INDIAN JOURNAL OF LEGAL REVIEW [IJLR - IF SCORE - 7.58] Published by

VOLUME 6 AND ISSUE 4 OF 2026

APIS — 3920 - 0001 (and) ISSN - 2583-2344 https://iledu.in

Institute of Legal Education

LIFTING OF CORPORATE VEIL IN INDIA: JUDICIAL TRENDS AND CONTEMPORARY
CHALLENGES
AUTHOR - SAUMYA SINGH* & DR. RAJEEV KUMAR SINGH**
* STUDENT AT AMITY UNIVERSITY LUCKNOW CAMPUS
**ASSISTANT PROFESSOR OF LAW AT AMITY UNIVERSITY LUCKNOW CAMPUS

BEST CITATION — SAUMYA SINGH & DR. RAJEEV KUMAR SINGH, LIFTING OF CORPORATE VEIL IN INDIA:
JUDICIAL TRENDS AND CONTEMPORARY CHALLENGES, INDIAN JOURNAL OF LEGAL REVIEW (IJLR), 6 (4) OF
2026, PG. 17-27, APIS — 3920 — 0001 & ISSN - 2583-2344. DOI- https://doi.org/10.65393/1JLRV6143

INTRODUCTION

The theoretical framework of corporate personality and the corporate veil forms the intellectual
cornerstone for comprehending the nuanced doctrine of lifting the corporate veil in India, where
abstract juridical constructs intersect with practical imperatives of justice and economic order. At its
heart, this framework grapples with the profound fiction that breathes life into inanimate associations,
elevating a company from a mere contractual pact among individuals to a sovereign legal entity
endowed with rights, duties, and perpetual existence, all while the corporate veil drapes a protective
shroud over its human architects to encourage bold commercial forays without the spectre of
personal ruin. In the Indian context, this duality—personality as empowerment and veil as insulation—
has evolved through a synthesis of transplanted English common law, indigenous statutory
innovations, and judicial pragmatism, setting the stage for veil-lifting as a corrective scalpel when the
fiction frays into farce, particularly amid contemporary pressures from globalized frauds, regulatory
evasions, and insolvency machinations that test the limits of limited liability.

Delving into this edifice, corporate personality emerges not as a static dogma but a dynamic
philosophical construct, debated through rival lenses that probe whether the corporation embodies a
real entity, a bundle of rights, or a symbolic concession of state power, each theory furnishing
rationales for when and why courts might rend the veil to restore accountability. Fiction theory,
pioneered by scholars like Savigny, posits the company as an artificial personage imputed by
legislative grace, capable of acting only through human proxies, which underscores the veil's fragility
when those proxies abuse their delegated mantle, as Indian tribunals have repeatedly affirmed in
rulings piercing facades erected for tax arbitrage or labour dodges. Concession theory amplifies this
by framing incorporation as a sovereign bargain, revocable upon betrayal of public trust, a notion
resonant in India's post liberalization era where SEBI and RBI wield statutory teeth to unmask shell
entities in money laundering webs or FEMA violations, reflecting how theoretical underpinnings justify
judicial incursions without dismantling the broader edifice of separate existence.

Realist perspectives, championed by Gierke,
envision the corporation as an organic
collective with genuine group will, transcending
its members in a manner that fortifies the veil
against casual breaches yet invites piercing
when the organism devolves into a predatory
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instrument, a balance Indian courts navigate in
group company litigations where parent-
subsidiary synergies mask unified malfeasance.
Symbolist and bracket theories further enrich
this discourse, viewing the corporate form as a
pragmatic shorthand for economic realities or a
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temporary suspension of personal liability,
concepts that illuminate why Supreme Court
benches, from Jones v. Lipman echoes to
Vodafone sagas, probe economic unity over
formal separations in high-stakes disputes.
These theories collectively underpin the veil's
conditional sanctity, alerting operators that
while the framework promises autonomy—
owning assets, suing, contracting immortally —it
harbors no absolution for wielding it as a sword
against creditors, minorities, or the exchequer, a
tension amplified in India’s diverse
jurisprudence spanning family cartels, PSUs,
and multinational labyrinths.

