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ABSTRACT 
 
The Hon’ble Supreme Court in Juggi Lal Kamlapat v. Commissioner of Income Tax, Uttar Pradesh held that 

evasion of tax by a company is a legitimate ground for the state authorities to pierce the corporate veil. Evasion of tax is a 
socio-economic crime which not only harms an individual but causes great detriment to the economy of a nation. The 
corporations can’t be allowed to commit such offences in the garb of corporate veil. Evasion of tax is the root cause behind 
creation of black money, money laundering and scams. In this comment, the author analyses the decision keeping in mind the 
impact of socio-economic offences over a country. It is further argued that the decision does not holds much water in law but is 
completely sound in equity. 
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I. INTRODUCTION: THE DOCTRINE OF 
CORPORATE PERSONALITY AND 

CORPORATE VEIL 
 

The doctrine of corporate veil has its genesis from the principle of the “Separate Legal 
Personality” of a company.  According to this principle, company has a separate legal personality and is different 
from its members, shareholders, directors, owners etc. The company is an artificial person, i.e. it has its own 
individuality and, hence, for the acts done by the company, others cannot be held liable. It is generally said that 
"members may come and go, but the company remains forever".1 The company is a legal person in the eyes of law. 
It can sue and be sued in its own name. Also, the company can even buy and sell property in its own name. In the 
case of Saloman v. Saloman& Co Ltd.2 , it was held that company is a separate legal entity and “it must be treated like any 
other independent person with its rights and liabilities appropriate to itself.”3 The same was reiterated in the case of Lee v. Lee’s 
Air Farming4. The principle of legal personality was recognized in India even before the Salomon's case. The Calcutta 
High Court in the case of Kondoli Tea Co Ltd., re,5 held that “The company was a separate person, a separate body altogether 
from the shareholders and the transfer was as much a conveyance, a transfer of the property, as if the shareholders had been totally 
different persons.”   

The doctrine of ‘separate legal personality’ owes its existence to the concept of legal person. The 
jurisprudential aspect of this doctrine can be explained with the help of fiction theory. The theory was propounded 
by Savigny. According to him, personality attached to institutions, corporations, companies are pure legal fictions.6 
This fiction has two levels. In the first level, the corporation is given a legal entity. In the second level, it is clothed 
with the will of an individual person. 

Given this context of corporate personality, the doctrine of Corporate Veil has its roots in this 
principle. According to the doctrine of Corporate Veil, the company is a legal personality that has a private sphere of 
its own. This private sphere is important for carrying on the day to day activities of thecompany. The management 
and all the internal activities of the company need shielding from outside intervention. The doctrine of corporate 
veil provides the company protection from unauthorized intervention.   

However, this doctrine has certain exceptions as well. In the garb of corporate veil, the company 
can commit frauds and infringe the rights of its customers. In the words of Lord Halsbury, corporate veil shall 
exist only when there was "no fraud and no agency and if the company was a real one and not a fiction or myth.”7 

The exceptions to the Doctrine of Corporate Veil include determination of character, for benefit 
of revenue, fraud or improper conduct etc. The importance of the case of Juggi Lal Kamlapat Vs. Commissioner 

                                                             
1Manish Kumar Singh, Analysis of Lifting of Corporate Veil, 6 INTERNATIONAL JORNAL OF LAW, 109, 109 
(2020).   
2Salomon v. Salomon & Co. Ltd, 1897 AC 22 (HL).   
3ibid.   

4Lee v. Lee’s Air Farming Ltd, (1961) A.C. 12.   
5Kondoli Tea Co Ltd., re, ILR (1886) 13 Cal 43. 

6 V D Mahajan, JURISPRUDENCE AND LEGAL THEORY 341 (5 ed. Eastern Book Company 2020). 
7Trisha &DevanshiBrahmbhatt, The Doctrine of Lifting the Corporate Veil And The Judicial Trend In Determining The 
Criminal Liability Of Corporations, 3 JOURNAL ON CONTEMPORARY ISSUES OF LAW, 1, 5.   
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of Income Tax, U.P.8 is that in this case another exception of this doctrine was added. It was held that “in certain 
exceptional cases the Court is entitled to lift the veil of corporate entity and to pay regard to the economic realities behind the legal facade. 
For example, the Court has power to disregard the corporate entity if it is used for tax evasion or to circumvent tax obligation or to 
perpetrate fraud.”  

II. ANALYSIS OF THE FACTS 
 

The M/s JuggilalKamlapat was a partnership firm. There were 4 partners in this firm.Their names 
and shares are as follows: 

1. Shri S.M.Bashir                    49 percent shares   

2. Shri Padampat Tsinghai       17 percent shares   

3. Shri KailashpatSinghania    17 percent shares   

4. Shri LakshmipatSinghania17 percent shares   

The firm was appointed as the managing agent of M/s J.K.Kron and Steel Company. Later on, 
the company needed funds which the firm was not able to provide. A resolution was passed to remove the firm 
from the post of managing agent and another company J. K. Commercial Corporation was appointed at its place. 
The firm was given Rupees 2 lakhs as compensation for its removal. The firm added this transaction in their log 
books but hid the same at the time of income tax assessment. The bone of conflict in this case was whether the sum of Rupees 
2 lakh paid as compensation to the firm is taxable under the Sections 28 & 35 of the Income Tax Act, 1961 and Section 15 of the 
Excess Profits Tax Act, 1950? 

