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INTRODUCTION  

 

MEANING OF BUSINESS: 

A business means an activity organised and operated to make goods and 

services available to the society for the profit motive.  

Prof. Owen defines, “A business is a type oforganizationwhich are involved in 

the production and distribution of goods or rendering of services for a price.” 

R. L. Dicksee defines business as, “A form of organization, with the aim of 

earning profit and giving the benefits to those on whose behalf, the work has 

been done.” 

According to Melvin Anshen, it is a way, for a man to define their living, in 

short, the term “Business defines as an activity which is done by a human being 

for the generation of wealth”. Literally, “Business” means the work to stay 

busy. It is associated with any work by one can be said busy. 

According to F. C. Hooper, “The whole complex field of commerce and 

industry, the basic industries, processing and manufacturing industries, the 

network of ancillary services, distribution, banking, insurance, transport and so 

on, which serve and interpenetrate the work of business as a whole, are business 

activities.” 

Following activities cannot be considered as a business: 

 Preparing food and distributing it in an orphanage; 

 Selling of drugs; 
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 A mother teaches her child 

NATURE OF BUSINESS: 

 Regular Process: These activities are performed to have profit. 

 Economic Activity: The whole sole purpose is to maximise the wealth. 

 Creates Utility: The goods or service must be such that can form utility – 

conversion of products in a consumable form, time utility – making the 

goods and services available when needed; and place utility – availability 

of goods or services wherever required, for the consumers. 

FUNCTION OF BUSINESS: 

Production function:  

This function relate to the goods and services provided to the customers. The 

production of goods depends upon that how much money, material, men, and 

other facilities can operate in business by the organisation. In today’s 

organisations, Production Manager takes care about how production is 

organised, mechanized, and specialised mass production is done. 

 Production Manager main responsibilities in the organization: (I) first to see 

that production of goods and services quantities is not less than that is specified, 

(II) secondto see that delivery date and time schedule should be specified, (III) 

third to see that quantity requirements need to be fulfilled properly, and (IV) 

fourth to see that all production activities should be perform at the minimum 

cost. 

Marketing function:  

Marketing is the process to satisfy the needs and desires of customers and 

producers by getting goods and services into the hands of the consumer. In other 
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words, the marketing is a function to create a relationship between the 

producers and consumers are brought together for the transfer of ownership 

takes place.  

Research and Development:  

In this world of innovations and competition, expenditure on research and 

development is a productive investment and important. R and D itself is 

important for the survival and growth of the firm. Unless there is a continue 

endeavour for improvement and sophistication of an existing product and 

introduction of new product, the firm is bound to be gradually out of market and 

out of existence. 

FORMS OF BUSINESS ORGANISATIONS  

Business Organizations 

Meaning 

1.  The term “business organisation” refers to however a business is 

structured. 

2. It refers to a billboard or industrialization and also the people that 

contribute it. 

3.  An enterprise is an institution fashioned to hold on industrial enterprise. 

 

SOLE PROPRIETORSHIP 

1. A Sole ownership is created underneath the Business Act 1956 

(Amendment 1978). 

2. A sole ownership may be a business in hand and managed by one 

individual. 
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3. A sole proprietorship square measure the foremost common kind 

of business concern. 

4. In person entitled to all or any of the profits and it’s liable for any debts 

that company incurs. 

For example: Tailor outlets, Beauty salons, restaurants. 

 

FEATURES: 

 

1. Most sole proprietorship earn modest incomes. 

2. Several proprietors run their business part-time. 

3. Owner is that the manager. 

4. Owner is that the solely supply of capital. 

5. The owner or commerce square measure same within the eyes of the law. 

6. Minimum government rules. 

7. Tax thought 

MERITS: 

1. Simple start-up: 

 with tiny low quantity of paper work and legal expenses, close to anyone will 

begin a sole ownership. 

 

2. Comparatively few regulations: 

 An ownership is that the least-regulated kind of business concern.  

 

3. Full control: 

House owners of sole ownership will run their business as they want. They're 

their own boss. 
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DEMERITS:  

 

1. Troublesome to boost money capital: 

Personal money resources out there is restricted and banks sometimes don’t 

prefer to loan cash to new or terribly little businesses. 

 

2. Troublesome to boost human capital: 

Troublesome to attracting qualified workers as a result of restricted money 

capital, might not be able to pay competitor wages. 

 

3. Owner typically lacks management experience: 

 A sole owner might not be associate knowledgeable in each side of 

management. 