This theoretical mosaic gains vivid traction
when mapped onto India’s judicial landscape,
where the corporate veil—born of Salomon's
absolutism—encounters relentless challenges
from statutory overrides and equitable
interventions, forging a hybrid regime that
honours theoretical purity while yielding to
contextual equities. Early hesitancies gave way
to bold piercings in wartime enemy character
cases, evolving through tax tribunals’ assaults
on undercapitalised shams and insolvency
forums’ clawbacks from errant promoters, each
episode revealing how theory informs practice
without rigid dogma. Contemporary
complexities, from digital cryptocurrencies
cloaking illicit flows to climate litigants targeting
directorates behind polluting shells, demand
theoretical agility, as courts recalibrate fiction
against substance to safeguard stakeholders in
an economy pulsing with unicorns and
conglomerates. Thus, this framework not only
decodes the intellectual scaffolding of
personality and veil but also primes the inquiry
into lifting's judicial choreography, where theory
meets the gritty arena of precedent and policy,
ensuring the corporate form serves as an
engine of progress rather than an enclave of
impunity.

CONCEPT OF SEPARATE LEGAL ENTITY

The concept of separate legal entity stands as
the pulsating heart of corporate jurisprudence
in India, positing that a company, upon
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incorporation,  metamorphoses  into  an
independent juridical being wholly distinct from
its shareholders, directors, and members,
capable of wielding rights and shouldering
obligations in its own name as if it were a flesh-
and-blood person navigating the legal world.
This foundational principle, enshrined in Section
9 of the Companies Act, 2013, breathes
autonomy into the corporate form from the
precise moment of registration, allowing the
entity to own immovable properties, forge
binding contracts, borrow vast sums, employ
workforces, and prosecute or defend lawsuits
without implicating the personal estates or
capacities of those who birthed it, thereby
creating an impregnable divide that fuels
economic daring by capping individual risk at
the share subscription threshold.

This separation manifests profoundly in the
realm of liabilities, where creditors’ pursuits halt
at the company's asset frontiers, sparing
shareholders the specter of personal
bankruptcy even as corporate ventures teeter
on insolvency, a safeguard that has propelled
India's corporate landscape from colonial
trading houses to today's fintech giants and
infrastructure behemoths. Perpetual succession
flows naturally from this entity status, rendering
the company immortal against the churn of
membership—deaths, transfers, or director
turnovers leave its contracts intact, its land titles
unassailed, and its obligations undiminished,
much like an ancient endowment that endures
beyond its priests, ensuring seamless continuity
in multi generational conglomerates or public
listings where investor flux is routine. In litigation
theaters, the company strides forth as a party in
its own right, its board resolutions speaking with
authoritative  voice  through  authorised
signatories, unentangled by internal squabbles
that might otherwise paralyse natural persons,
a feature that courts have upheld rigorously to
honour the legislative intent  behind
incorporation formalities.

Within the broader narrative of lifting the
corporate veil, this separate entity doctrine
erects the very barrier that judicial interventions
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periodically dismantle, as Indian tribunals,
wedded to Salomon v. Salomon & Co. Ltd.'s
absolutism yet alive to its pitfalls, affirm the
principle’s sanctity in routine affairs while
reserving piercing for egregious abuses where
the company masquerades as a personal alter
ego. Consider family enterprises layering
subsidiaries to shield patriarchs from trade
debts, or multinationals routing profits through
undercapitalized Indian arms to skirt taxes—
these scenarios test the entity's robustness,
prompting judges to probe whether formal
independence masks economic fusion, as seen
in rulings dissecting director domination or fund
commingling that erode the divide. Section
2(46) of the Act further buttresses this by
defining  holding-subsidiary  ties  without
presuming liability spillover, allowing pyramidal
structures to thrive provided they shun sham
veneers, a balance that undergirds group
efficiencies in sectors like automobiles or
pharmaceuticals where synergies demand
coordinated autonomy.

The doctrine's tentacles extend to constitutional
realms, where companies assert fundamental
rights under Articles 14, 19, and 2], from equality
before law to free speech in shareholder
communications, affirming their personhood in
equality clauses while state-owned entities
navigate public function overlays without
forfeiting core separation. Ultra vires restraints
temper this power, binding actions to
memorandum objects to protect stakeholders
from rogue expansions, yet post-2013
amendments have eased such fetters,
amplifying entity flexibility amid liberalization’s
winds. In insolvency crucibles under the IBC, the
separate entity preserves asset pools for
creditor committees, shielding guarantors
unless personal pledges intervene, vyet
fraudulent progenitors face clawbacks that
indirectly honor the principle by targeting
excesses rather than wholesale dissolution.
Everyday vignettes—from startups contracting
venture debt sans founder jeopardy to PSUs
litigating land acquisitions independently—
illustrate how this concept oils India’s $4 trillion
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economy, intertwining with veil-lifting as its
dialectical foil, where judicial scalpel prunes
pathologies to perpetuate the entity's life-giving
vigor.

