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1. ABSTRACT

The doctrine of the corporate veil stands at the intersection of economic
efficiency and legal accountability. This research critically examines the
evolution, application, and challenges of the doctrine in India, with
comparative insights from the United Kingdom and the United States. While
the principle of separate legal personality, established in Salomon v. A.
Salomon & Co. Ltd., underpins modern corporate law by granting limited
liability and encouraging investment, its misuse for fraud, tax evasion, or
social harm necessitates judicial intervention. In India, courts and statutes
have adopted a broader and more pragmatic approach to lifting the veil than
their UK counterparts, allowing intervention not only for fraud and tax
evasion but also to protect public interest and welfare. However, this
flexibility has led to inconsistency due to the absence of a uniform legal test.
The research argues for a codified and structured framework, drawing
lessons from comparative jurisdictions, to strike a balance between
protecting corporate personality and preventing its abuse. This study
highlights that a well-defined statutory approach, supported by judicial
discretion, can foster both investor confidence and social justice in India’s
corporate landscape.
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2. Introduction

The modern corporation is a complex legal construct, its very existence underpinned by the
twin pillars of separate legal personality and limited liability. These concepts, developed during
the Industrial Revolution, transformed business by allowing individuals to invest capital
without risking their entire personal wealth. A company, as an "artificial person," can own
property, enter into contracts, sue, and be sued in its own name, independent of its members.
This legal separation, metaphorically described as the "corporate veil," has become a

fundamental driver of enterprise, encouraging risk-taking and collective investment.

Yet, this foundational principle contains an inherent tension. While designed as a shield for
genuine enterprise, the corporate form can be deliberately exploited as a cloak for abuse, fraud,
and the evasion of legal responsibilities. The central problem lies in discerning the precise
circumstances under which this shield should be removed to ensure that justice prevails without
undermining the very principles that make the corporate form so valuable to the global

economy. This delicate balance is at the heart of the doctrine of lifting the corporate veil.

This paper is structured to address this intricate problem. It begins with an analysis of the
doctrine's genesis in the United Kingdom, focusing on the seminal case of Salomon v. Salomon
Co. Ltd. The report will then transition to a detailed examination of the doctrine's legal
foundation and practical application in India, exploring both its statutory provisions and the
rich tapestry of judicial precedents that have shaped its contours. A critical comparative study
with the legal frameworks in the UK and the US will highlight the significant philosophical
differences across jurisdictions. Finally, the paper will present a critical evaluation of the
current Indian legal position and propose potential reforms to achieve greater legislative clarity
and legal predictability, thereby reconciling the core objectives of corporate law with the

imperative of justice.

3. Review of Literature

The Principle of Corporate Personality and Limited Liability-L.C.B. Gower, Principles of
Modern Company Law (1957):

This seminal work provides the foundational understanding of corporate personality and the

doctrine of limited liability. Gower explains that the recognition of a company as a separate

Page: 9373



Indian Journal of Law and Legal Research Volume VII Issue IV | ISSN: 2582-8878

legal entity encouraged economic growth and investment. However, he also points out the
inherent dangers of misuse when individuals hide behind the corporate veil to commit fraud or
evade legal obligations. The book sets the tone for later debates on when courts should

intervene to pierce the corporate veil.

Piercing the Corporate Veil in English Law-Ottolenghi, “From Peeping Behind the
Corporate Veil, to Ignoring it Completely” (1990) MLR:

Ottolenghi analyzes the restrictive stance of English courts in piercing the veil, focusing on
landmark decisions such as Salomon v. Salomon and Gilford Motor Co. v. Horne. The paper
concludes that English law prioritizes certainty and investor protection, lifting the veil only in
exceptional cases of fraud or sham transactions. This strict approach influenced India’s early

corporate law but diverges significantly in modern practice.

The Instrumentality Rule and the Alter Ego Doctrine in the U.S.-Blumberg, “The Law of
Corporate Groups: Procedural Law” (1990):

Blumberg’s study highlights the American approach, where veil-piercing is guided by the “alter
ego” and “instrumentality” doctrines. He notes that U.S. courts examine factors like
undercapitalization, commingling of funds, and misuse of corporate form. While flexible, this
state-wise fragmented system leads to inconsistent results. The work is crucial in understanding

the comparative divergence between India, the UK, and the USA.