 As a result of restricted money resources it's conjointly impossible to use an 

expert manager. Thus, the business lacks edges of skilled management. 

 

HINDU UNDIVIDED FAMILY  

MEANING: 

Hindu Undivided Family (HUF) is a unique forms of business organisation 

found in India. HUF is one of the oldest forms of business organisation in India. 

It is governed by the Hindu law. Birth in a particular family and three 

successive generation can be members in the business. Business is controlled by 

the eldest member of the family and is called as Karta. All member of the 

family have equal right over the property. And they are known as co-parceners. 
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There are two system which governs membership in the Hindu undivided 

family business i.e. Dayabhaga and Mitakshara system.  

FEATURES:  

Essential characteristics of the Hindu Undivided Family business are - 

1. Formation:   In the case of Hindu Undivided Family, there should be at 

least two members in the family and ancestral property to be inherited by 

them. There must be some assets,business or ancestral property that they 

have inherited or will eventually inherit. There is no requirement is by 

birth. It is governed by the Hindu Succession Act, 1956. 

2. Liability:  The liability is limited in Hindu Undivided Family. Liability 

of all members except the Karta, being the head of the family, however 

has unlimited liability. Karta is not only liable to the extent of his share in 

the business but his separate property is equally attachable and amount of 

debt can be recovered from his separate property.  

3. Control:  The control of HUF business lies with the Karta. So, the 

business is controlled by the Head of the family or Karta, who is the 

eldest member of the family. He take all decision and manage the 

business. The members of the family have full faith and confidence in 

Karta. Only Karta is entitled to deal with outsiders.  

 

 

MERITS OF HINDU UNDIVIDED FAMILY BUSINESS: 

1. Effective control:   Karta has absolute decision making power. This 

avoids conflicts among members as no one can interfere with his right to 

decided. This also leads to prompt and flexible decision making.  
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2. Easy to start:  start a business in Hindu Undivided Family is very easy. 

No legal formalities are required to be faced, such as registration. It 

requires no agreement aslo. 

3. Secrecy:  In HUF business,  all the decision related to business are taken 

by Karta himself. He is in a position to keep all the affairs to himself and 

maintains perfect secrecy in all matters. 

DEMERITS OF HINDU UNDIVIDED FAMILY: 

The demerits or disadvantage of Hindu undivided family business are as 

follows-  

1. Limited resources:  The capital of the business is limited only up to the 

resources of one family. No outsiders are allowed to introduce to the 

HUF other than the family members. Hence, the HUF business face lots 

of problems of limited capital as it depends mainly on ancestral property. 

Karta cannot take advantage of large size due to limited finance. 

2. Unlimited liability of Karta:  Karta is burdened not only with the 

responsibility of decision making and management of business, but also 

suffers from the disadvantage of having unlimited liability. His personal 

property can be used to repay business debts. This situation may make 

him overly cautious and timid in his business dealings. And also he may 

even be held responsible for the actions of the other members.  

3. Dominance of Karta:  Karta of HUF individually manages the business 

and takes all the decision which may at time not be acceptable to other 

members of the family. This situation may cause conflict among the 

members of the family and it may breaking the unity of the family.  

PARTNERSHIP FIRM 

Meaning: 
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 The relation between persons who have agreed to share profit of business 

carried by all or any of them acting for all. 

 Partnership is a relationship between two or more persons who have 

agreed to share their profit of the business which is run by all or any of 

them running it for all. 

Features: 

1. Formation: 

 Partnership business governed by partnership act 1932. 

 The business must be lawful and run with motive of profit. 

2. Liability 

 The partners have unlimited liability. 

 Personal assets of partners may be used to pay that of business when 

required. 

3. Risk Bearing 

 The partners are sharing profits and losses in a greed ratio. 

 They bear the risk of running business as a team profit is also said loss is 

also said between partners in agreed ratio. 

MERITS 

1. Easy formation and closure 

 To start a partnership firm is very easy just by putting an agreement 

between prospective partners to carry out business for sharing profit. 

 Registration of partnership is also not compulsory and the closure of firm 

is also very easy task. 

2. Balanced decision making 

 In partnership all partners are working according to their knowledge and 

experience. 

 It reduces the burden of work and it increases the quality of judgement. 
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 Decisions are likely to be more balanced. 

3. More funds 

 In partnership mostly all partners contributing capital in the firm so this 

makes possible to raise large amount of funds in comparison to solve 

proprietors. 

 Expansion is possible when needed. 

