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1. ABSTRACT 

The Companies Act, 2013 provides for the doctrine of lifting the corporate 
veil, which enables courts to disregard a company’s separate legal identity in 
certain situations where it is misused to commit fraud, sidestep legal 
responsibilities, or conceal wrongful actions. Traditionally, the concept of 
corporate personality, rooted in the landmark case “Salomon v. Salomon & 
Co. Ltd.” (1897), grants companies an independent legal status. However, 
the doctrine of lifting the veil acts as a counterbalance, allowing courts to 
look through this corporate identity and hold individual stakeholders 
accountable when corporate structures are manipulated. 

The Companies Act, 2013 embeds this doctrine through provisions such as 
Section 447, which deals with cases of fraud, and Section 251, which 
addresses misrepresentation, among others. These provisions empower 
courts to pierce the corporate veil, particularly in instances where there is 
abuse of corporate status, evasion of statutory duties, or risk to public 
interest. Judicial precedents in India have further refined the understanding 
of when and how the corporate veil can be lifted, focusing on cases where 
corporate structures are exploited to harm stakeholders or evade legal 
obligations. This paper delves into the framework provided by the 
Companies Act, 2013, for lifting the corporate veil, examining its reach, 
boundaries, and role in fostering corporate accountability. It also analyses 
significant court decisions and discusses the doctrine’s broader impact on 
corporate governance and legal practices in India, underscoring the 
importance of balancing corporate independence with societal 
accountability. 

 

 

 



 
Indian Journal of Integrated Research in Law   Volume IV Issue VI | ISSN: 2583-0538  
 

  Page: 237 
 

2. INTRODUCTION 

Under the Companies Act, 2013, the principle of corporate personality grants companies a legal 

identity distinct from their shareholders, a concept solidified by the landmark English case 

“Salomon v. Salomon & Co Ltd.” This principle establishes that a company operates 

independently of its members, protecting shareholders from direct liability and thus promoting 

business investment. By ensuring limited liability, shareholders can participate in business 

ventures with the reassurance that their personal assets are shielded beyond their stake in the 

company. However, while this corporate separateness is foundational, there are situations 

where the courts may choose to set it aside in the pursuit of justice a process referred to as 

"lifting" or "piercing" the corporate veil. This paper aims to explore the legal foundations, key 

case laws, and implications of this doctrine within the Companies Act, 2013, illustrating how 

courts balance upholding corporate autonomy with enforcing accountability. 

3. HISTORY 

The concept of lifting the corporate veil emerged as a response to the principle of corporate 

personality, which was solidified in “Salomon v. Salomon & Co. Ltd.” (1897). In this case, the 

House of Lords established that a company has its own legal identity, separate from its 

shareholders. This decision enabled shareholders to benefit from limited liability, promoting 

economic growth by protecting their personal assets from business-related debts. However, as 

corporations expanded, courts recognized that this corporate personality could sometimes be 

misused to evade legal responsibilities or conceal misconduct. To address these issues, courts 

began developing the doctrine of lifting the corporate veil, allowing them to disregard a 

company’s independent legal status to hold shareholders or directors accountable for abuses. 

Over time, courts in jurisdictions such as the U.S. and the U.K. refined this doctrine, applying 

it to cases involving fraud, tax evasion, and violations of statutory obligations. In India, these 

international judicial principles significantly influenced corporate law, leading to the 

incorporation of specific grounds for veil-piercing in the Companies Act, 1956, and later, the 

Companies Act, 2013. The current Act provides a structured framework empowering court to 

lift the veil in instances of fraudulent conduct, misrepresentation, and other statutory breaches. 

This approach ensures that while companies enjoy autonomy, they remain accountable when 

their structure is misused to circumvent the law. 
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4. THE DOCTRINE OF LIFTING OF CORPORATE VEIL 

The doctrine of lifting the corporate veil is a judicial tool employed to look beyond the 

company’s separate identity and hold individuals accountable for their actions when they 

misuse the corporate form to avoid legal responsibilities. Courts may lift the corporate veil in 

situations such as: 

1. Fraud or Misrepresentation: When a company is used to deceive creditors, bypass 

laws, or engage in dishonest practices, courts may choose to pierce the corporate veil, 

holding the individuals behind the company liable. For example, if a company is set up 

with the intent to mask fraudulent behaviour, the court may look beyond the corporate 

entity and treat the people controlling it as directly responsible. 

