jbt.2024.14.2.35_46

Eghaghe, V. O., Osundare, O. S., Ewim, C. P.-M., & Okeke, I. C. (2024). Navigating the ethical
and governance challenges of Al deployment in AML practices within the financial industry.
International Journal of Scholarly Research and Reviews.
https://doi.org/10.56781/ijsrr.2024.5.2.0047

Fama, E.F., & Jensen, M.C. (1983). Separation of Ownership and Control. Journal of Law &
Economics, 26(2), 301-326. http://dx.doi.org/10.2139/ssrn.94034

Felzmann, H., Fosch-Villaronga, E., Lutz, C., & Tamod-Larrieux, A. (2020). Towards transparency
by design for artificial intelligence. Science and Engineering Ethics, 26(6), 3333-3361.
https://doi.org/10.1007/s11948-020-00276-4

Guluma, T. F. (2021). The impact of corporate governance measures on firm performance: The
influences of managerial overconfidence. Future Business Journal, 7(1), 50.
https://doi.org/10.1186/s43093-021-00093-6

Gupta, S., & Agarwal, S. (2025). Use of Al and ML in Banking & Finance to Improve Decision-
Making, Automate Processes, and Enhance Customer Experiences. Social Science Research
Network. https://doi.org/10.2139/ssrn.5086625

Hacker, P. (2023). The European Al liability directives — Critique of a half-hearted approach and
lessons for the future. Computer Law & Security Review, 51, 105871.
https://doi.org/10.1016/j.clsr.2023.105871

Hill, CW.L., & Jones, T.M. (1992). Stakeholder-agency theory. Journal of Management Studies,
29(2), 131-154. https://doi.org/10.1111/].1467-6486.1992.tb00657

Jensen, M.C., & Meckling, W.H. (1976). Theory of the Firm: Managerial Behavior, Agency Costs
and Ownership  Structure. Journal of Financial Economics, 3(4), 305-360.
https://doi.org/10.1016/0304-405X(76)90026-X

Kafi, M. A., & Adnan, T. (2020). Machine Learning in Accounting Research: A Computational
Power to Wipe Out the Challenges of Big Data. Asian Accounting and Auditing Advancement,
11(1), 55-70. https://www.researchgate.net/publication/372900949

Kudeli¢, R., Smaguc, T., & Robinson, S. (2025). Artificial intelligence in the service of
entrepreneurial finance: Knowledge structure and the foundational algorithmic paradigm.
Financial Innovation, 11, 72. https://doi.org/10.1186/s40854-025-00759-y

Lang, M., & Lundholm, R. (1993). Cross-Sectional Determinants of Analyst Ratings of Corporate
Disclosures. Journal of Accounting Research, 31(2), 246-271.
http://hdl.handle.net/10.2307/2491273

Mansour, M., Al Amosh, H., Alodat, A. Y., Khatib, S. F. A., & Saleh, M. W. A. (2022). The
relationship between corporate governance quality and firm performance: The moderating role
of capital structure. Sustainability, 14(17), 10525. https://doi.org/10.3390/su141710525

Markonah, & Prasetyo, J. H. (2022). The impact of good corporate governance on financial

performance: Evidence from commercial banks in Indonesia. Journal of Asian Finance,
Economics and Business, 9(6), 45-52. https://doi.org/10.13106/jafeb.2022.vol9.n06.0045



https://doi.org/10.53894/ijirss.v8i2.5166
https://doi.org/10.1111/1467-8551.12788
https://doi.org/10.1057/s41599-025-05419-1
https://doi.org/10.24132/jbt.2024.14.2.35_46
https://doi.org/10.56781/ijsrr.2024.5.2.0047
https://doi.org/10.1007/s11948-020-00276-4
https://doi.org/10.1111/j.1467-6486.1992.tb00657
https://www.researchgate.net/publication/372900949

170
24.

25.

26.

27.

28.

29.

30.

31.

32.

33.

34.

35.

36.

37.

38.

39.

40.