DEMERITS 

1. Unlimited Liability  

 In partnership firm partners are liable to repay debts of firm from 

personal resources when the assets are not enough to pay debts. 

 Partners are individually and jointly responsible to pay debts. 

 They have to pay entire debts when other partners are not able to pay. 

2. Limited Resources 

 There is restriction of number of partners so they’re contributing 

contribution in terms of capital investments is not enough to start a large 

scale business operation. 

 Partnership business cannot expand their business beyond certain size. 

3. Possibility of Conflicts 

 Partnership is run by a group of persons and decision making authority is 

said. 

 Difference in opinion may lead to dispute between partners. 

 Leaving form also ends the partnership and there is also restriction on 

transfer of ownership in partnership. 

FORMS OF BUSINESS ORGANIZATION 

COMPANY MEANING: 
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         The word ‘company’ is derived from the Latin word Com means with or 

together; panis means bread, and it originally referred to an association of 

persons who took their meals together. It is called a body corporate because the 

persons composing it are made into one body by incorporating it according to 

the law. The word ‘corporation’ is derived from the Latin term ‘corpus’ which 

means ‘body’.   

          Accordingly, ‘corporation’ is a legal person created by a process other 

than natural birth. As a legal person, a corporate is capable of enjoying many 

rights and incurring many liabilities of a natural person. Company is a artificial 

person created by law.  As a legal person, a corporate of enjoying many rights 

and incurring many liabilities of a natural person. 

          In the legal sense, a company is an association of both natural and 

artificial persons and is incorporated under the existing law of a country. In 

terms of the Companies Act,2013 a “company” means a company incorporated 

under this Act or under any previous company law [section2{2}]. A company is 

a legal entity formed by a group of individuals to engage in and operate a 

business commercial or industrial enterprise.  

FEATURES: 

1. Separate Legal Entity: 

        One of the most distinctive features of a Company, as compared to 

other organizations, is that it acquires a unique character of being a 

separate legal entity. Hence, when you register a company, you give it a 

legal personality with similar rights and powers as a human being. 

2. Perpetual Succession: 

         Another important feature of a Company is that it continues to 

carry on its business notwithstanding the death of change of its 

members until it is would up on the grounds specified by the Act. The 
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company is an artificial person which is brought into existence by the 

law. Hence, it can be ended by law alone and is unaffected by the death 

or insolvency of its members. 

3. Limited Liability: 

        In the case of a limited liability company, the debts of the company 

in totally do not become the debts of its shareholders. In such a case, the 

liability of its members is limited to the extent of the nominal value of 

shares held by them. 

MERITS AND DEMERITS OF COMPANY: 

MERITS OF COMPANY: 

 

1. Mobilization of huge financial resources: 

          The most important advantages of company organization is 

that it has the Inherent ability to mobilize huge financial resources. 

Because of ‘number of persons’ in India and abroad who can 

become members in a company? 

2. Ease of transfer of ownership: 

           It permits its member to easily transfer their shares and get 

out of the venture as and when they so choose. The conversion of 

shares into cash does not pose any difficulty because the shares of 

most of the public companies are listed on stock exchanges. 

3. Enormous possibilities of growth and expansion: 

            Since a company has large resources at its command which it 

has either built up from internal sources or raised from external 

sources it can undertake business activities on a large scale and in 

diverse field.  
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DEMERITS OF COMPANY: 

 

1. Difficult formation: 

Formation of Joint Stock Company is an expensive and time 

consuming process as a number of legal formalities have to be 

undertaken in order to register the company. 

2. Lacks flexibility: 

The working of a Joint Stock Company is less flexible compared to 

other organizations. For very small thing they either have to follow 

a detailed procedure or obtain sanctions from various authorities. 

This results in lack of flexibility. 

3. No business secrecy: 

This form of organization lacks business secrecy because it is 

compulsory for the company to publish accounts and other records. 

Co-operative Society 

MEANING 

-Co-operative society is a voluntary association of persons who join together for 

mutual help. 

-Main motive of co-operative society is mutual welfare (not for earning profit). 

-Minimum members of co-operative society is 10. 

-Under Co-operative Societies Act 1912, registration must compulsory for co-

operative society. 

FEATURES OF CO-OPERATIVE SOCIETY 

1. Voluntary Association 

 Any person can join or leave it according to his/her own will. 
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 Membership is open to all members irrespective of their caste or religion. 

 

2. Equal Voting Rights 

 One man equals to one vote 

 Every member get only 1 voting right irrespective of Capital contributed 

by him/her. 

