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SEPARATE LEGAL PERSONALITY: SALOMON V.
SALOMON AND ITS APPLICATION IN INDIA
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ABSTRACT

Every first-year student of company law eventually runs into the same idea,
stated in some form or another: a company is not the people who own it. It
sounds almost too simple to matter, and yet this single idea, that a company,
once incorporated, becomes a legal person in its own right, distinct from its
shareholders and directors, quietly underpins nearly the entire modern
commercial world. Limited liability, venture investing, group corporate
structures, even the willingness of a small trader to risk starting a business at
all, rest on this one foundational fiction. This article traces that idea back to
its most famous source, the House of Lords' decision in Salomon v. Salomon
& Co. Ltd., and follows it into Indian law, where it has been absorbed into
statute and repeatedly tested by the courts. It also looks at the doctrine's
necessary counterweight, the lifting of the corporate veil: the narrow set of
situations in which Indian courts have refused to let the corporate form be
used as a shield for fraud or evasion. The purpose of this article is not merely
descriptive. It attempts to show why the doctrine has survived more than a
century of commercial change, where it has been stretched, and where Indian
courts have drawn the line between respecting corporate personality and
refusing to be fooled by it.
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INTRODUCTION

Company law, at its heart, deals with a strange kind of fiction: the idea that a business can be
a 'person'. Not a person in the biological sense, obviously, but a person in the eyes of the law:
capable of owning property, entering contracts, suing, being sued, and carrying on existence
long after the individuals who created it have moved on or passed away. This is the concept of
separate legal personality, and it is arguably the single most important idea in company law,
more important even than most students realise when they first encounter it in a first-year

lecture.

Why does this matter so much? Consider the alternative. In a partnership or a sole
proprietorship, there is no legal wall between the business and the individual running it. If the
business fails and owes money, the creditors can, in principle, come after the personal assets
of the owner: their house, their savings, their car. This is a serious deterrent to enterprise. Few
people would risk starting a manufacturing unit, a trading company, or a technology venture if
a single bad year could cost them their family home. The company, as a legal invention, solves
this problem by drawing a line between the business and the individual, allowing capital to be

put at risk without the individual's entire life being put at risk along with it.

This separation is not something that exists in nature. It is a deliberate creation of the law, and
like any legal fiction, it can be misused. A person could, in theory, incorporate a company
purely to escape a personal debt, defraud a creditor, or dodge a contractual obligation, and then
hide behind the company's 'separate' status when caught. Recognising this risk, courts have
developed a countervailing doctrine, the lifting or piercing of the corporate veil, which allows
a court to look past the company's legal personality and hold the individuals behind it

personally accountable, but only in defined and fairly narrow circumstances.

This article is structured around that tension. It begins with the doctrine's origin in English law,
in the celebrated case of Salomon v. Salomon & Co. Ltd., before turning to how Indian law has
received, codified, and applied the principle. It then examines the exception, the circumstances
in which Indian courts have been willing to lift the veil, before offering some concluding
thoughts on why the balance struck by Indian courts, cautious but not rigid, is probably the

right one.
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HISTORICAL BACKGROUND: WHY THE DOCTRINE WAS NEEDED

Before diving into Salomon itself, it helps to understand the commercial world that produced
it. The nineteenth century in England was a period of rapid industrial expansion, and with it
came an enormous appetite for capital. Building a railway, a factory, or a shipping line required
far more money than any one individual could easily raise or risk alone. The answer that
emerged was the joint-stock company: an entity that could pool the capital of many investors,

each of whom would risk only the amount they had chosen to invest, and no more.

Parliament responded with a series of Companies Acts through the mid-1800s that made
incorporation simpler and limited liability more widely available, first to larger public
enterprises and eventually to smaller and smaller businesses. By the time Aron Salomon
incorporated his shoe-making business in the 1890s, the law technically permitted very small,
closely held businesses to take the corporate form, so long as the statutory minimum number
of shareholders was met, even if this meant, in practice, that six of those shareholders held only
a single nominal share each. The legal machinery of incorporation, in other words, had become
available even to what was in substance a one-man business. The question that Salomon's case
forced English courts to confront was whether the law would take this machinery seriously,
even when used this way, or whether it would look past the form to the underlying economic
reality. The House of Lords chose the former path, and in doing so, set the course of company

law for the next century and beyond.