Timeline of Incidents   

1.  15  December,  

1938   

M/s JuggilalKamlapat (assessee) was appointed as the managing 
agent of the company M/s J.K.Kron& Steel Company.   

2.  12 August, 1943   A meeting of the Board of Directors of J.K.Kron& Steel 
Company was held. The objective of the meeting was to 
arrange finances for the company in order to repay the 
financers. A resolution was passed to the effect.   

                                                             
8Juggi Lal Kamlapat v. Commissioner of Income Tax, U.P. AIR1969SC932.   
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3.  19 August, 1943   The company addressed a letter to the assesse in accordance 
with the resolution passed asking it to make immediate 
arrangement for an amount which would not only reduce the 
account of M/s. JuggilalKamlapat Bankers to a figure of Rs. 5 
lacs but must also provide the company with working capital.  

4.  31 August, 1943   The assesse firm replied to the letter of the company stating that 
the firm is not obligated to pay money to the company. And, 
moreover the firm is not having enough capital of its own to 
generate the huge amount of 30 lakhs for the company.   

5.  2  September,  

1943   

Another meeting of Board of Directors of the company was 
held and it was decided that the managing agent of the 

company can’t generate funds and therefore it should be 
removed. On its place another managing agent M/s. J. K. 
Commercial Corporation shall be appointed as this company 
was ready to finance the J.K.Kron& Steel Company  but on the 
condition that it shall be appointed as the managing agent of 
the company.   

6.  1  November,  

1943   

The assesse firm was removed w.e.f. the mentioned date and 
the   M/s. J. K. Commercial Corporation was appointed as the 
managing agent w.e.f. the said date. A sum of Rs. 2 lakhswere 
paid to the assesse as compensation on 31st October 1943.   

7.  6 April, 1945   The receipt of this sum of Rs. 2 lakhs, though incorporated in 
its books by the assesse, was not disclosed at the time when the 
income tax assessment was originally made.   

8.  10 July, 1962   The Hon'ble Allahabad High Court delivered the judgment 
against the appellant.  

9.  4  September  

1968   

The Hon'ble Apex Court dismissed the Special Leave Petition 
of the appellant upholding the judgment of the Allahabad High 
Court.   
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III. DEMYSTIFYING THE JUDGMENT 
 

The appellants were contending their case on the basis of two key arguments. First one being 
that the High Court failed to appreciate that the assesse-firm and J. K. Commercial Corporation were separate legal 
entities in the eye of law. Only because of the mere fact that the shareholdings of the partners of the assesse-firm 
were present in considerate amount in the J. K. Commercial Corporation should not have led the High Court to the 
extrapolate that the rights of the assesse-firm were not destroyed or sterilized on account of the transaction. The 
contention mainly revolved around the point that the High court was not entitled to go behind the legal form of the 
transaction and to find out what was the substance.   

Court's Reasoning- This argument of appellants was not accepted by the court. This contention 
was rejected on the basis of four reasons as mentioned:   

1. It was found by the appellate tribunal that the transaction done for the termination of 
the managing agency was a colorable transaction and the real purpose was to hand over a sum of Rs. 2 lakhs 
to the assesse firm. The payment was collusive in nature.   

2. The partners of the firm continued to run and enjoy the benefit of managing agency as 
shareholders and Directors of the newly formed company as they were holding a majority of shares in that 
company.   

3. Moreover, the reasons cited for terminating the managing agency was not a true reason 
but only an illusory one.  The whole transaction was a scam and was done only for the purpose of evading income-
tax.  

4. It was also found that there was only a change of people in the managing agency. There 
was not a change in office and because of that no question of providing compensation to the assesse arises in the 
case at hand. In a matter of such description and clarity,it is sufficiently established that the Income-tax 
authorities were entitled to pierce the veil of corporate entity and look at the reality of the transaction.   

The second submission done by the assesse viz., that the amount of Rs. 2 lakhs cannot be held 
to be a revenue receipt even though the transaction done for termination of the managing agency was collusive in 
nature and the parties intended to evade income-tax. It was further argued that even if the transaction was dishonest 
and not genuine, there was no legal bar to the same. It was permissible for the assesse to arrange its affairs in such a 
manner so that it can avoid payment of taxes. The findings of the Appellate Tribunal based upon the facts of the 
case had also affirmed that the amount of Rs. 2 lakhs paid to the assesse-firm was not taxable as income in its hands 
because there was an actual termination of the first managing agency agreement and the amount of Rs. 2 
lakhs were actually paid to the assesse-firm as compensation for the termination of the managing agency 
contract. The argument was fleshed out furthermore by stating that the assesse firm had no other business activity 
except that of the managing agent. The managing agency constituted the capital assets of the assesse firm and on the 
termination of the managing agency contract the capital assets were "destroyed or sterilized". The compensation 
received therefrom was in the nature of a capital receipt.  