 

3. Service Motive 

 Main motive is welfare of its members. 

 Secondary motive is earning profit. 

MERITS OF CO-OPERATIVE SOCIETY 

1. Ease of formation 

 10 members having common objectives can establish co-operative society 

by getting registered with registrars under co-operative societies act 1912 

2. Limited Liability 

 The liability of co-operative society members are limited up to extent of 

capital contribution. 

 Therefore personal assets are safe from paying debts. 

3. Stable Existence 

 Due to registration it is a separate legal entity ad is not affected by the 

death, lunacy or insolvency of any of its members. 

DEMERITS OF CO-OPERATIVE SOCIETIES 

1. Limited Resources 

 The bear from scarcity of capital as it is usually formed by people with 

limited means. 

 Low rate of bonus give to investment act as dissuasion in attracting 

membership. 
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2. Inefficiency in Management 

 Co-operative society are unable to attract and employ expert managers 

because of their in ability to pay them high salaries. 

 Members are elected, who may not be competent and experienced due to 

lack of managerial knowledge. 

 

3. Lack of secrecy 

 These have to send their annual reports and accounts to the registrar of 

co-operative societies. In this way, secrets of business become public. 

MEANING OF CORPORATE PERSONALITY 

Corporate personality is a fact that stated by the law that a company is 

recognized with a legal entity distinct from its members. A company with such 

personality is an independent legal existence separate from its shareholders, 

directors, officers and creators. This is known as the veil of incorporation. 

Proprietary interest is a principle of corporate personality. Proprietary interest 

refers to the ability of a company to own property such as land or building. A 

company has a body corporate has every right to acquire, hold and dispose of as 

well as transfer property in its own name. Since a company gain full ownership 

of property, no changes among the individual membership should not affect the 

title. According to the case of Macaura v. Northern Assurance Co. (1925), the 

property of a company is not the property of the shareholders; it is the property 

of the company. Each shareholder has no legal rights on the capital and assets 

held by the company (Lee, 2005). 

Debt is also the principle in corporate personality. A company being a legal 

person can have an unlimited amount of debts. The company is fully 

responsible for the debts that will be accrued during the course of business. 

However, this principle does not apply on its members with a limited liability. 



 

17 
 

In case the company is insolvent, members are not required to pay more than 

the initial amount invested on their shares and guarantee. Their liability is 

limited to the amount of shares they subscribe or any unpaid value on such 

shares. Therefore, creditors of the company cannot take any action against the 

members if the company went into liquidation as established in Salomon v. 

Salomon Co Ltd (1897) (Lee, 2005). 

MEANING OF CORPORATION 

 

A corporation is a legal entity that is separate and distinct from its owners. 

Corporations enjoy most of the rights and responsibilities that individuals 

possess: they can enter contracts, loan and borrow money, sue and be sued, hire 

employees, own assets, and pay taxes. Some refer to it as a "legal person." 

TYPES OF CORPORATIONS 

When it comes to types of corporations, there are typically four that are brought 

up: S corps, C corps, non-profit corporations, and LLCs. But, there are 

additional business structures as well, some of which could be the right fit for 

your company. 

Before diving into this list, it’s worth noting the first four items listed are types 

of corporations. The following two are business entities that are not considered 

corporations. 

S corporations 

An S corporation is a business entity that passes almost all finances through to 

its shareholders. These finances include income and losses, as well as tax 

deductions and credits. By passing all of these finances through to shareholders, 

S corporations are able to be taxed like a partnership but gain corporate perks. 
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More specifically, this means that shareholders are responsible for income and 

loss. The S crop pays specific corporate taxes pertaining only to passive income 

and gains outside what the shareholders keep. This allows S corps to avoid the 

double taxation that often comes with C corps. 

For example, let’s say you have a C corp with several shareholders who have all 

invested the same amount. Before those shareholders see their profit, your 

company first has to pay corporate taxes on the income generated. Then, the 

already-taxed money is paid out to the shareholders as profit, who report it on 

their personal tax returns and pay tax again. 

With an S corp, the profits are passed directly to the S corp shareholders, 

meaning shareholders are responsible for the taxes. This allows the S 

corporation to avoid corporate tax, as the profits are being taxed at a personal 

level when the shareholders report it on their income tax returns. 