SALOMON V. SALOMON & CO. LTD. (1897): FACTS AND HOLDING

Aron Salomon had run a successful leather and boot-making business in London as a sole trader
for many years. Wanting to bring his sons into the business and to raise fresh capital, he decided
to incorporate it as a limited company, Salomon & Co. Ltd. He sold his existing business to the
newly formed company at a valuation that was, by most accounts, generous to himself, and in
exchange he received a large allotment of shares along with debentures secured by a floating
charge over the company's assets. This meant Salomon was not merely the company's dominant
shareholder; he was also, through his debentures, a secured creditor of his own company,
entitled to be paid ahead of the company's ordinary unsecured trade creditors if things went

wrong.

The law at the time required a company to have at least seven shareholders. To satisfy this
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requirement, Salomon allotted one share each to his wife and five of his children, who held
these shares purely as a formality and exercised no independent judgment over the business.
Salomon himself continued to run the company exactly as he had run it as a sole trader,

retaining full practical control.

Things did not go well. The boot trade suffered a downturn, and the company was eventually
placed into liquidation. Its assets were insufficient to pay everyone in full. If Salomon's
debenture was treated as valid and secured, he would be paid first, leaving little or nothing for
the unsecured creditors. The liquidator, acting on behalf of those unsecured creditors, argued
that the company was nothing more than an alias for Salomon himself, that Salomon and
'Salomon & Co. Ltd.' were, in substance, the same person, and that it would be unjust to allow
Salomon to claim priority as a secured creditor over the very creditors he, trading through his
company, had failed to pay. The Court of Appeal agreed with the liquidator, describing the

company as a mere sham, an agent of Salomon, or a trustee for him.

The House of Lords reversed this decision unanimously, and in doing so delivered what
remains the single most cited judgment in company law. The Law Lords held that once a
company has been formed in compliance with the statutory requirements for incorporation, it
becomes, in the eyes of the law, a person entirely separate from its subscribers. It made no
difference, the House of Lords said, that Salomon owned almost all the shares, that his family's
shareholdings were purely nominal, or that he continued to manage the business exactly as
before. The motives behind incorporation were irrelevant. So too was the degree of control one
individual exercised over the company. The statute did not say that a company had to be
economically independent of its founders to enjoy separate personality; it only required the
formalities of incorporation to be observed, and those formalities had been observed here.
Salomon's debenture was therefore valid, and he was entitled to be paid as a secured creditor

ahead of the unsecured creditors, however harsh a result that seemed to those creditors.

It is worth pausing on just how counter-intuitive this result must have felt at the time, and still
feels, to many students meeting it for the first time. A man effectively runs his own one-person
business, calls it a company, appoints his family as token shareholders, and then, when the
business fails, is entitled to be paid ahead of the very tradesmen who supplied him goods on
credit. And yet, this is precisely the outcome that the logic of separate legal personality

demands, and it is precisely why the case has endured. Salomon did not establish a rule that
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happened to favour Salomon; it established a rule about what incorporation means, full stop,

regardless of who benefits from it in any particular case.

THE DOCTRINE IN ITS MODERN FORM

Stripped of the specific facts of Salomon, the doctrine of separate legal personality can be
summarised in a handful of consequences that follow automatically once a company is validly

incorporated.

* The company, not its shareholders, owns the company's property. A shareholder has no
direct proprietary interest in, say, the factory or machinery owned by the company; what
the shareholder owns is a share, which is itself a distinct item of property representing a

bundle of rights against the company.

* The company, not its shareholders, is liable for the company's debts. Creditors of the
company must look to the company's own assets for payment; they cannot, as a general
rule, pursue the personal assets of shareholders, however wealthy those shareholders may

be.

* The company can contract with, sue, and be sued by its own shareholders and directors,
since they are legally distinct persons capable of entering into legal relations with one

another.

* The company enjoys perpetual succession, meaning its legal existence continues
uninterrupted despite the death, resignation, or transfer of shares by any particular

shareholder or director.