2. Agency or Alter Ego Doctrine: If a company operates as an extension or "alter ego" 

of its directors or shareholders, rather than as an independent entity, the court may lift 

the veil. This typically happens when a company’s actions are so closely linked to the 

personal dealings of those controlling it that maintaining their separation would be 

unfair. 

3. Avoidance of Legal Duties: Courts may also pierce the corporate veil if the company 

is used to sidestep legal responsibilities or regulatory obligations. For instance, if a 

company is created solely to avoid compliance with labour laws, environmental 

standards, or tax requirements, the court may hold the individuals behind it accountable. 

4. Public Interest: Courts may sometimes lift the corporate veil in the interest of public 

welfare. This includes instances where the company’s actions threaten public health, 

safety, or the environment, and holding the individuals accountable is necessary to 

protect the public and enforce accountability. 

5.  INDIAN PERSPECTIVE: LIFTING THE CORPORATE VEIL UNDER THE 

COMPANIES ACT, 2013 

In India, the concept of corporate personality and the corresponding doctrine of lifting the 

corporate veil is embedded in the Companies Act, 2013, which governs corporate operations 

and accountability. The Act recognizes the principle of separate legal personality and provides 
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specific provisions under which the corporate veil may be lifted. Notably: 

• Section 447: This section deals with the penalties for fraud and allows the court to lift 

the corporate veil in cases where fraudulent activities are conducted through the 

company, making it clear that fraudulent conduct will not be shielded by the corporate 

personality. 

• Section 251: This section addresses misrepresentation and permits the corporate veil 

to be lifted in cases where the company’s financial statements or dealings involve 

fraudulent misrepresentation or concealment of material facts. This ensures that 

individuals responsible for such actions are held accountable. 

• Section 53: In cases of share capital reduction, the law requires the company to follow 

specific procedures to ensure no fraud is involved, and if the corporate structure is used 

to evade creditors, the veil can be pierced to hold directors liable. 

Further, the judicial system in India has recognized the doctrine of lifting the corporate veil in 

various landmark cases, such as: 

• Delhi Development Authority v. Skipper Construction Co. Pvt. Ltd. (1996), where 

the court lifted the corporate veil to prevent a company from abusing its legal identity 

for fraudulent purposes. 

• Arun Kumar Agarwal v. Shree Keshav Prakashan Ltd. (2005), where the court 

applied the doctrine to determine that the company’s separate identity could be 

disregarded when used to perpetuate fraud. 

Through such provisions and judicial interpretations, the Companies Act, 2013, ensures that 

while the principle of separate legal personality is upheld, the corporate veil may be lifted when 

it is used to mask fraudulent, unlawful, or unfair practices. The Act strengthens the balance 

between promoting corporate autonomy and safeguarding public interest, creditor rights, and 

ethical business conduct. 

6. PROBLEMS AND ISSUES  

• Absence of Clear Statutory Guidelines: A significant issue in the application of the 
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corporate veil doctrine is the lack of detailed statutory guidelines that outline when the 

veil should be lifted. While the Companies Act, 2013, addresses specific situations, 

such as fraud (Section 251), misrepresentation (Section 447), and oppressive behaviour, 

it does not provide a comprehensive framework detailing criterion for veil-lifting. This 

omission leaves considerable discretion to the judiciary, which can result in decisions 

that are inconsistent or subjective. This lack of clarity creates uncertainty for 

corporations and shareholders, as they are left without clear guidance on when they 

might be exposed to personal liability. 