But, there's a catch: any shareholders of an S corp can't be corporations, nor can 

they be partners with the company. This means shareholders are generally part 

of a trust or estate, or are individuals and non-profits. This limits who can be a 

shareholder, but again, allows you to take advantage of lower corporate taxes in 

many cases. You’re also limited to no more than 100 shareholders, which can 

limit future growth. 

S corporations can be general partnerships, LLCs, or corporations, making them 

rather flexible. While there are certain tax benefits, it's worth noting the IRS 

tends to pay extra attention to S corporations. This is because the structure 

provides loopholes through which shareholders may try to evade taxes. For 

example, an S corp could claim employee pay is actually a distribution and 

avoid taxes.  

C corporations 
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A C corporation is similar to an S corporation, in that it can be a partnership, 

corporation, or LLC. A C corp is also privy to certain tax benefits, chief of 

which is that the profits of the company are taxed independently of the profits of 

the owners.  

Unlike S corps, a C corp can have any number of shareholders from any 

background. This means C corp shareholders can also be employees of the 

corporation itself. But, a C corp must have a board of directors. The board of 

directors acts as the decision-makers for the company, while the shareholders 

are more like the financial backing. 

C corporations can be hit with double taxation, however, which happens when 

the profits of the company are taxed at the corporate level and then again on 

individuals' income tax returns. This is often avoided by spreading profits out to 

employees as benefits, which allows the corporation to be taxed at a lower rate 

on a personal tax return. But, this complicated corporate structure often 

necessitates an account or financial advisor, which is an added cost. 

If your plan is to grow your business and eventually sell it, a C corporation can 

be a great way to keep your personal assets as a separate legal entity from your 

professional corporation. The ability to have a number of shareholders, even 

those from other corporations, gives C corps great growth potential, too. Just 

remember: you will likely incur financial costs in the form of paying advisors, 

especially come tax time. 

Non-profit corporations 

A non-profit corporation is similar to a traditional corporation in structure: 

There's generally a board of directors, as well as donors or financial backers. 

But, a non-profit generates no profits, as the name implies. A non-profit must 

https://www.brex.com/blog/startup-funding-rounds-explained/
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also be created in support of a specific cause, generally one that's public, 

specifically for members of the non-profit, or groups of people. 

Non-profit corporations are tax exempt, paying no corporate taxes or federal 

tax. They're also permitted to receive funding from a wide variety of sources: 

grants, public donors, private donors, and corporations. Further separating non-

profits from for-profit corporations, donations to non-profits are typically tax-

deductible for donors as well. 

If you're passionate about helping others and your focus is to maximize the 

good you do, not the profits you make, a non-profit is the best way to see your 

mission through. 

Limited liability companies (LLCs) 

A limited liability company (LLC), also known as a limited liability 

corporation, is a business entity that prioritizes the separation of the people in 

the business and their personal liability. Similar to other corporation types on 

this list, an LLC protects members from being financially responsible for 

damages. More specifically, an LLC protects the personal assets of the owners 

in the event of a lawsuit or any kind of financial damages. 

Forming an LLC requires articles of incorporation, in which the structure of the 

business is laid out. Unlike a C corp, no board of directors is required for an 

LLC. In fact, an LLC can choose almost any structure desired, meaning it can 

imitate an equal partnership, have a board of directors, or fall somewhere in 

between. 

LLCs offer additional perks, including simpler financial structures than 

corporations, taxation at a personal level (not a corporate level), and the ability 

to own multiple pieces of real estate under different LLCs to limit taxation. 

https://www.brex.com/blog/guide-to-series-a-b-c-funding-startups/
https://www.sba.gov/offices/district/nd/fargo/resources/business-structures-limited-liability
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If you plan on keeping your business close to the vest and don't intend on going 

public, an LLC can be a great way to improve your professional appearance and 

gain certain legal and tax benefits. 

Sole proprietorships 

A sole proprietorship is a one-person show. In a sole proprietorship, the 

business and the person are the same, with no legal separations between the 

two. This means the person is personally and financially responsible for any 

debts or damages. 

While solo in name, sole proprietors are able to hire employees or contractors. 

But, the work done by any employees hired through a sole proprietorship is still 

legally bound to the sole proprietor. Again, this keeps the responsibility all on 

the founder of the sole proprietorship. 

Unlike a freelancer, a sole proprietor has a registered business name, can hire 

employees, purchase business insurance, and even obtain higher forms of 

business licenses. 

Sole proprietorships are easy to start, making them a great way to give your solo 

operation a more professional appearance. If you're currently freelancing or plan 

on starting a small operation that requires only your efforts, a sole 

proprietorship could be the right choice. 