ORIGIN OF THE DOCTRINE OF CORPORATE VEIL

The doctrine of the corporate veil traces its
genesis to the late 19th-century crucible of
English commercial law, where the seismic
Salomon v. Salomon & Co. Ltd. ruling of 1897
crystallized the principle of a company's
separate legal personality, inadvertently
birthing the metaphorical veil that shields
shareholders from corporate liabilities while
sowing the seeds for its own judicial
deconstruction whenever that shield morphs
into a sanctuary for evasion or fraud. In this
watershed case, Mr. Salomon, a leather
merchant, incorporated a private company with
his family as nominal shareholders, securing
debentures that prioritized his claims over
unsecured creditors upon insolvency; the House
of Lords emphatically upheld the entity's
autonomy, decreeing that a validly formed
company stands apart from its incorporators,
even if one dominates entirely, thereby
enshrining limited liability as an ironclad axiom
that propelled corporate proliferation across
the Empire, yet simultaneously spotlighting the
doctrine’s latent vulnerability to abuse in one-
man  firms  masquerading as  robust
independents.

This Salomon absolutism, while liberating
investment by severing personal risk from
business  vicissitudes, quickly  provoked
countercurrents as equity-minded chancellors
discerned patterns of subterfuge, leading to the
doctrine's embryonic piercing in early 20th
century English precedents that laid the
groundwork for global adaptations, including
India’s colonial jurisprudence. Cases like Re Sir
Dinshaw Maneckjee Petit in 1927 marked an
early Indian inflection, where the Bombay High
Court rent the veil on Parsi tycoon Dinshaw's
cluster of shell companies engineered to siphon
dividends tax-free, treating them as transparent
conduits for personal aggrandizement rather
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than bona fide entities, thus transplanting
English reticence with a bolder indigenous
stroke attuned to revenue imperatives in a
nascent fiscal state. Concurrently, English
milestones such as Gilford Motor Co. Ltd. v.
Horne in 1933 pierced a covenant-busting
company formed by a departing employee to
solicit clients covertly, with courts branding it a
"sham” to enforce the underlying restraint, while
Jones v. Lipman in 1962 eviscerated a land-sale
dodging entity as a ‘bubble’ devoid of
substance, establishing fraud and evasion as
primal triggers that reverberated through
imperial courts, compelling Indian judges to
navigate similar thickets amid jute mills and
trading syndicates.

Wartime exigencies further catalyzed the
doctrine's expansion, as Re Noel Tedman (1918)
and similar holdings invoked "enemy character”
to disregard veils shielding alien interests during
global conflicts, a rationale that Indian tribunals
echoed in suppressing trading with adversaries,
blending public policy with corporate fiction to
safeguard national security. The interwar period
witnessed statutory inroads, with the English
Companies Act amendments and their Indian
counterparts like the 1913 Act implicitly
authorizing veil-lifts for fraudulent trading, as
seen in Re Darby, where undercapitalization
signaled bad faith, prompting courts to equate
promoter recklessness with personal
tortfeasance. Post-World War |Il, the doctrine
matured through trust analogies in Prest v.
Petrodel Resources Ltd. (2013), though its Indian
precursors in cases like Delhi Development
Authority v. Skipper Construction presaged this
by attributing group liabilities  where
subsidiaries served as alter egos, reflecting how
origins in Salomon's purity evolved into a
pragmatic arsenal against the very limited
liability it sanctified.

In India's post-independence trajectory, the
doctrine's roots deepened with the Companies
Act 1956's Section 542 on fraudulent conduct,
empowering  windings-up  that  exposed
directors, while judicial trendsetters like Life
Insurance Corporation of India v. Escorts Ltd.
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affirmed Salomon orthodoxy absent abuse, yet
pierced in Juggilal Kamlapat v. Commissioner
of Income Tax to unravel dividend-stripping
facades. This organic growth from English
nurseries to Indian soil intertwined with
liberalization's complexities, where Vodafone
International Holdings B.V. v. Union of India
(2012) dissected cross-border veils in capital
gains tax skirmishes, honoring substance over
form without wholesale repudiation. The origin
thus embodies a dialectical journey—from
Salomon’s unyielding barrier erected to foster
enterprise, through equity's erosive chisel in
frauds and shams, to a balanced instrument in
India’'s judicial repertoire, where historical
imperatives like tax integrity and creditor equity
perpetually refine the veil's tensile strength
amid multinational labyrinths and digital
opacities.