Indian Corporate Veil Jurisprudence-Avtar Singh, Company Law (2019 edition):

Avtar Singh provides a comprehensive analysis of statutory provisions under the Companies
Act, 2013, and leading judicial decisions such as LIC v. Escorts Ltd. and State of UP v.
Renusagar Power Co. The author emphasizes that Indian courts adopt a pragmatic approach,
lifting the veil not only for fraud but also for tax evasion, misrepresentation, and protection of
public interest. He points out that while this ensures justice, it creates unpredictability for

businesses.

Corporate Governance and Veil Lifting in India-Umakanth Varottil, Indian Journal of

Corporate Law & Policy (2015):

Varottil explores the socio-economic reasons behind India’s liberal veil-piercing jurisprudence.
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He argues that courts often extend the doctrine to protect weaker stakeholders such as
employees, creditors, and consumers. However, he warns that excessive judicial discretion
undermines legal certainty and may deter foreign investment. The paper suggests adopting a

structured test, similar to U.S. models, while retaining flexibility to protect public interest.

Comparative Study of Corporate Veil-Sealy & Worthington, Cases and Materials in
Company Law (2016)

This work compares corporate law doctrines in the UK, USA, and India, noting the
philosophical divergence across jurisdictions. While UK courts restrict veil lifting to fraud or
evasion, and U.S. courts balance it under the alter ego doctrine, India’s judiciary often invokes
public interest grounds. The authors stress that India’s approach reflects its socio-political

context but requires codified standards to reduce unpredictability.

4. Research Methodology

1. Research Problem

The core issue addressed in this research is the lack of clarity and consistency in the
application of the doctrine of lifting the corporate veil in India. While the principle of
separate corporate personality protects investment and business stability, its misuse
undermines justice. The problem lies in identifying the circumstances under which the veil

should be lifted without eroding the certainty that corporate law provides.

2. Objectives of the Study

To trace the historical origins and development of the corporate veil doctrine in common
law.To analyze the statutory framework and judicial precedents shaping the doctrine in
India.To compare India’s approach with that of the United Kingdom and the United

States.To critically evaluate the strengths and weaknesses of India’s current position.

To propose reforms for creating a codified, structured, and predictable framework.

3. Research Questions

1. What is the legal basis for the doctrine of corporate personality and the corporate veil?
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2. Under what circumstances do Indian courts and statutes allow lifting of the corporate

veil?

3. How does India’s approach differ from the UK and the US?

4. Hypothesis

This research proceeds on the hypothesis that while India’s flexible approach to lifting the
corporate veil ensures justice in individual cases, the absence of a structured framework
leads to inconsistency and unpredictability. A codified approach, complemented by judicial
discretion, would strike a more effective balance between economic certainty and legal

accountability.

5. Research Design

This study is qualitative and doctrinal in nature. It relies primarily on legal analysis of
statutory provisions, judicial decisions, and academic commentary. A comparative approach
has been adopted to understand how the doctrine operates in the UK and US and what

lessons India can draw from these jurisdictions.

6. Sources of Data

Primary Sources: Statutes such as the Companies Act, 2013; Insolvency and Bankruptcy
Code, 2016; Income Tax Act, 1961; and leading judicial decisions like Salomon v. Salomon
& Co. Ltd., Gilford Motor Co. v. Horne, Prest v. Petrodel Resources Ltd., and Indian

precedents.

Secondary Sources: Books on company law, scholarly articles, commentaries, law

commission reports, and academic journals.

7. Method of Analysis

The research adopts a descriptive and analytical method. Statutory provisions and case laws
are critically examined to identify patterns, gaps, and inconsistencies in judicial reasoning.
A comparative method is used to highlight differences between jurisdictions, followed by

normative analysis to propose reforms for India.
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8. Scope and Limitations

The scope of this research is confined to the doctrine of the corporate veil in India with
reference to statutory provisions, judicial decisions, and select comparative insights from
the UK and US. It does not cover detailed corporate governance practices or comparative
analysis with civil law jurisdictions. The study is limited to doctrinal analysis and does not

include empirical data from corporate stakeholders.

5. Corporate Veil

The corporate veil is a fundamental legal concept that treats a company as a separate and
distinct legal entity from its owners, directors, and shareholders. It acts as a protective shield,
ensuring that the personal assets of the members remain safe from the liabilities and debts of
the company. This principle is central to company law, particularly in the case of corporations
and limited liability companies (LLCs), as it means that if a company becomes insolvent or
faces legal action, creditors can claim only the assets belonging to the company and not the
private wealth of its members. The doctrine rests on two key principles. The first is the idea of
a separate legal entity, which allows an incorporated company to own property, enter into
contracts, sue, and be sued in its own name. This was firmly established in the landmark case
of Salomon v. A. Salomon & Co. Ltd. (1897). The second principle is limited liability, which
ensures that shareholders are only liable to the extent of their investment in the company’s
shares. This not only safeguards individuals from personal financial ruin but also encourages

entrepreneurship and investment by reducing the risks of business failure.