International Journal of Global Research Innovations & Technology (IJGRIT), January-March, 2026

Mishra, D. (2024). Strategic Communication for Al-Driven Sustainability Initiatives: Bridging
Technology, Policy, and Public Engagement in Achieving SDGs. In Al Applications for Clean
Energy and Sustainability (pp. 187-211). IGI Global. http://dx.doi.org 10.4018/979-8-3693-6567-
0.ch010

Nguyen, C.-H., Greene, M., & Wu, S.-H. (2025). Women who money: The impact of female
board members and institutional ownership on firms’ financial performance. International Journal
of Organizational Analysis, 33(6), 1526—1541. https://doi.org/10.1108/I[JOA-04-2024-4451

Nguyen, P., & Bui, P. (2025). Unveiling the dynamics: Corporate governance’s impact on firm
performance in Vietnam’s thriving market landscape. Journal of the Knowledge Economy, 16,
9095-9122. https://doi.org/10.1007/s13132-024-02271-7

Omar, M. A., Gomaa, I. I, Moubarak, H., & Sabry, S. H. (2025). Predicting corporate financial
performance in artificial intelligence era: A comprehensive bibliometric study. Journal of
Financial Reporting and Accounting. https://doi.org/10.1108/JFRA-11-2024-0891

Ostrom, E. (2008). Building trust to solve commons dilemmas: Taking small steps to test an
evolving theory of collective action. In A. Walker & M. Winters (Eds.), Games, groups and the
global good (pp. 17-50). Springer. https://ssrn.com/abstract=1304695

Owusu-Ansah, S. (1998). The impact of corporate attributes on the extent of mandatory
disclosure and reporting by listed companies in Zimbabwe. The International Journal of
Accounting, 33(5), 605-631. Available online: https://scholar.google.com

Petrin, M. (2024). The impact of Al and new technologies on corporate governance and
regulation. Singapore Journal of Legal Studies, 90—106. https://dx.doi.org/10.2139/ssrn.4891647
Purwanto, |., Bustaram, |., Subhan, & Risal, Z. (2020). The effect of good corporate governance
on financial performance in conventional and Islamic banks: An empirical study in Indonesia.
International Journal of Economics and Financial Issues, 10(3), 1-6.
https://doi.org/10.32479/ijefi.9139

Ridzuan, N. N., Masri, M., Anshari, M., Fitriyani, N. L., & Syafrudin, M. (2024). Al in the Financial
Sector: The Line between Innovation, Regulation and Ethical Responsibility. Information.
https://doi.org/10.3390/info15080432

Schwarcz, D., Baker, T., & Logue, K. (2025). Regulating robo-advisors in an age of generative
artificial intelligence. Washington & Lee Law Review, 82, 775-850.

https://dx.doi.org/10.2139/ssrn.5040343

Shehata, N. F. (2014). Theories and Determinants of Voluntary Disclosure. Accounting and
Finance Research (AFR), 3(1), 18-26. https://scholar.google.com

Shaban, O. S., & Omoush, A. (2025). Al-Driven Financial Transparency and Corporate
Governance: Enhancing Accounting Practices with Evidence from Jordan. MDPI AG.
https://doi.org/10.20944/preprints202503.0829.v1

Shiyyab, F. S., Alzoubi, A. B., Obidat, Q. M., & Alshurafat, H. (2023). The impact of artificial
intelligence disclosure on financial performance. International Journal of Financial Studies,
11(3), 115. https://doi.org/10.3390/ijfs11030115

Shubita, M. F., & Alrawashedh, N. H. (2023). Corporate Governance Components and
Intellectual Capital: Evidence from Jordanian Banks.
http://dx.doi.org/10.21511/imfi.20(4).2023.22

Ventura, M. A. de A., & Meirelles, D. S. e. (2025). Business model structuration in Industry 4.0:
An analysis of the value-based strategies of smart service providers in Brazil. Journal of
Manufacturing Technology Management, 36(1), 134—158. https://doi.org/10.1108/JMTM-12-
2023-0548

Vyshnevskyi, O. (2024). Al as a mitigator of information asymmetry within platform strategiarchy
logic. Economic Herald of Donbas, 4(78), 5—11. https://doi.org/10.12958/1817-3772-2024-4(78)-5-11

Yang, L.-W., Nguyen, T. T. B., & Young, W.-J. (2024). Performance and board diversity: A
practical Al perspective. Big Data and Cognitive Computing, 8(9), 106.
https://doi.org/10.3390/bdcc8090106.

o]0/



https://doi.org/10.1108/IJOA-04-2024-4451
https://dx.doi.org/10.2139/ssrn.4891647
https://doi.org/10.3390/info15080432
http://dx.doi.org/10.21511/imfi.20(4).2023.22
https://doi.org/10.1108/JMTM-12-2023-0548
https://doi.org/10.1108/JMTM-12-2023-0548
https://doi.org/10.12958/1817-3772-2024-4(78)-5-11