• Judicial Discretion and Inconsistent Rulings: Without a standardized legal 

framework, Indian courts rely heavily on judicial discretion and case precedents when 

deciding whether to lift the corporate veil. This reliance can lead to inconsistent rulings 

in cases with similar circumstances, making it difficult to predict how the doctrine will 

be applied. For instance, courts have lifted the veil in matters involving fraud, tax 

evasion, and agency relationships, but interpretations of these grounds can vary widely, 

leading to uneven results. This unpredictability may discourage foreign investors and 

corporations concerned about potential arbitrary liabilities, which can, in turn, impact 

India’s overall business climate. 

• Ambiguity in Defining “Fraud” and “Improper Conduct”: Terms like “fraud” and 

“improper conduct” are central to veil-lifting cases but remain broadly defined, 

allowing for a range of interpretations. Indian courts have indicated that fraud must be 

substantial enough to justify piercing the corporate veil; however, they have not set 

precise standards for what qualifies as “improper conduct.” For example, in cases like 

Delhi Development Authority v. Skipper Construction Co. Pvt. Ltd., fraud was deemed 

grounds for lifting the veil, but there is no clear threshold for what level or type of fraud 

is sufficient. This lack of specific criteria creates challenges for companies trying to 

determine which practices could invite judicial intervention, adding to the complexity 

of corporate governance. 

• Impact on Limited Liability and Investor Confidence: The practice of lifting the 

corporate veil can undermine the principle of limited liability—a fundamental 

advantage of corporate status that encourages investment. When courts decide to pierce 

the veil, shareholders risk being held personally liable for company obligations, 
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potentially exposing their personal assets. This possibility can be a deterrent for 

investors, especially in small and medium-sized enterprises (SMEs), as they may fear 

that unpredictable judicial decisions could lead to personal liability. Without clear 

guidelines, this doctrine may weaken investor confidence, affecting both capital flow 

and economic growth. 

• Challenges in Enforcement and Practical Limitations: Although Indian law allows 

courts to lift the corporate veil, practical challenges make enforcing this doctrine 

difficult. Gathering evidence to prove fraudulent behaviour or misconduct by directors 

or shareholders can be a complex task, as they might hide information or create 

elaborate corporate structures to avoid detection. Additionally, applying doctrines like 

“substance over form”—where courts examine the reality behind a transaction’s formal 

structure—can be time-consuming and difficult to implement, particularly in cases 

involving intricate corporate networks or foreign entities. The heavy administrative 

load on courts and investigating agencies to thoroughly analyse each case can lead to 

inconsistent enforcement and, at times, ineffective outcomes. 

• Risk of Judicial Overreach: Indian courts possess broad discretion in deciding to 

pierce the corporate veil, which sometimes leads to concerns about judicial overreach. 

Courts have been criticized for extending the doctrine’s scope, especially in cases that 

don’t directly involve fraud or clear statutory violations. Such instances of excessive 

intervention can undermine corporate autonomy and disrupt the essential principle of 

separate legal identity. Judicial overreach not only reduces predictability in corporate 

law but may also deter entrepreneurship and investment by creating uncertainty around 

potential liabilities. 

• Balancing Public Interest and Corporate Autonomy: A key challenge lies in striking 

the right balance between serving the public interest and maintaining corporate 

autonomy. Courts often lift the corporate veil to protect the public, particularly in cases 

involving violations of laws, environmental damage, or labour law breaches, where 

companies use their corporate structure to escape responsibility. However, it is 

important to ensure that this is done cautiously, as excessive interference in corporate 

affairs can undermine the very autonomy that businesses rely on. Indian courts need to 
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carefully navigate this balance to avoid overusing the doctrine, which could disrupt 

legitimate business operations and hinder economic goals. 

• Challenges in Cross-Border Transactions and Global Corporate Structures: With 

globalization, cross-border corporate structures have become increasingly common, 

creating new challenges in applying the corporate veil doctrine. Indian courts often face 

jurisdictional issues when dealing with foreign parent companies or subsidiaries 

involved in Indian business. Determining responsibility across different jurisdictions is 

complicated, especially when foreign courts don’t have the same grounds for lifting the 

veil. For example, while Indian courts might hold a foreign parent company liable for 

a subsidiary’s wrongdoing, enforcing such a ruling internationally can be difficult. This 

complexity makes it challenging to hold foreign entities accountable and limits the 

effectiveness of the doctrine in global business contexts. 

