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Abstract 
 
Company separates legal entity: It is an important characteristic of a company that it has a separate legal entity. It means that existence 
of a company is independent and separate Suo fromitsmembers.Inlaw, thecompanyisregardedasanartificiallegalperson,whichdealsco in 
its own name. Thus, a member of a company cannot be held liable for the acts of a company be even if he holds substantial part of 
company’s sharecapital. 
Doctrine of Ultra-Vires: The term ’ultra’ means beyond, and the term ’vires’ means powers. Thus term ’ultra-vires’ means doing an act 
beyond the powers. 
 
Keywords: companies, Doctrine of Ultra Vires, Doctrine of Corporate Veil, Transactions and actions, Lifting of Corporate Veil, 
Judiciary, Law, Separate Legal Entity, Prevention of Fraud. 
 

Introduction 

 
LIFTING OF CORPORATE VEIL: The term ’lifting of corporate veil’ means ignoring the separate legal entity of the company 
and looking into the realities. It is an important doctrine in the company law according to which in certain circumstances, the 
separate legal entity of the company is not considered. The company and its members are treated as one person. 

We know that the chief characteristic of a company is that it is a separate legal entity independent and different from its 
members. And due to this characteristic, many other advantages are enjoyed by the company. The fact is not denied that, by fiction of 
law, a company is a separate legal entity, independent and different from its members. But, it is an association of persons, who are in 
fact the beneficial owners of all the corporate property (i.e., company’s property). As a matter of fact, the business of a company is 
carried on by some human beings who are the ultimate beneficiaries of corporate advantages. Due to separate legal entity of the 
company, these real beneficiaries behind the company are disregarded once they have formed a company and given to their 
association the status of a legal entity. 

The ultra-vires acts may be categorized as under: 

1. An act ultra-vires the directors: It is an act which is beyond the powers of the directors. 
2. An act ultra-vires the articles of association: It is an act which is beyond the powers given by the articles of association. 
3. An act ultra-vires the memorandum of association: It is an act which is beyond the powers given by the memorandum 

of association. As a matter of fact, such act is beyond the legal powers of the company and is also known as ’ultra-vires the 
company’. 

If the company does any act which is ultra-vires the directors, the act is not altogether void and inoperative. It can be ratified 
by the general body of shareholders. When the act is so ratified, the company becomes bound by the same. Similarly, an act which is 
ultra-vires the articles of association, is also not altogether void and inoperative. It can also be ratified by the company by making 
necessary alterations in the articles of association by passing a special resolution. Thereafter the company becomes bound by such act. 
It may, however, be noted that such an act can only be ratified if it is intra-vires the company i.e., within the powers of the company. 
The acts which are ’ultra-vires the company’ are wholly void and inoperative as they are beyond the legal powers of the company. The 
company is not bound by such acts. It may be noted that such acts cannot be ratified even by the whole body of shareholders. The 
doctrine of ultra-vires is generally meant for this category of ultra-vires acts. 

 
Discussion 
 

Ordinarily, the separate legal entity of the company is to be respected. As a matter of fact, the whole law of corporation is 
based on this principle of corporate personality (i.e., separate legal entity) of a company. However, the statutory privilege of separate 
personality of the company must be used for legitimate business purposes only. Sometimes, it becomes necessary to find out the real 
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persons who control the company e.g., in cases when this corporate personality (legal entity) of the company is misused for fraudulent 
or improper conduct or for doing things against public policy. In such cases, the courts ignore the separate entity. In other words, the 
corporate veil of the company is probed into and lifted up. This, however, is the discretionary power of the court, and will depend 
upon the underlying social, economic and moral factors as they operate in and through the company. When the corporate personality 
of a company is used as a shield to cover its wrong doings, such as for evasion of tax, the courts may lift the corporate veil. [BSN 
(UK) Ltd. v. Janardan M. Rajan Pillai.] 