These consequences may sound abstract, but they have very concrete effects on how businesses
are actually run. A promoter setting up a new venture today can raise money from multiple
investors, each contributing capital in exchange for shares, secure in the knowledge that if the
venture fails, they stand to lose only what they invested. This is the entire premise on which
the modern start-up ecosystem, venture capital industry, and public capital markets are built.
Remove the doctrine of separate legal personality, and much of this commercial architecture

collapses.
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STATUTORY RECOGNITION UNDER INDIAN COMPANY LAW

India's company law has its roots in English law, having developed under colonial
administration and subsequently through a series of independent legislative enactments,
culminating today in the Companies Act, 2013. The Salomon principle was received into Indian
law early and has never seriously been questioned as a matter of general principle. Under the
Companies Act, 2013, a company, upon registration, becomes a body corporate capable of
exercising all the powers of an incorporated company, with perpetual succession and the
capacity to hold property in its own name, distinct from that of its members. This is not merely
a judicial gloss on the statute; it is the statute's own design. Indian company law, in other words,
does not leave the question of separate personality to judicial interpretation alone; it builds it

directly into the definition of what a company is.

This statutory footing matters, because it means Indian courts are not merely following an
English precedent out of habit or comity. They are applying a rule that Parliament itself has
chosen to enact, again and again, across successive companies legislation since independence.
Any departure from the Salomon principle in India, therefore, has to be justified either by
reference to a specific statutory exception, or by a judicially developed exception grounded in
equity and public policy; it cannot simply be argued away on the basis that a particular company
is small, closely held, or dominated by one person, any more than it could in Salomon's own

casec.

JUDICIAL APPLICATION OF THE SALOMON PRINCIPLE IN INDIA

Indian courts have, over the decades, applied the Salomon principle across an unusually wide
range of contexts, not just insolvency and creditor disputes, as in Salomon itself, but

constitutional law, taxation, and corporate group structuring as well.

Life Insurance Corporation of India v. Escorts Ltd.

In this case, the Supreme Court of India was asked to consider, among other issues, how far a
court should look behind a corporate structure to examine the substance of a commercial
transaction, in the context of foreign investment regulations. While the Court firmly reaffirmed
the general rule that a company's separate legal personality must ordinarily be respected, it also

recognised that courts are not bound to treat corporate form as an impenetrable wall in every
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situation, particularly where doing so would allow a statutory scheme to be circumvented. The
judgment is often read as endorsing a functional approach: respect the corporate veil as the

default position, but do not let it become an instrument of evasion.

Vodafone International Holdings B.V. v. Union of India

This case is arguably the most significant modern application of separate legal personality in
Indian law, decided in a context far removed from Salomon's boot-making business: the
taxation of a multinational telecommunications transaction structured through offshore holding
companies. The Indian tax authorities sought to tax Vodafone on the basis that its acquisition
of an Indian telecom business, though structured through the transfer of shares in an offshore
holding company, was in substance a transfer of Indian assets and should be taxed accordingly,
effectively asking the Court to look through the corporate structure to the underlying economic
reality. The Supreme Court declined to do so on the facts, holding that a legitimate holding
structure, set up for genuine commercial and business purposes, is entitled to be treated
according to its legal form, and that the mere fact that a transaction is structured through
multiple corporate layers, including in low-tax jurisdictions, does not by itself justify
disregarding the separate personality of each entity in the chain. The Court was careful to note
that this would be different if the structure were shown to be a sham or a conduit with no
commercial substance of its own, but absent such a finding, Salomon's logic applied with full

force, even in the far more complex setting of international corporate structuring.