THE RULE IN SALOMON V. SALOMON & CO. LTD.

The rule in Salomon v. Salomon & Co. Ltd. stands
as the unassailable cornerstone of modern
company law, decisively affirming that a duly
incorporated company constitutes a separate
legal entity utterly distinct from its shareholders
and controllers, thereby erecting the corporate
veil that insulates individuals from corporate
debts and obligations unless piercing doctrines
intervene in cases of manifest abuse. In this
landmark 1897 House of Lords decision, Aron
Salomon, a  prosperous leather  boot
manufacturer, converted his thriving sole
proprietorship into a private limited company to
avail limited liability benefits under the
Companies Act 1862, allotting six shares each to
his wife and five children to meet the
mandatory seven-member subscription
threshold while retaining 20,001 of the 20,007
issued shares and securing his position as the
dominant secured creditor through £10,000
debentures, a structure that propelled the firm
forward until insolvency struck, leaving
unsecured trade creditors demanding personal
recourse against him.

Lower courts, gripped by equitable outrage at
what they deemed a contrived artifice to cloak
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personal business with corporate immunity,
ruled the company a sham alias or agent of
Salomon, holding him liable as if operating
unbound by incorporation formalities; the Court
of Appeal lambasted the setup as contrary to
the Act's spirit, insisting genuine independence
among shareholders rather than familial
puppets controlled by one mind. Yet the apex
Lords, led by Lord Halsbury LC and Lord
Macnaghten, reversed this with resounding
unanimity,  proclaiming the company's
legitimacy  upon  statutory  compliance,
irrelevant of concentrated control or promoter
motives, as the Act imposed no requisites for
equitable share distribution, commercial
autonomy, or independent shareholder volition
beyond nominal holdings. This edict crystallized
that even a one-man show, if cloaked in proper
registration, enjoys full juridical personhood—
owning assets, incurring debts, and facing
liguidation as a standalone actor—thus
prioritizing legal form over moral qualms or
creditor hardships, a bulwark against judicial
overreach that forever sanctified limited
liability’s promise.

In India’s judicial assimilation, Salomon's
absolutism permeates from colonial echoes to
post 2013 praxis, as affirmed in countless
Supreme Court glosses upholding entity
separation absent fraud, such as Tata
Engineering Locomotive Co. Ltd. v. State of Bihar,
where familial dominance did not dissolve the
veil, mirroring Lords' indifference to internal
power dynamics provided external formalities
held. This rule undergirds the Companies Act's
Section 9, vesting incorporated bodies with
perpetual succession and contractual capacity
independent of flux in membership, fueling
conglomerates like Reliance or Adani where
promoters wield near-total sway yet evade
personal liability in routine vicissitudes, from
market dips to litigation volleys. Critically, it
erects the very edifice that veil-lifting doctrines
assault, as Indian tribunals invoke Salomon
orthodoxy to rebuff casual piercings while
carving exceptions for shams, as in Vodafone's
tax triumph where capital control bowed to

21 | Page

legal autonomy, or conversely in Skipper
Construction where evasion triggered
disregard.