The cases in which the corporate veil is lifted i.e., the separate legal entity of the company is ignored, may be discussed 
under the two heads namely: 1. Judicial interpretations. 2. Express statutory provisions. 

LIFTING OF CORPORATE VEIL UNDER JUDICIAL INTERPRETATIONS 
 

Following are some of the judicially decided cases in which the corporate veil is lifted i.e., the separate legal entity of the 
company is ignored: 
1. Determination of character of the company: Sometimes, it becomes necessary to determine the character of a 
company e.g., to see whether it has assumed an enemy character. The doubts may arise that the company is owned and controlled by 
the enemies of the country. In such cases, the court may lift the corporate veil (i.e., ignore the separate entity of the company) and 
examine the character of the persons who are in real control of the company affairs. As a matter of fact, the lifting of corporate veil in 
such cases is necessary because trading with an enemy is against the public policy. 

2. Protection of revenue: Sometimes, the lifting of corporate veil is necessary for the benefit of revenue e.g., where the 
separate entity of the company (i.e., corporate entity) is used for evasion of tax. In such cases, the court may lift the corporate veil 
(i.e., ignore the separate entity of the company), and the income of the company and its members may be taxed as that of one person. 

3. Protection of company’s own justified interest: Sometimes, a company, itself, wants that its separate entity should be 
ignored and treated alike with the members. In such cases, the court may lift the corporate veil i.e., ignore the separate identity of the 
company if it is in company’s own interest. Thus, the corporate veil may be lifted for company’s own benefit if the court thinks it to be 
justified. 

4. Avoidance of legal obligations imposed by welfare legislation: Sometimes, it appears to the court that the company is 
formed just to avoid the legal obligations imposed by a welfare legislation. In such cases, the court may lift the corporate veil i.e., 
ignore the separate entity of the company, e.g., where in order to reduce the liability to pay bonus to its workers, the company splits 
up its profits by creating another company, the court may refuse to recognize the new company. In fact, the legislation requiring the 
payment of bonus to workers is for the, welfare of the workers, and the company should not be allowed to escape liability imposed 
by such legislation. The avoidance of welfare legislation is as common as avoidance of taxation, and the approach of the court in 
considering problems arising out of such avoidance has necessarily to be the same as avoidance of taxation. This has been 
recognized by the Supreme Court. 
5. Avoidance of contractual obligation: Sometimes, a company is formed simply to avoid the obligations arising out of 
contracts. In such cases, the court may lift the corporate veil i.e., ignore the separate entity and decide the case assuming that no 
company is in existence. 

 
6. Prevention of fraud or improper conduct: Sometimes, it appears to the court that the company is formed for some 

fraudulent or improper purpose e.g., to defraud creditors, to avoid legal obligations, or to defeat the provisions of law. In such cases, 
the court may lift the corporate veil i.e., ignore the separate entity of the company. Thus, where the company is a mere sham i.e., 
formed to deceive or defraud, the court will lift the corporate veil and look into the ownership of the company. 

7. Company acting as an agent of its members or of another company: Sometimes, a company acts as an agent or 
trustee of its members or of another company. In such cases, the court may lift the corporate veil (i.e., ignore the separate entity of 
the company), and the principal (i.e., for whom the company acts) may be held liable for the acts of the company. Whether the 
company is acting as agent or not is a question of fact, and generally the courts insist upon very strong evidence to prove this fact. 
Thus, the relationship of agency should be substantively established to enable the court to lift the corporate veil. 

8. Holding and subsidiary company relationship: A holding company is one, which has control over another company. 
And the company, over which the control is exercised, is called a subsidiary company. Sometimes, the holding company completely 
controls and dominates the activities of its subsidiary company in such a way that the latter becomes purely an agent of the holding 
company. In such cases, the court may lift the corporate veil and consider the subsidiary company a part and parcel of the holding 
company. Thus, where the facts and circumstances show that the holdings as well as its subsidiary company are in reality parts of 
one concern, the separate legal entity of the subsidiary company may be ignored by the courts. In the following circumstance, the 
corporate veil may be lifted, and the holding company and its subsidiary as a whole may be held liable for the debts and other 
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liabilities of either or both of such companies: 

(a) Where business transactions, property, bank and other accounts, employees, management etc. of both the 
holding company and its subsidiary are intermingled. 