6. Lifting up/piercing the corporate veil

While the concept of the corporate veil provides protection by recognizing a company as a
separate legal entity, it is not an absolute shield. In certain circumstances, courts may disregard
this separate personality and hold the individuals behind the company personally liable for its
actions—a process known as piercing or lifting the corporate veil. Courts are generally cautious
in doing so and will only intervene in exceptional situations where the corporate structure is
being misused or abused. One of the most common grounds is fraud or misconduct, where the
company is used as a sham to perpetrate fraud, evade legal obligations, or engage in unlawful
activities. Another ground is undercapitalization, where a company is deliberately formed with

inadequate financial resources, effectively making it a mere shell unable to meet its obligations.
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Additionally, under the alter ego theory, if there is no real distinction between the company’s
affairs and the personal affairs of its owners—for example, when personal and business funds
are commingled or corporate formalities like meetings and proper record-keeping are
ignored—the courts may pierce the veil to impose personal liability on those controlling the

company.

7. Statutes on Corporate Veil in India

The Companies Act, 2013, is the primary legislation that codifies specific instances where the
corporate veil can be lifted. However, other Indian statutes and a body of judicial precedent

also play a crucial role.

Statutory Provisions in the Companies Act, 2013

The Companies Act, 2013, provides several clear grounds for piercing the corporate veil to

prevent misuse of the corporate form. These include:

e Section 7(7): This section holds promoters, first directors, and other individuals
personally liable if a company is incorporated by furnishing false or incorrect

information, or by suppressing material facts.

e Section 34 & 35: These provisions impose civil and criminal liability on directors and
experts for any misstatements made in a company's prospectus, thereby holding them

personally accountable.

e Section 339: This is a crucial provision for fraudulent activity during a company's
winding-up. It allows the court to make any person who was knowingly a party to the
business being carried out with the intent to defraud creditors personally responsible
for the company's debts. This provision targets individuals who use the company as a

shield for fraudulent activities.

o Section 447: This section deals with punishment for fraud. It is a broad provision that
enables the court to look beyond the company's legal personality in cases of fraudulent

activities, misrepresentation, or deceit.
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Other Indian Statutes

Beyond the Companies Act, various other laws have provisions that allow for the lifting of the

corporate veil, particularly to ensure compliance, tax collection, and accountability.

e Income Tax Act, 1961: The tax authorities are empowered to disregard the corporate
entity and look at the real transaction to prevent tax evasion. This is done to identify the
true recipient of income and ensure that income is not hidden behind a company

structure.

e Insolvency and Bankruptcy Code (IBC): The IBC allows the National Company Law
Tribunal (NCLT) to hold individuals personally liable for fraudulent or wrongful
trading. Under Section 66 of the IBC, if a company's business is carried on with the
intent to defraud creditors, the NCLT can order any person who was a party to such

activity to make a personal contribution to the company's assets.

e Securities and Exchange Board of India (SEBI) Act, 1992: SEBI has the authority
to hold directors and key managerial personnel liable for violations of securities laws,
especially in cases of insider trading, market manipulation, and other fraudulent

practices.

e Environmental and Labour Laws: Statutes such as the Environment (Protection)
Act, 1986, and the Factories Act, 1948, impose liability on directors, managers, and
officers in charge for offences committed by the company. These laws are designed to

ensure that those in control are held accountable for non-compliance.

Judicial Grounds

The courts have developed several judicial grounds to lift the corporate veil in the interest of
justice, particularly when statutory provisions may not directly apply but the circumstances
demand intervention. One of the most common grounds is fraud or improper conduct, where
the company is used as a mere cloak or sham to conceal dishonesty. A classic example is Gilford
Motor Co. Ltd. v. Horne, where the court held that a company formed to evade a contractual
non-compete clause was a sham. Similarly, courts may lift the veil in cases of tax evasion, as
the corporate structure cannot be misused to avoid legal obligations such as payment of taxes.

Another ground is where the company is merely acting as an agent of'its shareholders or another
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controlling entity, in which case the courts disregard its separate existence and hold the
principals liable. Finally, the veil may also be lifted in matters involving public interest or
public policy, ensuring that corporate entities are not used in ways that harm society or go

against the larger public good.