NATURE AND SIGNIFICANCE OF CORPORATE VEIL

The nature of the corporate veil resides in its
role as a legal membrane, an invisible yet
formidable partition that delineates the
autonomous existence of a company from the
personal identities and fortunes of its
shareholders, directors, and controlling
interests, forged through incorporation to
embody the separate legal entity principle while
preserving individual sanctity amid commercial
tempests. This veil operates as both shield and
enabler, insulating personal assets from the ebb
and flow of corporate liabilities—be they
mounting debts, contractual breaches, or
tortious harms—allowing entrepreneurs to
venture boldly into uncharted markets without
the overhang of unlimited exposure, a construct
so intrinsic to company law that it permeates
every facet from asset ownership to perpetual
succession, ensuring the entity's continuity
irrespective of human transience. In the Indian
panorama, its essence draws vitality from
statutory bedrock like Section 9 of the
Companies Act, 2013, which vests the
incorporated body with juridical personhood
upon registration, manifesting as the capacity
to litigate independently, acquire lands under its
sole name, or negotiate loans insulated from
promoters’ private dealings, thereby
transforming abstract capital pools into living
economic actors that propel industries from
textiles to technology hubs. This inherent nature
extends to its dual character—protective yet
provisional—where the veil's opacity fosters
operational freedom by severing managerial
agency from ownership repercussions, ds
directors steer the corporate ship through
regulatory seas without shareholders bearing
direct freight for navigational errors, a
separation that courts vigilantly uphold absent
abuse, as reiterated in myriad precedents
balancing form against potential farce. Its
fluidity reveals itself in group architectures,
where holding entities orchestrate subsidiaries
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without automatic liability osmosis, enabling
diversified empires like those spanning steel to
software, yet priming the ground for judicial
rending when facades conceal unified
malfeasance, underscoring a nature that is
resilient in legitimacy but brittle under scrutiny.
Constitutionally, the veil infuses companies with
fundamental rights under Articles 14, 19, and
300A, affirming their personhood in equality
pleas or property safeguards, while labor laws
carve exceptions for workmen claims,
illustrating how its fabric adapts to public
welfare overlays without wholesale rupture.

Significance of the corporate veil reverberates
through India's economic sinews, foremost as a
catalyst for investment influx, where limited
liability beckons domestic savers and foreign
funds alike to fuel startups morphing into
unicorns or infrastructure sagas, knowing
personal homesteads remain ringfenced
against venture volatilities, a boon amplified
post-1991 liberalization when FDI surged sans
promoter jeopardy. It nurtures entrepreneurship
by democratizing risk, empowering a Lucknow
trader or Mumbai innovator to pool disparate
capitals into formidable ventures, unhampered
by collective unlimited bonds that plagued pre-
Salomon partnerships, thereby greasing the
wheels of a $4 trilion GDP engine where
conglomerates thrive on transferable shares
and immortal succession. In insolvency theatres
under the IBC, the veil preserves distinct asset
realms for creditor equity, forestalling domino
bankruptcies across affiliates while clawback
provisions target excesses, a calibrated
significance that sustains commercial certainty
amid distress resolutions.

ADVANTAGES OF SEPARATE LEGAL PERSONALITY

Separate legal personality confers upon
incorporated companies a cascade of
advantages that fundamentally turbocharge
economic activity in India, chief among them
the cornerstone of limited liability, which caps
shareholders’ financial exposure at their
invested capital, shielding personal savings,
homes, and legacies from the maelstrom of
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corporate insolvency or misadventure, thereby
liberating individuals to pour resources into
ventures ranging from roadside kirana
expansions to billion-dollar IPOs without the
paralyzing dread of personal bankruptcy that
haunted pre-incorporation partnerships. This
insulation not only democratizes
entrepreneurship, allowing a middle-class
engineer in Lucknow to seed a tech startup
alongside salaried peers, but also magnetizes
vast pools of domestic and foreign investment,
as venture capitalists and mutual funds commit
billions knowing their downside terminates at
share value, a dynamic vividly evident in the
post-1991 liberalization surge where FDI inflows
ballooned, fueling sectors from IT services to
renewable energy grids without promoter
families risking generational wealth on every
market dip.

Perpetual succession stands as another
monumental boon, rendering the company an
immortal entity impervious to the human
frailties of death, retirement, or share transfers,
ensuring contracts endure, properties remain
titled securely, and operations hum seamlessly
through  ownership  churns, a feature
indispensable for family conglomerates like
those in textiles or gems where generational
handovers might otherwise trigger chaos, or for
listed behemoths weathering CEO exits without
portfolio panic. This continuity bolsters creditor
confidence, as loans and supply deals bind to
the enduring corporate persona rather than
volatile human principals, stabilizing supply
chains in automobiles or pharmaceuticals
where multinational suppliers demand ironclad
assurances amid promoter litigations or estate
disputes. In litigation realms, the company's
standalone status empowers it to sue or defend
as a sovereign litigant, streamlining justice
delivery without dragging personal lives into
protracted courtroom battles, while its capacity
to own assets independently—from factories to
patents—facilitates efficient wealth
accumulation unencumbered by individual tax
liens or matrimonial claims.
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Transferability of shares emerges as a sleek
advantage, transforming ownership into liquid
commodities tradable on exchanges or
privately without dissolving the entity or
renegotiating every contract, a fluidity that
underpins stock market vibrancy where BSE and
NSE pulse with daily billions, enabling widows to
monetize inheritances swiftly or institutions to
rebalance portfolios sans business interruption.
This feature amplifies capital mobility, drawing
retail investors into equity culture while allowing
founders to divest partially for liquidity, as seen
in unicorn exits where early backers cash out
amid hyper-growth, all while the corporate
engine accelerates unhindered. Enhanced
credibility accrues naturally, as the separate
persona signals professionalism to banks,
clients, and regulators, unlocking favorable
credit lines, government tenders, and
partnerships that sole proprietorships struggle
to secure, particularly in public procurement or
international trade where entity autonomy
reassures foreign counterparts wary of personal
volatilities.