• Inadequate Protection for Creditors: Although the doctrine of lifting the corporate 

veil can sometimes protect creditors by holding shareholders personally liable, Indian 

law does not offer a straightforward process for creditors to initiate veil-piercing claims. 

This gap in the law leaves creditors vulnerable, particularly in situations where 

shareholders attempt to strip assets or engage in deceptive practices to avoid paying 

debts. While courts may occasionally intervene to protect creditors, the lack of clear 

statutory provisions means that creditors must rely on judicial discretion, limiting their 

ability to independently pursue claims and leaving them at the mercy of court decisions. 

• Conflicts with Established Corporate Law Principles: The doctrine of lifting the 

corporate veil can sometimes clash with core principles of corporate law, such as 

separate legal personality and limited liability. For example, when the court lifts the 

veil in cases involving agency relationships, it erodes the clear distinction between the 

company and its shareholders or directors, undermining the idea of corporate 

separateness. This creates uncertainty, especially when dealing with other legal 

concepts like joint ventures or subsidiaries, as it becomes unclear how these 

relationships should be treated in light of the veil-lifting doctrine. This confusion makes 

corporate governance and compliance more complex, as businesses must navigate the 

risk of unforeseen veil-piercing actions while structuring their operations. 
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7. COMPARISON OF CAOMPANY LAW BEFORE AND AFTER 2015 

- Companies Act, 1946:  

Before the Companies Act, 2013 came into full effect in 2015, the Companies Act, 1956, was 

the primary legislation governing corporate regulation in India. While the 1956 Act set out the 

basic rules for company formation, management, and compliance, it lacked the comprehensive 

governance mechanisms needed to address the evolving demands of modern businesses. Key 

areas like corporate governance, transparency, and board independence were not adequately 

regulated—there was no requirement for independent directors or mandatory committees such 

as Audit or Nomination and Remuneration Committees for most companies. Corporate Social 

Responsibility (CSR) was not a legal obligation either; it was entirely voluntary. Additionally, 

the enforcement mechanisms in the 1956 Act were limited, making it challenging to hold 

directors or promoters accountable for fraudulent or oppressive actions within companies. 

- Companies Act, 2013: 

The introduction of the Companies Act, 2013, in 2015 marked a significant transformation in 

Indian corporate law, aiming to modernize and improve corporate governance. This updated 

framework introduced mandatory governance practices, such as the requirement for 

independent directors and the creation of key board committees for large and listed companies, 

which strengthened accountability and transparency in corporate decision-making. Section 135 

of the 2013 Act made Corporate Social Responsibility (CSR) a legal requirement for companies 

meeting certain criteria, positioning India as the first country to make CSR spending 

mandatory. Additionally, the 2013 Act placed greater emphasis on shareholder protection, 

enhanced disclosure norms, stricter audit standards, and measures to tackle fraud, bringing 

Indian company law closer to international standards. These reforms underscored the 

importance of ethical business practices, promoting transparency and integrity in corporate 

operations. 

8. LEGAL ASPECTS 

• Delhi Development Authority v. Skipper Construction Co. Pvt. Ltd., (1996) 4 SCC 

622.: Skipper Construction was involved in fraudulent construction activities, using 

multiple corporate entities to mislead and evade responsibilities to the Delhi 
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Development Authority (DDA) and homebuyers. The Supreme Court lifted the 

corporate veil, holding that the promoters could not hide behind the corporate entity to 

commit fraud. The court emphasized that corporate personality should not be used to 

perpetuate fraudulent activities. 

• Vodafone International Holdings BV v. Union of India, (2012) 6 SCC 613.: 

Vodafone acquired shares of a foreign company holding an Indian telecom business, 

triggering tax implications in India. The structure was alleged to avoid capital gains tax. 

Although the Supreme Court ruled in Favor of Vodafone on technical grounds, the case 

set a precedent in veil-lifting for tax avoidance cases. It led to the introduction of 

General Anti-Avoidance Rules (GAAR), empowering authorities to scrutinize 

structures aiming to evade taxes. 

