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A New Role of Independent Directors: Litigation Risk Buffering
—— A Case Study of Google

YUAN Xin LIU Feng

Abstract: This paper analyzes Google’s 2012 recapitalization case and discusses the role that

Google’s independent directors have served herein. Our analysis and discussion shows that during

the recapitalization, the independent directors successfully mitigate the interest conflicts between

Google’s founders and its outside shareholders, and buffer the litigation risk arising from outside

backlash. We also reveal that, contrary to the prediction of current corporate governance theory,

in this case, Google’s independent directors do not effectively monitor the founders, who are the

actual decision makers of Google. Thus, on the ground of Google’s 2012 recapitalization case, we

tend to argue that independent directors are able to protect and even increase firm value through

buffering the litigation risk faced by decision makers, especially in high-tech companies similar to

Google.

Key words: independent directors; litigation risk; risk buffering; multi-class ownership
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