LIMITATIONS OF CORPORATE PERSONALITY

Corporate personality, for all its transformative
power in  elevating associations into
autonomous legal actors, harbors inherent
limitations that circumscribe its scope and
invite judicial overrides like veil-lifting, beginning
with its fundamentally artificial nature as a
statutory construct devoid of the sensory
faculties, moral agency, or physical presence
inherent to natural persons, rendering it utterly
dependent on human intermediaries for every
volition from contract inkling to courtroom
advocacy. This dependency manifests starkly in
the absence of a corporeal form, preventing the
company from personally executing
documents—necessitating directors’ or agents’
hands—or physically occupying spaces without
lessees, a constraint that underscores its
vicarious existence where boardroom directives
breathe life into an otherwise inert fiction, prone
to paralysis if internal organs falter through
mismanagement or deadlock. In India, this
artificiality bites during ultra vires excursions,
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where actions straying beyond memorandum
objects bind no one under pre-2013 rigors,
exposing the entity's bounded authority and
prompting shareholder suits that indirectly
tether it to human oversight, as courts police
deviations to avert stakeholder prejudices in
ventures from realty SPVs to tech incubators.

Compounding this, corporate personality
cannot transcend human frailties entirely, as its
‘mind” resides in collective directorial wills
subject to fiduciary lapses, conflicts, or
incompetence, leading to derivative actions
where shareholders pierce internals to sue on
the entity's behalf, a limitation vividly exposing
the fiction's reliance on fallible stewards whose
opacity shields accountability until oppression
petitions under Sections 241-242 compel
transparency. Limited liability, while a boon,
curtails the entity's creditworthiness in nascent
phases, compelling personal guarantees from
promoters in bank loans or vendor deals,
effectively diluting separation when startups in
Lucknow's burgeoning ecosystem pledge
homes for seed funding amid skeptical lenders
wary of unproven balance sheets. Membership
thresholds impose further strictures—minimum
subscribers under Section 3 ensure no solitary
phantoms haunt the register—yet reductions
below statutory minima via share transfers or
deaths trigger personal liability under Section
45, transforming shareholders into de facto
partners until rectification, a safeguard against
ghost entities evading obligations in family
firms or shell pyramids.

Statutory carve-outs relentlessly erode the
doctrine’s absolutism, as tax regimes under
Income Tax Act impute representative-
assessee statuses on principals for TDS
compliances, while FEMA mandates reporting
on beneficial ownership to unmask nominees
concealing foreign  controls, compelling
disclosure that frays the veils anonymity in
cross-border flows. Criminal incapacity plagues
the entity, incapable of intent-driven mens rea
for felonies like fraud or murder—prosecutions
fasten on culpable directors instead—yet
vicarious liability fastens fines or penalties to
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the corporate purse for subordinates’ torts,
blurring lines in environmental spills or labor
violations where NGT or labor courts attribute
board negligence. Constitutional personhood
falters selectively; companies invoke Articles 14
or 19 yet forfeit citizenship under Article 19's
natural person prerequisite, barring passport
quests or voting rights, while state
instrumentalities face Article 12 scrutiny diluting
autonomy in PSU litigations. Insider trading
prohibitions under SEBI bar company
knowledge flows to affiliates, fragmenting group
synergies, and CSR mandates under Section 135
funnel societal duties through the entity without
absolving directors from vigil breaches.