Court's Reasoning: This argument of the assesse did not had much weight in the eyes of the 
court.  According to the facts of this case, it is apt clear that the work of amanaging agent carried on by the assesse 
firm was not destroyed or lost to the four individual partners who constituted the assesse firm. Only a transfer of 
the same took place from the firm to the company and the individuals who constituted the assesse firm 
became the Directors of the newly formed company, J. K. Commercial Corporation. In their ‘new capacity' 
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they undertook the conduct of the managing agency business. The shareholders continued to receive benefits 
from the profit of that business flowing to them in the shape of dividends instead of as a share of profits from the 
assesse firm. In simple words, the managing agency asset was enjoyed by the four individual partners in a different 
capacity with no loss of profit. Therefore, there existed no destruction of the apparatus of the profit-making asset.  

 
Decision: Finally, the appeal was dismissed.  

IV. ANALYSIS OF OTHER RELEVANT 
JUDICIAL DECISIONS REFERRED IN THE 

CASE 
 

There were various important cases that the court refereed to reach on to its decision in the 
present case. The cases cited in the judgment clearly set out the reasoning of the judges in an unequivocal 
manner. One of those authorities was the case of Apthorpe v. Peter Schoenhofen Brewing Co.9In this case, the 
Income Tax Commissioners found that the whole property of the New York company, except its land, had been 
transferred to an English company. The New York company was only holding the land, since aliens were not 
allowed to do so under the New York law. Most of the New York company's shares were held by the English 
company and it was also found that the business was technically that of the English Company, while the New Work 
Company was working in the capacity of an agent. 

Held: In the light of these findings the Court of Appeal held that the New York business was 
that of the English company and was liable to be taxed under the English Tax law.  

V. AUTHOR'S OPINION AND CRITICAL 
ANALYSIS 

 
The two main contentions of the appellants were sound but the reasoning of the court to 

counterbalance the contentions were more appropriate, logical and legal. The reasoning of the judges for cancelling 
out both the contentions had sound legal base. The judgment was given keeping in mind its far-reaching and wide-
ranging implications. The most important thing that can be drawn out from this judgment is that in order to 
sustain justice and protect the country from socio-economic offences such as tax evasion etc. the courts 
can pierce the corporate veil to inquire into the affairs of the company in quest for truth. The second 
contention of the appellants as aforementioned and the finding of the appellate tribunal were completely correct in 
law. The apex court didn’t give any reasoning to counter the same. In the opinion of the author, the apex court is 
not only a court of law but also a court of justice. The court gave the verdict keeping in mind the principles of 
justice, equity and good conscience which are the underpinnings of the whole legal system. In order to protect the 
country, form the menace of socio-economic offences the judgment was apt and sound. 

                                                             
9Apthorpe v. Peter Schoenhofen Brewing Co., 4 T.C. 41. 



  
   

LA  

SENATUS SCRIPTORS 
LAW JOURNAL 
VOLUME 3: ISSUE 2   

March-May, 2021                                    (O)ISSN 2582 6638 

 
 

 
 

www.lasenatusscriptors.com  

P
ag

e
8

 

While analyzing the principle of corporate veil, the author is of the view that there is always an 
issue of uncertainty as to which ground can be regarded as sufficient for peeking into a company's policy matters. 
The uncertainty is prevalent because of two crucial reasons. The first one being that there is no statutory enactment 
of these grounds. Because of this, the courts have unbridled power and they can create as many grounds as they may 
deem fit for breaking into company's private area. And secondly, there are no essentials as such to determine which 
ground is sufficient enough to qualify as a ground for penetrating into the company. The author suggests statutory 
enactment of these grounds for removing vagueness and ambiguity.  

VI. RECENT MODIFICATIONS 
 

The Doctrine of lifting of corporate veil has been widened as many more grounds for doing 
the same has been added. This is essential because it helps the courts to enquire into internal matters of a company 
and protects the country from socio-economic offences. Some new exceptions to the doctrine are:    

a) For investigating the relationship between the holding company and subsidiary company;  

b) For investigating the number and names of subscribers of the company;  

c) For investigating the true ownership of shares and controlling power over the company;  

d) For investigating lawful objects of the company;  

e) For investigating mismanagement and oppression by the majority;  

f) For investigating the character and status of the company, to check whether it is trading with an alien 
enemy or persons managing the affairs of the company are under the control of enemies or has being in 
the enemy country;  

g) For investigating into fairs where there exists a tendency to create monopoly etc.   

VII. CONCLUSION 
 

The author supports the judgment and sides with reasoning given by the Hon'ble judges. The ratio 
decidendiof the case has sound legal backing and follows a healthy line of reasoning. This case law is a landmark 
judgement with respect to its contribution in expanding the jurisprudence regarding the doctrine of corporate veil. 
This exception of tax evasionwill act as a watchdog for all those companies who intend to evade tax and commit 
scams. As a policy recommendation, it is suggested that there should be statutory enactment of the grounds for 
piercing the corporate veil. Such judgments and legislative measures will act as a shield for our country and will 
protect it from the harms of socio-economic offences.  

.  
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