(b) Where the subsidiary is inadequately financed, as a separate business, so as to meet its normal obligations. 

(c) Where the businesses of both the companies are not held out to the public as separate 
(d) Where the holding company and the subsidiary company are operating portions (i.e., parts of a single business, and 

the financial and managerial control is entirely in the hands of holding company. 
(e) Where the subsidiary is formed for some improper use or unfair advantages e.g., for dividing profits, so as to reduce 

the tax or other liability of the holding company, to defraud creditors, to evade the law or any other obligation. 
Thus, in case of holding and subsidiary company relationship, the courts may lift the corporate veil, whenever it is 

necessary to achieve a just and equitable result. Sometimes, the corporate veil may be lifted even at the instance of the holding 
company for the protection of its own interest. 

9. Dummy companies: Sometimes, a company formed by certain persons is not intended to be a corporate body i.e., a 
separate legal entity. It is formed simply to carry on their own personal business. In such cases, the court may lift the corporate 
veil, if it appears that the separate entity of the company is being misused. 

10. Prevention of fraud upon public: Sometimes, a company commits a fraud upon the public and the people suffer 
financial loss due to company’s such fraudulent act. In such cases, the court can lift the corporate veil to expose any person to 
liability who have committed a fraud upon the public from their sheltered position. 

11. Misuse of exemptions given by the government: Sometimes, certain exemptions are given by the government to a 
particular sector such as to small scale industries, which are misused by forming a company to carryon small scale industry. In such 
cases, the court may lift the corporate veil to know whether such company is entitled to exemptions. Thus, where small scale 
industries were given certain exemptions, and a company owned a small-scale industry, the court held that it was permissible to lift 
the corporate veil to know whether such company was the subsidiary of another company. Such a company would not be entitled to 
the proposed exemptions if it were shown that it was a subsidiary of another company. (Inalsa Ltd. v. Union of India] 

LIFTING OF CORPORATE VEIL UNDER EXPRESS STATUTORY PROVISIONS (Liability OF DIRECTORS AND 
MEMBERS) 

As brought above, in certain cases the court may lift the corporate veil (i.e., ignore the separate entity of the company), and 
deal directly with the persons (members) behind it. The Companies Act, itself, also provides certain cases in which the directors or 
members of the company are held personally liable i.e., apart from the liability of the company, the persons behind it are also held 
liable. It may, however, be noted that in these cases the separate entity of the company is not ignored i.e., independent existence of 
the company is maintained. The only point is that the directors or members are also held personally liable along with the company. 
Thus, the distinction between the lifting of corporate veil under ’judicial interpretation’ and under ’express statutory provisions’ is 
that, in the former the separate entity of the company is ignored. But in the latter the separate entity of the company is maintained 
with the exception that the persons behind it are also held personally liable. 

REFUSAL TO LIFT THE CORPORATE VEIL: As already brought above the cases in which the corporate veil is lifted 
i.e., the separate entity of the company is ignored by the courts. As a matter of fact, the purpose of lifting the veil, in those cases, is to 
prevent the misuse of corporate entity by the companies. It will be interesting to know that the lifting of the corporate veil may also 
be refused by the courts where the lifting of the veil itself is sought to be misused. Thus, in these cases, the separate entity of the 
company is generally maintained by the courts even if it is sought to be ignored. Following are the judicially recognized cases in 
which the courts have refused to lift the corporate veil i.e., the separate entity of the company is maintained: 

1. Protection of revenue: Sometimes, the separate entity is sought to be ignored for the purpose of escaping i.e., avoiding 
the liability to pay the tax, such as property tax, income tax etc. In such cases, the court may refuse to lift the corporate veil, and 
separate entity of the company may be maintained. [Western Coalfield Ltd. v. Special Area Development Authority] 
2. National interest: Sometimes, the maintenance of separate legal entity of a company is necessary in the interest of 
the nation. In such cases, the court may refuse to lift the corporate veil, and the separate entity of the company may be maintained. 
Thus, where the lifting of the corporate veil will go against some national policy, the courts will not do so. [L.I.C. v. Escorts Ltd.] 