• State of Uttar Pradesh v. Renusagar Power Co., (1988) 4 SCC 59.: Renusagar 

Power, a subsidiary of Hindalco, contested its tax liability, arguing it was a separate 

legal entity supplying power exclusively to Hindalco. The Supreme Court lifted the 

corporate veil, determining that the company acted as an extension of Hindalco. The 

court held that where one company is wholly controlled by another and solely serves 

its interests, the corporate veil could be pierced. 

• Workmen of Associated Rubber Industry Ltd. v. Associated Rubber Industry 

Ltd., (1986) 4 SCC 36.: The parent company transferred assets to a subsidiary to lower 

profits and reduce the bonuses payable to workers. The Supreme Court lifted the veil, 

recognizing that the company’s structure was used to evade statutory labor obligations. 

This case reinforced that the veil could be lifted when companies misuse corporate 

structure to avoid responsibilities toward employees. 

• LIC of India v. Escorts Ltd., (1986) 1 SCC 264.: Foreign shareholders of Escorts Ltd. 

used associated companies to challenge decisions by LIC, a majority shareholder. The 

Supreme Court upheld the corporate structure but noted that the veil could be lifted if 

there was evidence of fraud or improper conduct. This case clarified that while 

companies have separate legal personalities, this protection is not absolute. 

• Juggilal Kamlapat v. Commissioner of Income Tax, (1969) 1 SCC 226.: Juggilal 

Kamlapat Group formed multiple entities to avoid taxes. The court was asked to 
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consider these companies’ structures for tax purposes. The Supreme Court lifted the 

corporate veil, finding that the companies were formed as mere instruments to avoid 

tax liabilities. This judgment stressed that tax evasion justifies veil-piercing when 

corporate structure serves as a mere façade for avoidance.  

9. CONCLUSION 

The doctrine of lifting the corporate veil under the Companies Act, 2013, plays a pivotal role 

in Indian corporate law, balancing the rights of companies with the need to prevent the misuse 

of the corporate structure. While the principle of separate legal personality grants corporations’ 

operational freedom, limited liability, and autonomy, it can also be exploited as a shield for 

fraudulent or unlawful activities. To address this, the Companies Act, 2013, includes provisions 

that allow the judiciary to lift the corporate veil in specific cases of fraud, misrepresentation, 

and non-compliance with statutory duties, ensuring that corporate accountability is upheld. 

Key sections of the Companies Act, such as Sections 34, 35, 36, and 447, outline scenarios 

where the corporate veil can be pierced, particularly in cases involving fraudulent or dishonest 

conduct. These provisions empower courts and regulators to hold individuals personally liable 

when they try to use the corporate form to evade taxes, engage in fraudulent transactions, or 

avoid legal obligations. This framework protects stakeholders like investors, creditors, and 

employees by ensuring that those who misuse the corporate structure are held accountable. 

A review of significant case law, both before and after the 2013 Act, shows how Indian courts 

have consistently applied the doctrine to pierce the corporate veil in cases of tax evasion, 

regulatory violations, and fraudulent activities. Notable cases like Delhi Development 

Authority v. Skipper Construction Co. and Vodafone International Holdings v. Union of India 

illustrate the judiciary's active scrutiny of corporate structures when there is suspicion of abuse. 

On the other hand, cases like Balwant Rai Saluja v. Air India Ltd. show that courts generally 

respect the corporate form unless there are strong reasons to lift the veil. These cases underline 

the principle that lifting the veil is not done arbitrarily, but only when necessary to address 

wrongdoing, ensuring that justice and public policy are prioritized. 

Overall, the doctrine of lifting the corporate veil under the Companies Act, 2013, represents a 

balanced approach to corporate governance. It upholds the sanctity of the corporate structure 

but also ensures that it cannot be misused. This framework promotes responsible corporate 
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behaviour and accountability, making it clear that the corporate veil is a privilege, not a means 

to evade legal and ethical obligations. Supported by judicial precedents, this doctrine 

strengthens the integrity of India’s corporate sector and fosters trust among stakeholders. 

 

 