General partnerships 

General partnerships are similar to the LLC, in that the members can structure 

the business as they see fit. But, in a general partnership, all profits, legal 

obligations, assets, and losses are shared. All members of a general partnership 

are responsible for any financial and legal damages, with their personal assets at 

risk in the event of forfeiture. 

https://www.brex.com/blog/what-is-a-dba/
https://www.brex.com/blog/business-organizational-chart/
https://www.brex.com/blog/business-organizational-chart/
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The primary perk of a general partnership is that it's easy to set up. There's far 

less paperwork involved than with setting up a corporation or LLC, and it's a 

great way to make your appearance even more professional. But, keep in mind 

all members of a partnership are equally responsible for damages incurred. So, 

it's a good idea to only go into a partnership with those you trust. 

Doctrine of ‘lifting the Veil’ of Corporate Personality. 

 

One of the most contentious topics of the corporate world, the veil in its literal 

sense is something that covers. Lifting the veil means lifting the covers and 

knowing who is really behind it. But before we jump into the concept of lifting 

the veil. Let’s get a brief intro into what really is corporate personality. 

CORPORATE PERSONALITY- A BRIEF OVERVIEW 

Corporate personality is a board concept that distinguishes the company from its 

promoters, directors, shareholders, members etc. it gives the company its own 

distinct personality. 

AFTER INCORPORATION 

COMPANY = LEGAL PERSON + INDEPENDENT STATUS1 

This concept of corporate personality was initially given in the case of ‘OAKES 

VS TURQUAND’ and established in the famous case of ‘SALMOND VS 

SALMOND & CO. LTD’. 

As in the company the shareholder is only liable for what he has contributed to 

the company, it gives shareholders a limited liability and gives them a 

protective cover. It protects them from being personally liable for the 

                                                             
1Finology video on lifting of corporate personality.https://www.youtube.com/watch?v=XztqwinidTw&t=140s 
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company’s debts and liabilities. In SALMOND VS SALMOND 2it was said that 

‘From the juristic point of view, a company is a legal person distinct from its 

members’. The principle is referred to as ‘VEIL OF INCOPORATION’. 

In India, once the company is incorporated under the Companies act,2013 it 

becomes a separate legal entity independent of its shareholders and members. It 

is expedient to know that how a company is defined under the Companies 

Act,2013. Company under the act is defined under section 2(20) ‘Company 

means a company incorporated under this act or under any previous company 

law’. Incorporating a company has many advantages like Perpetual Succession, 

Transferable Shares, Capacity to Sue, Flexibility, Limited Liability, etc. 

LIFTING OF CORPORATE VEIL. 

In the concept of lifting of corporate veil the law goes behind the veil to find out 

who actually is running the show or more simply who actually are behind the 

company. Now what is the need to go behind the veil to find out the actually 

person behind the company when the whole concept of corporate personality is 

built around the façade of give company a distinct identity from its owners. So 

let’s understand the WHY. 

WHY TO LIFT THE VEIL. 

A company may be a distinct legal person from its owners but depends on the 

foresight of the owners, directors, employees, and shareholders to function and 

as these roles are inherently played by humans. The really issue begins. Now 

these members can use the concept of corporate personality for the legitimate 

work of the company but usually and increasingly this concept is being used by 

the members of the company to save themselves from the illegal activities, 

frauds and improper conduct. If the concept of corporate personality is followed 

in these circumstances than it will become very difficult and almost impossible 

                                                             
2[1897] AC 22 (House of Lords) 
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for the courts of law to determine who is actually liable behind these frauds and 

illegal activities and the company has to bear the burden of someone else’s 

activities. 

As an artificial person is not capable of doing frauds and illegal activities, the 

veil has to be lifted to determine who are actually liable. 

In state of Karnataka vs. Selvi j. Jayalalithaa3, the SC emphasised that 

company is a separate entity from the members subject to the exception when 

corporate entity is a mere clock or sham used to misdirect shareholders and 

authorities. 

As we have understood WHY now we need to understand WHEN. When can 

the Corporate veil lifted. 

WHEN/GROUND 

There are two heads under which the doctrine can be used. 

1. Statutory provisions. 

2. Judicial provisions. 

Statutory provisions. 

There are various provisions in the Companies act, 2013 where the doctrine can 

be put forth. These are defined as “officer who is in default” under section 2(60) 

of the act. 