4. Government companies: A government company is one in which majority of the shares are held by the Central 
Government or the State Government or by both. In case of such companies where almost all the shares are held by the Government, 
the courts generally refuse to lift the corporate veil i.e., the company is treated as a separate legal entity and not the part of the 
Government itself. [Sharat Aluminium Co. v. Special Area Development Authority] 
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EFFECTS (OR CONSEQUENCES) OF ULTRA-VIRES ACTS 
 

The effects of ultra-vires acts may be discussed under the following heads: 

1. Injunction against the company: In case any ultra-vires act has been done or is about to be done, any member of the 
company can obtain an injunction from the court i.e., he may obtain a court order restraining the company from proceeding with the 
ultra-vires acts. 

2. Personal liability of directors to the company: The directors of the company are personally liable to the company for 
ultra-vires acts. It is the duty of the directors to see that company’s capital is used for the legitimate objects of the company. If 
company’s money ;s used for any purpose which is in no way connected with the company’s objects, directors will be personally 
liable for the same i.e., they can be compelled to restore such funds to company. 

3. Personal liability of directors to third party: The directors of the company are also personally liable to the third party as 
they exceed their authority by doing ultra-vires acts. It is the duty of an agent to act within the scope of his authority. If he exceeds his 
authority, he will be personally liable to the third party. The directors are the agents of the company; therefore they should not go 
beyond their authority. If they induce any outsider (third party), to contract with the company in a matter in which the company has 
no power to act, they will be personally liable for any loss suffered by the outsiders. 
4. Ultra-vires contracts are void: A contract which is ultra-vires the company i.e., beyond’ the company’s powers, is void 
and without any legal effect. This is so because the company is not at all competent to enter such contracts. It may be noted that 
the ultra-vires contracts cannot become intra-vires by subsequent ratification. 

Though the ultra vires acts are void, but the company is entitled to bring a legal action for the protection of its property even 
if acquired by unauthorized acts or expenditure. 

 

EXCEPTIONS TO THE DOCTRINE OF ULTRA-VIRES 
 

The doctrine of ultra-vires according to which the ultra-vires acts i.e., the acts which are beyond the powers of the 
company, are void and inoperative. However, in the following exceptional circumstances, the ultra-vires acts are not inoperative: 

1. If the company acquires some property by ultra-vires expenditure, the company’s right over the property will be 
protected. The reason for the same is that such property though acquired by making unauthorized expenditure, represents the 
company’s property. 

2. If the company acquires some property under an ultra-vires contract, the same can be recovered from the company if it 
exists and is traceable in the hands of the company. 

3. If the company takes an ultra-vires loan and uses it to pay of its own debts, then the moneylender gets the rights of that 
creditor whose loan has been paid by the company and can recover his money from the company. 

4. If any person borrows money from company under ultra-vires contract, company has right to sue and recover money 
from him. 

5. If a director of a company makes payment of certain money, which is ultra-vires the company, he can be compelled by the 
company to refund it. However, the director may claim indemnity (i.e., compensation) from the person who received the money 
knowing that it is ultra-vires. 

6. The company may be held liable for the ultra-vires torts (i.e., civil wrongs) of its employees. However, the company 
will be liable only if the following points are proved that 
(a) The tort was committed during an activity which falls within the scope of company’s memorandum, and (b) The employee 
committed the tort within the course of his employment. 