CIRCUMSTANCES LEADING TO LIFTING OF
CORPORATE VEIL

Courts in India lift the corporate veil under a
spectrum of circumstances where the
company's separate personality devolves into a
mere contrivance for perpetrating injustice, with
fraud standing as the paramount trigger, as
judges refuse to countenance incorporation as
a refuge for deliberate deceptions that defraud
creditors, consumers, or the exchequer. In
scenarios where promoters siphon funds
through sham subsidiaries or undercapitalized
shells to evade legitimate debts, tribunals
pierce the barrier to fasten personal liability,
exemplified by instances where directors
orchestrate  asset-stripping pre-insolvency,
compelling restitution from private coffers
under fraudulent trading doctrines. This judicial
sword falls decisively when evidence reveals
intent to mulct stakeholders, such as in real
estate scams where booking advances vanish
into personal luxuries while buyers languish,
transforming the corporate facade into a
transparent conduit for accountability.

Tax evasion constitutes another fertile ground,
where authorities and courts dismantle layered
entities engineered to dodge fiscal obligations,
scrutinizing dividend-stripping chains or treaty-
shopping vehicles that masquerade legitimate
income flows as capital gains, as seen in high-
stakes battles where benami holdings or
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offshore routing invite veil-rending to attribute
true economic incidence. Regulators under the
Income Tax Act invoke representative assessee
provisions or GAAR to unmask controllers who
interpose shells between profits and the fisc,
ensuring that family patriarchs cannot launder
business earnings through nominee firms
without personal reckoning, a trend amplified
amid India's digital tax net tightening around
global minimum taxes. Similarly, avoidance of
statutory  duties—be it labor  wages,
environmental remediation, or FEMA
complionces—prompts  intervention  when
companies fragment operations into insolvent
offspring to shed obligations, with labor courts
attributing parent guilts in contract worker
disputes or green benches hauling errant
directors for pollution proxies.

Public interest overrides emerge forcefully when
corporate maneuvers imperil societal welfare,
such as wartime trading with enemies where
shares held by adversarial nationals trigger
disregard to sequester assets, or contemporary
public procurement scandals where bidders
front shells to circumvent blacklisting,
compelling debarment of puppeteers. In
environmental cataclysms, parent
multinationals face exposure for subsidiary
effluents when policy diktats flow top-down, as
tribunals weigh collective harms against formal
separations, while consumer protection forums
eviscerate veils in pyramid schemes peddled
through corporate guises. Group company
dynamics breed frequent piercings, particularly
where holding entities dictate ruinous paths to
subsidiaries—undercapitalization signaling
facade— or unified boards blur autonomy,
prompting single economic unit analyses in SEBI
probes or NCLT resolutions.

JUDICIAL RECOGNITION OF THE DOCTRINE

Indian courts have unequivocally embraced the
doctrine of corporate personality and its
attendant veil, weaving it into the fabric of
company law through a procession of
authoritative pronouncements that affirm a
company's standalone juridical existence while

Journal Home Page — https://ijlr.iledu.in/



https://ijlr.iledu.in/
https://iledu.in/

VOLUME 6 AND ISSUE 4 OF 2026

INDIAN JOURNAL OF LEGAL REVIEW [IJLR - IF SCORE - 7.58]

APIS — 3920 - 0001 (and) ISSN - 2583-2344

Published by

https://iledu.in

Institute of Legal Education

carving calibrated exceptions for veil-lifting
when the corporate form degenerates into an
engine of inequity or fraud. The Supreme Court's
early imprimatur in Bacha F. Guzdar v. CIT (1955)
resounding affirmed that shareholders possess
no proprietary interest in corporate assets, only
in their share capital, cementing the entity's
separation even as dividend rights flow
indirectly, a stance that echoed Salomon's
purity and insulated investors from direct
claims in dividend tax skirmishes. This
recognition  crystallized further in Tata
Engineering & Locomotive Co. Ltd. v. State of
Bihar (1964), where familial control over a
behemoth did not erode the company's
autonomy, rebuffing state attempts to conflate
promoter dominance with entity dissolution
amid sales tax disputes, thereby safeguarding
industrial titans from casual governmental
overreach.