Other Judicial Trends

Beyond these two landmark decisions, Indian courts have applied the Salomon principle in a
wide range of more routine matters, for instance in disputes over whether a company's debts
can be recovered from its directors personally, in questions of whether a subsidiary's liabilities
can automatically be attributed to its parent company, and in disputes concerning who has
standing to sue in respect of harm done to a company (a question closely related to, though
distinct from, separate personality, and traditionally governed by the rule in Foss v. Harbottle,
which holds that it is ordinarily the company itself, not an individual shareholder, that is the
proper party to sue for a wrong done to it). Across all these contexts, the pattern is consistent:
Indian courts start from the presumption that the company is a separate person, and require a

clear and specific justification before departing from that presumption.
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THE EXCEPTION: LIFTING THE CORPORATE VEIL

No legal fiction, however useful, can be allowed to operate without limits, and separate legal
personality is no exception. If courts were to apply the Salomon principle with absolute rigidity
in every case, regardless of the facts, the corporate form would become a ready-made tool for
fraud: a wrongdoer could simply incorporate a company, funnel dubious transactions through
it, and then hide behind its 'separate’ status the moment things went wrong. To prevent this,
courts have developed the doctrine of lifting, or piercing, the corporate veil, a doctrine that
allows a court, in defined circumstances, to disregard a company's separate personality and

treat the individuals controlling it as personally responsible for its acts.

It is important to be clear about what this doctrine is not. It is not a general licence for courts
to ignore corporate structure whenever it seems inconvenient or produces a harsh result. Indian
courts have repeatedly emphasised that veil-lifting is the exception, not the rule, and is to be
applied cautiously and only where the facts clearly warrant it. Broadly, Indian jurisprudence

recognises the following categories of cases in which the veil may be lifted.

Fraud or Improper Conduct

Where a company is used as a mere device, cloak, or facade to conceal fraud, or to perpetrate
a wrong against creditors, investors, or other third parties, courts will not permit the wrongdoers
to hide behind the company's separate identity. The rationale here is straightforward: the
doctrine of separate personality exists to facilitate legitimate commerce, not to provide cover

for dishonesty.

Evasion of Statutory or Contractual Obligations

Where an individual interposes a company between themselves and an existing legal
obligation, purely as a device to escape that obligation, courts have been willing to look through

the corporate structure to give effect to the substance of the arrangement rather than its form.

Group Companies and Economic Reality

In certain regulatory and taxation contexts, courts have treated a group of associated companies
as a single economic unit where rigid adherence to their separate identities would defeat the

purpose of the relevant statute. This is a narrower and more context-specific exception than
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outright fraud, and Indian courts apply it selectively.

Statutory Lifting

In addition to these judicially developed exceptions, the Companies Act, 2013 itself contains
specific provisions that impose personal liability on directors or officers in defined
circumstances, for instance where the business of a company is found to have been carried on
with intent to defraud creditors, or where a company continues to carry on business after the
statutory minimum number of members has fallen below the prescribed threshold for a
specified period. These are examples of the legislature itself choosing to lift the veil for

particular purposes, rather than leaving the question entirely to judicial discretion.

Delhi Development Authority v. Skipper Construction Co. (P) Ltd.

This case is a good illustration of the fraud-based exception in practice. The Supreme Court
found that the corporate structure of the respondent group of companies had been used as an
instrument to defraud flat buyers, with monies collected from the public being diverted through
a web of associated companies controlled by the same individuals. The Court held that in such
circumstances, the corporate veil could and should be lifted, so that the individuals who had
actually orchestrated the fraud could not shelter behind the companies they had used to carry
it out. The judgment is frequently cited for its clear statement that the corporate veil is not to

be allowed to become 'an alibi' for fraudulent conduct.

State of U.P. v. Renusagar Power Co.

Here, the Supreme Court lifted the corporate veil in a very different context: a dispute over
whether a power-generating subsidiary and its parent aluminium manufacturing company
could be treated as a single unit for the purposes of a statutory electricity duty. The Court held
that where a rigid application of separate legal personality would defeat the object and purpose
of the statute in question, courts are entitled to look at the economic reality of the relationship
between the companies involved. This case is often cited as an example of veil-lifting being

used not to punish fraud, but simply to give proper effect to legislative intent.

Read together, these cases show that Indian courts have developed a fairly coherent, if
inevitably fact-sensitive, framework: the corporate veil is lifted where doing so is necessary to

prevent fraud, to give effect to statutory purpose, or where a specific statutory provision
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requires it, and not otherwise. This leaves the general rule from Salomon intact for the
overwhelming majority of ordinary commercial cases, while still leaving room for courts to

intervene where the corporate form is being abused.