8. Corporate Veil: India vs. UK

The corporate veil is a fundamental legal principle that separates a company’s legal identity
from its shareholders, directors, and employees, thereby granting them limited liability. This
principle ensures that the personal assets of individuals are generally protected from the
company’s debts. However, in certain circumstances, courts may “pierce” or “lift” the veil to
hold individuals personally accountable for corporate actions. While both Indian and UK law
recognize the doctrine, their approaches to lifting the veil differ significantly.In the United
Kingdom, the approach is extremely strict and restrictive. The landmark case of Salomon v. A.
Salomon & Co. Ltd. (1897) firmly established the principle of a separate legal entity, and later
decisions consistently reinforced its sanctity. The modern position was clarified in the Supreme
Court case of Prest v. Petrodel Resources Ltd. (2013), which held that the veil may be pierced
only in very limited circumstances, primarily when the company is being used as a deliberate
“sham or facade” to evade a pre-existing legal obligation. Two principles guide the UK’s
stance: the “evasion principle,” where the veil can be lifted if a company is used as a device to
evade an existing legal duty, and the “concealment principle,” where the veil may be lifted to
identify the true owner or controller of a company without transferring liability. Importantly,
UK courts are reluctant to pierce the veil simply in the “interests of justice” or to address
general wrongdoing, setting the bar very high and requiring clear proof that the company was

merely an instrument of its owners to avoid legal obligations.

In contrast, India’s legal framework, though rooted in the same common law principles, is more
flexible and pragmatic. The Indian judiciary has displayed a greater willingness to lift the
corporate veil not only in cases of fraud but also across a wider range of judicial and statutory
grounds. Courts in India have pierced the veil to prevent tax evasion, fraud, or improper
conduct, and also when companies are used as a sham or device to avoid obligations. Moreover,
Indian courts consider broader social concerns, including the protection of public interest,
consumer rights, and the fair treatment of workers, while deciding such cases. Statutorily, the

Companies Act, 2013, provides specific circumstances where the veil can be lifted, such as
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fraudulent trading, misrepresentation in a prospectus, and failure to refund application money.
Thus, unlike the UK’s rigid approach, India adopts a more discretionary and justice-oriented
stance, allowing courts to look beyond the corporate structure to prevent abuse of the corporate

form and to ensure fairness in commercial dealings.

9. Corporate Veil: India vs. USA

The corporate veil is a legal principle that recognizes a company as a separate legal entity,
distinct from its shareholders and owners, thereby granting them limited liability. This principle
ensures that personal assets are generally shielded from the debts and liabilities of the company.
However, courts may decide to “pierce” or “lift” the corporate veil in certain situations to hold
individuals personally accountable. While both the USA and India adhere to this principle, their

approaches to piercing the veil differ in scope and application.

In the United States, the approach to piercing the corporate veil is governed by state law, and
therefore, there is no single uniform standard across the country. Although most states adopt
similar tests, some variations exist. The general approach is less rigid than the UK’s, but courts
maintain a strong presumption against piercing the veil. The most widely applied framework
is the “alter ego” or “instrumentality” doctrine, which typically requires a two-pronged
analysis. The first prong is the “unity of interest” test, where the court must establish that the
corporation and the shareholder are not truly separate. This may be demonstrated by the failure
to follow corporate formalities such as board meetings and record-keeping, the commingling
of personal and corporate funds, or undercapitalization where the company was inadequately
funded to meet foreseeable liabilities. The second prong is the “fraud or injustice” requirement,
where the court must find that respecting the corporate form would sanction fraud or lead to an
inequitable result. Importantly, mere non-payment of debts is insufficient; rather, there must be

evidence of misuse of the corporate form for wrongful purposes.

In India, the legal framework for the corporate veil is shaped by both statutory provisions and
judicial precedents. Although rooted in English law, Indian courts have evolved a more flexible
and interventionist approach. The grounds for lifting the veil are broader and divided into
statutory and judicial grounds. Under statutory provisions, the Companies Act, 2013, expressly
provides for lifting the veil in circumstances such as fraudulent trading, misrepresentation in a
prospectus, and failure to refund application money. On the judicial side, Indian courts have

expanded the grounds to include cases where the company is used as a sham or facade, to
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prevent tax evasion or avoidance of legal obligations, and to safeguard public interest. The last
ground, in particular, gives courts wide discretion to intervene where necessary to prevent

injustice or abuse of the corporate structure.