Lower courts paved the way, as the Calcutta
High Court in Re Kondoli Tea Co. Ltd. (1886)
upheld a pre-Salomon company's right to sue
independently, predating yet presaging the
doctrine's imperial transplant into Indian soil,
while the seminal Re Sir Dinshaw Maneckji Petit
(1927) from Bombay pierced an egregious tax-
avoidance constellation of shells, recognizing
the veil's provisional nature by deeming them
transparent alter egos of the Parsi magnate’s
personal coffers. The Supreme Court in LIC v.
Escorts Ltd. (1986) masterfully balanced
orthodoxy with pragmatism, honoring foreign
shareholding separations under FERA while
signaling judicial readiness to rend veils under
statutory compulsions or exceptional equities, a
dual gloss that guided FDI inflows without
impunity for evasions. In Subhra Mukherjee v.
Bharat Coking Coal Ltd. (2000), the apex court
nullified a director orchestrated asset dump to
spouses as sham, lifting the veil absent
shareholder sanction to void the transfer,
underscoring recognition that internal cabals
cannot subvert collective interests under
corporate garb.

Contemporary affirmations underscore
doctrinal maturity, as Sunil Bharti Mittal v. CBI
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(2015) insulated non-executive directors from
vicarious corporate criminality absent specific
averments of complicity, reinforcing that
positional nomenclature alone does not trigger
piercing, a bulwark against prosecutorial
overzealousness in scams engulfing telecoms
or banks. Sanjay Dutt v. State of Haryana (2025)
reiterated this, quashing vague indictments
against directors by mandating prima facie
linkages to offenses, thereby fortifying the veil's
presumption  while exhorting meticulous
complaints that name entities first before
human adjuncts. State of Rajasthan v. Gotan
Lime Stone (2016) extended recognition to
public interest piercings, holding polluters
accountable through veils when operations
flout welfare, as NGT benches increasingly
attribute parent guilts in subsidiary toxics.

CONCLUSION

The dynamic conflict between the traditional
idea of distinct legal identity and the demands
of equity, justice, and public policy is best
exemplified by the Indian philosophy of lifting
the corporate veil. The corporate form has long
been revered as a cornerstone of contemporary
commercial jurisprudence, rooted in the
seminal authority of Salomon v. Salomon & Co.
Ltd. It permits risk distribution, capital
generation, and economic expansion through
the mechanism of limited liability. The absolute
application of this concept, however, is neither
normatively desirable nor doctrinally
sustainable in the face of changing corporate
malpractices, as Indian court experience shows.

The corporate veil is now treated as a
rebuttable presumption rather than an
unbreakable rule by Indian courts, who have
gradually developed a complex and context-
sensitive body of jurisprudence. The trend of
rulings shows a change from formalism to
functionalism, where courts give corporate
structures’ underlying economic realities more
weight than their legal fagade. This is especially
clear in situations when fraud, tax evasion,
fraudulent transactions, and abuse of corporate
identity to avoid legal or contractual obligations

Journal Home Page — https://ijlr.iledu.in/



https://ijlr.iledu.in/
https://iledu.in/

VOLUME 6 AND ISSUE 4 OF 2026

INDIAN JOURNAL OF LEGAL REVIEW [IJLR - IF SCORE - 7.58]

APIS — 3920 - 0001 (and) ISSN - 2583-2344

Published by

https://iledu.in

Institute of Legal Education

are involved. Therefore, the judicial approach is
consistent with a more general equitable
ideology that prohibits the corporate structure
from being used as a weapon of injustice.

While acknowledging that excessive judicial
intervention may jeopardise investor trust and
commercial predictability, both of which are
essential to a liberalised and globalized
economy, the Indian stance opposes an
unchecked extension of veil-lifting. As a result,
veil-piercing in India is governed by a
calibrated framework that takes into account
the presence of strong evidence of abuse,
necessity, and proportionality. This balanced
approach is further reinforced by statutory
interventions and regulatory scrutiny by
organizations like SEBI and the RBI, which
institutionalise accountability without
undermining the fundamental structure of
corporate personality.

The philosophy gains greater significance in the
modern era, which is marked by complex group
organisations, international corporate
structures, and rising concerns like digital
finance and regulatory arbitrage. The judiciary's
capacity to strike a balance between
pragmatic flexibility and doctrinal coherence
will determine how it develops in the future,
ensuring that the corporate veil maintains its
role as a conduit for lawful commerce while
staying open to judicial examination in
instances of abuse.

Essentially, the Indian doctrine of lifting the
corporate veil is an essential part of the rule of
corporate personality, not just an exception to it.
It serves as a principled safeguard that upholds
the ethical underpinnings, legitimacy, and
credibility of corporate law in an increasingly
complex economic order.
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