Section 2(60) of the Companies Act defines 'Officer who is in default' 

and it mentions officers such as whole-time director, KMP, directors, 

etc. who shall be liable to any penalty or punishment in case of default 

committed by the company under the Companies Act, 2013. 

 

                                                             
3 https://indiankanoon.org/doc/135095591/ 
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There are persons who are assigned specific tasks by the company and are 

given authority by the board of directors for the same.  

 

 464. Prohibition of association or partnership of persons exceeding certain 

number4 

464(3) Every member of an association or partnership carrying on 

business in contravention of sub-section (1) shall be punishable with fine 

which may extend to one lakh rupees and shall also be personally liable 

for all liabilities incurred in such business. 

This section clearly states that if the partnership exceeds the number 

prescribed under the act for certain type of business than those partners 

would be held personally liable. The partners will be held liable for the 

debts incurred during such time period. 

 

 Misdescription of name 

Misdirection of name is a serious negligence and can lift the corporate veil 

of the company. The company is represented by its members and members 

use various instrument to do dealings for the company. The dealings require 

various papers to be used. Like bills of exchange, promissory notes, sale 

receipts, etc. If the name of the company is not mentioned in the proper 

way then the corporate veil is lifted and the real person who is responsible 

behind it is held liable. 

 

 Liability for fraudulent conduct of business. 3395 

Section 339 deals with liability for fraudulent conduct of business as 

discovered in the course of liquidation of a company. This provides for 

                                                             
4 https://www.mca.gov.in/SearchableActs/Section464.htm 
5 https://www.mca.gov.in/SearchableActs/Section339.htm 
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personal liability of any person, including shareholder, who knowingly is 

party to fraudulent conduct of a business. 

Section 275- Subject to the provisions of Section 278, this section provides that 

no person can be a director of more than 15 companies at a time. Section 279 

provides for a punishment with fine which may extend to Rs. 50,000 in respect 

of each of those companies after the first twenty. 

 

Judicial provisions. 

 Prevention of fraud/ improper conduct 

Company cannot commit fraud on its own. There must be someone 

involved in the company you committed fraud.  

 

Gilford Motor Co Ltd v Horne [1933] Ch. 935 is a UK company law case 

concerning piercing the corporate veil. It explains us when the 

shareholders of the company and the company will be treated as the same 

person. It is related to the situation when the company is used to commit 

fraud. 

 

Horne was the managing director of the company, his position was 

subject to the conditions in his contract that he will be not divulge the 

company customers for his personal benefits even after he has left the 

employment. He opened a company in his wife name which carried out 

the same business as his employer. When the case was bought in before 

the court. The company was held to be mere sham or clock for the 

purpose of enabling Sir Dinshaw to commit breach of his covenant 

against solicitation. 
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 Daimler Co. Ltd. v. Continental Tyre and Rubber Co. (Great Britain) 

Ltd.– 6This is an instance of determination of the enemy character of a 

company. In this case, there was a German company. It set up a 

subsidiary company in Britain and entered into a contract with 

Continental Tyre and Rubber Co. (Great Britain) Ltd. for the supply of 

tyres. During the time of war, the British company refused to pay as 

trading with an alien company is prohibited during that time. To find out 

whether the company was a German or a British company, the Court 

lifted the veil and found out that since the decision making bodies, the 

board of directors and the general body of Shareholders were controlled 

by Germans, the company was a German company and not a British 

company and hence it was an enemy company. 

 

 Liability of ultra vires acts 

Every company has to follow the concept of ultra vires. It specifically states that 

the company cannot so anything outside the preview of its MOA, AOA and the 

companies act, 2013. Anything that is done beyond it is ultra vires and is 

beyond the limited scope.  

The doctrine was evolved thought he case of Ashbury Railway Carriage & Iron 

company ltd vs hector Riche. Where the company entered into a area of work 

not mentioned in its documents. The work was of financing the construction of 

railway lines and this was not mentioned in the memorandum. The House of 

Lords held it as ultra vires and null and void. 

CONCLUSION 

It must be noted that the concept of separate legal entity is a rule and lifting of 

corporate veil and exception. Courts in India has time to time used both the 

                                                             
6 [1916]2 AC 307 
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concepts to arrive at the adequate relief. The concept of lifting the corporate 

only has a following because a company needs its member directors, etc. to do 

the work for it as an artificial legal person cannot do that himself. The rule of 

separate corporate personality is held till the corporation is doing everything 

right and not in a fraudulent way and it is in consonant with the rules that 

govern it. There are many other instances where corporate veil can be lifted. 