Thus, while the U.S. approach emphasizes a structured test with a presumption against piercing,
India adopts a more pragmatic and justice-oriented stance, allowing courts to look beyond

formalities to address fraud, abuse, and broader public concerns.

10. Critical Analysis

The doctrine of the corporate veil is one of the most debated principles in corporate law because
it embodies a constant tension between two objectives: on the one hand, the need to respect the
company’s separate legal personality to ensure certainty and promote investment, and on the
other hand, the necessity to prevent individuals from misusing this separate identity as a shield
for fraud, tax evasion, or other forms of misconduct. Different jurisdictions have approached
this tension differently, and a comparative study of the United Kingdom, the United States, and

India reveals the strengths and weaknesses of each system.

The United Kingdom has historically taken a highly conservative and rigid approach to veil
piercing. Since the landmark decision in Salomon v. Salomon & Co. (1897), UK courts have
treated the separate legal entity of a company as almost inviolable. The modern position,
clarified in Prest v. Petrodel Resources Ltd. (2013), shows that the veil may only be pierced in
cases involving deliberate evasion of legal obligations or where the company structure conceals
the real actors. While this promotes strong business certainty and investor confidence, it has
been criticized for being too rigid, as it sometimes denies relief to victims of corporate abuse

where the misconduct does not fit neatly within the narrow categories recognized by law.

The United States, by contrast, follows a more flexible but fragmented approach. Veil piercing
is governed by state law, and most states apply the “alter ego” or “instrumentality” doctrine,
requiring proof of unity of interest between the company and the shareholder, as well as
evidence of fraud or injustice if the corporate form is respected. This creates a balance between
protecting the sanctity of the corporate structure and ensuring fairness in cases of abuse.
However, the lack of a uniform national standard leads to inconsistency, and the high

evidentiary burden placed on claimants often discourages smaller parties from seeking redress.
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Thus, while the U.S. avoids the rigidity of the UK, it struggles with unpredictability and uneven

application.

India, though influenced by English law, has evolved a far more pragmatic and socially
responsive approach. Indian courts and statutes recognize a wide range of grounds for lifting
the corporate veil, including fraud, tax evasion, sham companies, misrepresentation in
prospectuses, and even broader considerations such as the protection of public interest,
consumer rights, and worker welfare. This allows the judiciary to intervene in situations where
strict adherence to the doctrine of separate personality would result in injustice. However, this
flexibility comes at a cost: the absence of a uniform test or guiding principle sometimes leads
to excessive judicial discretion, making outcomes unpredictable for businesses and foreign

investors who seek legal certainty before committing capital.

A comparative evaluation shows that the UK model prioritizes corporate certainty at the
expense of fairness, the U.S. system seeks a middle ground but suffers from inconsistency, and
the Indian model emphasizes justice and equity but risks unpredictability due to its breadth of
application. Ultimately, the challenge lies in balancing the need to uphold the corporate form
for economic stability with the need to prevent its misuse. India, in particular, could benefit
from adopting a structured test similar to the U.S. approach, which would preserve judicial
flexibility while reducing uncertainty. In this way, the principle of the corporate veil can

continue to protect honest enterprise while denying shelter to those who attempt to abuse it.

11. Conclusion

The doctrine of lifting the corporate veil is a testament to the tension between the legal fiction
of corporate personality and the real-world pursuit of justice. The journey from the rigid
formalism of Salomon v. Salomon Co. Ltd. to the flexible and expansive judicial approach in
modern India illustrates a deliberate choice to prioritize substantive justice over strict
adherence to legal form. While Indian courts have successfully used this doctrine to combat
corporate abuse in cases involving fraud, tax evasion, and welfare legislation, the lack of a

clear, unifying test has created an environment of judicial inconsistency and legal uncertainty.

The Satyam scandal stands as a critical turning point, a stark reminder that a purely
discretionary legal framework may be insufficient to deter and manage large-scale corporate

malfeasance. The subsequent legislative changes, particularly under the Companies Act, 2013,
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signal a move toward a more structured system. The future of the corporate veil in India lies in
a balanced approach that codifies the primary grounds for piercing, thereby providing clarity
and predictability for businesses while empowering the judiciary to hold wrongdoers
personally liable. By blending the structured approach of a codified framework with the
enduring flexibility of common law, India can build a more robust and equitable corporate law

system that protects both the integrity of the corporate form and the interests of the public.
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