 
DOCTRINE OF ULTRA-VIRES AN ILLUSORY PROTECTION 
 

We know that the purpose of the doctrine of ultra-vires is to protect the interest of the shareholders and creditors of the 
company. But it has been criticized by the Bhabha Committee on Company Law Reforms which has observed that "this doctrine is 
an illusory protection to the shareholders, and a pitfall for third parties dealing with the company". 

The reason for such criticism of this doctrine is that it has not been proved effective in protecting the interest of the 
shareholders and creditors. This criticism of the doctrine is due to the following reasons: 

1. The ’memorandums of association’ are so widely drafted that all probable acts are covered in the object’s clause. It is 
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then possible for the company to extend its operations at an) time and therefore, the doctrine becomes ineffective. However, this has 
been protected by the Companies (Amendment) Act, 1965 to some extent. After this amendment, the companies are required to state 
their objects in 2 sub-clauses namely (a) main objects clause, and (b) other objects clause. 

2. The company may do any act which is ’incidental to and consequential upon the main Objects. This also provides a 
scope of ambiguity. 

3. The company may also start new business under certain circumstances. This power may be misused by the company. 
Section 17 (1) (d) of the Companies Act provides that the company mal alter its objects clause so far as it is necessary "to carryon 
some business which, under the existing circumstances, may conveniently or advantageously be combined with the business of the 
company". This is also against the interest of the shareholders and the creditors because they never know at what time the company 
may start a new business. However, all the members and creditors are given the notice; the misuse of this clause may be checked. 

4. The directors generally consider that all their activities are within the powers until they are challenged in the Courts of 
Law. The shareholders may not go to courts all the time. And they may not be protected by the doctrine of ultra-vires. 

5. Thus, certain complications are there in the application of the doctrine of ultra-vires. The English Company Law Revision 
Commission (known as the Cohen Committee, 1945) recommended the abolition of the doctrine of ultra-vires. It was further 
suggested that the memorandum should make a contract only between the shareholders and company. Every contract made on behalf 
of the company whether within or beyond its powers should be made valid. Thus, some efforts are necessary to protect the interest of 
shareholders and the third parties dealing within the company. 

Company’s separate entity can be ignored under the doctrine of lifting of corporate veil 
 

We know that the chief advantage of a company is its separate legal entity, and various other advantages, which are available 
to a company, are linked with this chief advantage. 
However, the separate legal entity of the company can be ignored in certain circumstances. In such a case, some of company’s 
advantages disappear. The circumstance in which the separate entity is ignored is known doctrine of lifting or piercing of corporate 
veil. 

Conclusion 
 

It is thus clear that the various important documents to be filed with the Registrar of Companies and procedures to be 
followed in the formation of a company. 

The doctrine of piercing the corporate veil is not subject to any bright-line tests. 

Courts have developed and refine their analysis of these claims. However, each new action brings a different set of facts and 
circumstances and a separate determination must be made as plaintiff has adduced sufficient evidence of control and domination, 
improper purpose, or use and resulting damage. 

The decision whether to pierce the corporate veil may be assisted, in part, upon the opinion of qualified experts of fact in 
determining whether the corporation has been adequately capitalized for its intended purpose. Ultimately, however, the judgment 
whether to disregard the corporate entity will be based upon a balancing of various factors sufficient to pierce the veil. 

We can see that there has been a shift in the attitude towards the doctrine of ultra vires, which is quite trivial when one has a 
superficial look at the doctrine, but the same play a very big role in the functioning of any company or corporation. 

It has been observed that all actions that are undertaken by a company can come under the doctrine of ultra vires. The 
prominence of the doctrine of ultra vires cannot be taken away just because it has not been codified. This paper has clearly shown how 
the concept of the doctrine of ultra vires has risen to prominence India. Also, it presents an analysis of the applicability of the doctrine 
in India. 

Certain changes have come in the act of 2013 in order to include the doctrine of ultra vires to further enhance the value of 
the said doctrine. It can be said that doctrine is very essential to safeguard the interest of the investors against the ultra vires actions 
of the companies and that doctrine will be there in time to come. 
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