Courts have time to time put up different cases and lifted the corporate veil. 

INCORPORATION – meaning, advantages and disadvantages 

Accounting related to corporation 

Corporate accounting is a process of accounting that is dedicated to the 

operations of a single company. In this type of book keeping the corporate 

accountant only concerns themselves with financial records of one firm. More 

specifically, the accountant only focuses on the firm that has employed him or 

her. According to the corporate accounting definition, this activity is normally 

performed so as to ascertain the financial and operational status of a company. 

Investors are especially interested in knowing the financial strength of the firm 

in which they have purchased some stock. Therefore, corporate accounting is 

performed to communicate the assets and liabilities of the firm to them. 

Meaning of incorporation and advantages and disadvantages of companies 

act 2013. 

Introduction:- 

           Incorporation of a company is governed by the provisions laid out in the 

Companies Act 2013, which defines a company as an association of persons 

formed for the purpose of doing business. 

A company has a separate legal entity distinct from its members who constitute 

it. In other words, it has its own rights and duties and is endowed with the 
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potential of perpetual succession, that is, once formed, a company will continue 

until such time as it is would u. There are several types of companies 

categorized on the basis of business activity undertaken such as manufacturing 

company, service company, Non-Banking Financial Company [NBFC], 

charitable company, Government Company, one Person Company, private 

limited company and public limited company. 

Meaning of Incorporation of company: 

           Incorporation is a legal process in order to form a company or a 

corporate entity. In words incorporation means the registration of the Company 

in Registrar of Company (known as ROC). The corporation is a legal entity that 

separates the income and firm’s assets from its investors and owners. 

           The incorporation of Companies in India or any foreign corporation is 

regulated by the Companies Act, 1956. The Companies Act deals with all the 

requirements of establishing the rules and regulations of both private and public 

companies in India. 

Advantages of Incorporation of a Company 

          The advantages mentioned below are only enjoyed by the companies 

which are incorporated according to the provisions laid out in the companies’ 

act of 2013. Non incorporated companies do not enjoy these benefits. 

1. Separate legal Identity: 

         Once a business is incorporated, it becomes a separate legal 

identity. An incorporated company, unlike a partnership firm which has 

no identity of its own, has a separate legal identity of its own which is 

independent of its shareholders and its members. The companies can thus 

own properties in their name, become signatories to contracts etc. 

2. Perpetual succession: 
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          The term perpetual succession means that the longevity of the 

company does not depend on its members or their financial status. Even 

if all the members of the company go bankrupt or all of them die, the 

company will not dissolve on its own unless it is made to dissolve on 

grounds which are laid out in the act. 

3. Transferable shares: 

           According to section 82 of the Companies Act of 2013, the shares 

of a company are deemed to be movable and transferable in the manner 

provided by the articles of the company. This provides liquidity to the 

investor and the stability of the company. In a partnership, on the other 

hand, partner cannot transfer his share in the capital of the firm except 

with the unanimous consent of all the partners. 

Disadvantages of Incorporation of a Company 

 

1. Lifting the Corporate Veil 

          Under this concept, the court disregards the status of a company as 

a separate legal entity if the members of the company try to take 

advantage of this status. The intentions of the persons behind the veil are 

completely exposed. They are made personally liable for using the 

company as a vehicle for undesirable purposes. This can be done where 

the only purpose of incorporation of a company was to evade taxes, 

where the company was brought forth for fraudulent purposes etc. 

2. Paperwork and Expenses: 

     Incorporation of a company is both, an expensive affair in 

monetary terms and a cumbersome process because of the paperwork 

that it requires. 

3. Company is not citizen: 

     A company, though a legal person, is not a citizen. It can have the 

benefit of only such fundamental rights as are guaranteed to every 
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“person” whether a citizen or not. A company, however, does have a 

nationality, domicile and residence. A company incorporated in a 

particular country possesses the nationality of that particular country, 

but unlike a particular person, it cannot change its nationality. 

 

Conclusion: 

          It is evident that there are both advantages as well as 

disadvantages incorporating a company under the Companies Act, 

2013. It seems that a company is more suited for businesses where 

there are more capital investments as well as risks involved but a look 

at the pros and cons of incorporation reveals that the pros far 

outweigh the cons. As long as a company is utilized for conducting 

the lawful purposes for which it is incorporated, there will be no risk 

for the lifting of the corporate veil. Moreover, the initial expense, in 

forming a company will have benefits in the long run. 
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