COMPARATIVE NOTE: HOW FAR SHOULD THE EXCEPTION GO?

It is worth briefly noting that other common law jurisdictions have grappled with very similar
questions, and have not always drawn the line in exactly the same place. English courts, for
instance, narrowed the scope of veil-lifting considerably in later decisions, holding that the
doctrine should be confined to cases where a company is used to evade an existing legal
obligation, rather than being available more generally whenever a court considers it 'in the
interests of justice' to disregard corporate personality. Indian courts have tended to follow a
broadly similar, cautious approach, though the flexibility shown in cases like Renusagar Power
Co. suggests that Indian jurisprudence has, in certain statutory contexts at least, been willing
to look at economic reality slightly more readily than some of its English counterparts. This is
not necessarily a criticism, since different legal systems balance certainty and fairness
differently depending on their own statutory and constitutional context, but it is a useful
reminder that the Salomon principle, while globally influential, has never been applied

identically everywhere it has been received.

ANALYSIS: BALANCING CERTAINTY AND ACCOUNTABILITY

Why has a doctrine first laid down in the context of a Victorian boot-making business managed
to survive, largely intact, into an age of multinational conglomerates, complex holding
structures, and cross-border digital commerce? The answer, I think, lies in what the doctrine
actually protects: not any particular businessman's convenience, but the predictability that the
entire commercial system depends on. Investors need to know, in advance, what their
maximum possible loss is. Creditors need to know whose assets they can look to for repayment.
Courts need a workable, administrable rule that does not require re-litigating the 'real'
ownership and control of every company in every dispute. Separate legal personality supplies
exactly this kind of predictability, and it is difficult to imagine modern capital markets

functioning at all without it.

At the same time, an inflexible, no-exceptions version of the doctrine would be its own kind of

failure, not because it would be unpredictable, but because it would be predictably exploitable.
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A wrongdoer who knows the veil can never be lifted has, in effect, been handed a permanent
shield. The genius of the Indian judicial approach, if it can be called that, is that it treats veil-
lifting not as a routine judicial tool but as something closer to an emergency measure: available,
but reserved for cases where the facts genuinely demand it. This keeps the exception from

swallowing the rule.

There is also a practical dimension worth noting. In an economy like India's, where a very large
proportion of registered companies are small, closely held, family-run businesses (not unlike
Salomon's own enterprise), an overly aggressive veil-lifting doctrine could create serious
uncertainty for entirely legitimate small businesses, simply because they happen to be
dominated by one individual or family. The caution shown by Indian courts protects not just
large corporate groups, but also small promoters who have done nothing wrong beyond running
a business they substantially own and control, which, after Salomon, is not supposed to matter

in the first place.

CONCLUSION

More than a century after the House of Lords decided Salomon v. Salomon & Co. Ltd., its
central holding remains as important as ever: a validly incorporated company is a legal person
in its own right, separate from the individuals who own and manage it, regardless of how
concentrated that ownership and control may be. Indian company law has not merely borrowed
this principle; it has built it into the statutory architecture of the Companies Act, 2013, and
Indian courts, from Escorts to Vodafone, have applied it consistently across commercial,
constitutional, and taxation disputes. At the same time, Indian jurisprudence has developed a
careful, narrowly tailored exception in the form of the corporate veil-lifting doctrine, reserved
for cases of fraud, statutory evasion, or circumstances where rigid adherence to separate
personality would defeat clear legislative purpose, as seen in Skipper Construction and

Renusagar Power Co.

Taken together, these two strands of doctrine, the general rule and its narrow exception, reflect
a fairly mature and well-calibrated legal framework. It protects the commercial certainty that
limited liability and separate personality make possible, while retaining enough judicial
discretion to prevent the corporate form from being turned into a tool for wrongdoing. For a
first-year student of company law, Salomon is often the first genuinely difficult case one

encounters, not because the legal rule is complicated, but because the result feels, at first glance,
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unfair. Sitting with that discomfort, and understanding why the House of Lords reached the

result it did anyway, is probably the best introduction there is to how company law actually
thinks.
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