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ABSTRACT
The paper focuses on understanding the doctrine and development of the doctrine of reverse
piercing of the corporate veil. Though it’s not as well established as the traditional corporate
veil doctrine, it is picking up as an applicable concept through various subject matters such as
tax debts owed to the government, marital disputes etc. The aim of this paper is to establish the
connection between divorces and reverse corporate piercing through several case laws around
the world. It is worth noticing that such cases haven’t yet brought to courts of India.
The paper is a qualitative research that relies extensively on judicial judgments and precedents.
To narrow down the analysis, the paper focuses mainly on the cases decided in the courts of
the United States of America and United Kingdom. The paper also attempts to understand the
position of the principle in India.
These cases display the development of this doctrine and its wide application in familial
disputes. Where company law and family law are seen as two distinct and distinguished fields
of civil law, they are integrated through this doctrine.
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INTRODUCTION
The word ‘company’ takes its origin from Latin words ‘com’ that means “with or together”
and ‘pains’ that refers to bread. It was originally comprehended as a group of people who are
taking their meals together.i In modern times, the definition has evolved to mean a legal entity
that is incorporated by coming together of different individuals. The purpose of incorporating
such an organization is to generate profits by indulging in any or several commercial activities.
The Indian Companies Act, 2013 defines company as an entity that has been incorporated under
this Act or any previous company law.iiOne of the main features of a company is the principle
of separate legal entity. This principle states that every company is a separate person from its
members that is its shareholders. When a company is incorporated under the Companies Act,
2013, it assumes a corporate personality which is distinct from the members or shareholders of
the company. This means that the company has several separate advantages like owning assets,
transferring the assets, suing and being sued in their own name etc. This was majorly done in
order to ensure perpetual succession that is the company and its business capacity should not
cease or die merely because its member(s) have decided to leave the company or have passed
away.iii This principle has been upheld through common law jurisprudence several times. In
Salomon v. Salomoniv, a landmark case, the court held that the members or shareholders or a
company are distinct from the company due to its separate corporate personality. Even if the
company was owned by a single shareholder, the company would be treated as a separate legal
entity from the single shareholder.
The conclusion from the Salomon case is that corporate devices are also subject to abuses like
almost all other applicable rules and principles. Every right that is guaranteed in company law
is accompanied by a liability. In other words, the principle of separate corporate personality is
linked with another feature of a company which is known as the limited liability principle. In
the practical world, even though a company is considered a separate legal person, the decisions
that are taken on behalf of the company are taken by natural persons. Therefore, when a
situation of abuse of power arises, the principle of separate legal entity is ignored and the people
responsible for the abuse of such power are held directly liable. This concept is known the
lifting or piercing of corporate veil. The main purpose of this concept is to hold the shareholders
or officers personally liable for the debts or liabilities of the company. The concept of lifting
of corporate veil is evolving and inclusive in nature due to the changing market circumstances.
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These changing circumstances require a changing law in order to inculcate all possible
situations that would lead to abuse of power and application of this concept. According to the
present legal jurisprudence, there are mainly four situations under which the courts are satisfied
to lift the corporate veil of the company i.e. fraud, protection of public revenue, formation of a
company in order to escape any legal obligation and comprehension of the character of the
company.
These four categories have been created after analyzing several cases where the courts applied
this principle in order to ensure justice in the special circumstances. The evolution of the
concept can be traced through three main phases which have been laid down by Alan and John.v
The first phase is called the classical veil lifting phase which continued from 1897 to 1966.
The courts in these phases relied heavily on the ratio discussed in the Salomon v. Salomonvicase
which placed great emphasis on the separate legal entity principle. There has been a gradual
shift, however, by the courts towards the application of this concept in situations that were then
identified as exceptional or special circumstances. This divergence was seen in Daimler Co.
Ltd. v. Continental Tyre and Rubber Co.viicase. This case dealt with a situation where it had to
be determined whether the company was an enemy company or not due to a war between
Britain and Germany. The court lifted the corporate veil to understand the character of the
board of the company and held that since the majority of the board was German, the company
would be seen as an enemy company and therefore no consideration needs to be paid. This
decision was followed by the decisions of the court in Gilford Motor Co. Ltd. v. Horneviiiand
John v. Lipman.ix These two cases identified fraud and sham as necessary grounds for lifting
the corporate veil.
By the time 1960s arrived, the courts displayed a tendency to depend less on the old precedents
as they were being interpreted as extremely unjust in the situations. This was the beginning of
the second phase which came to be known as the Interventionist Years. The period continued
from 1966 to 1989. The name of this phase took inspiration from the nature of the courts in this
period to constantly intervene and treat the separate legal entity principle as a negotiating basis
that could be overruled in the interests of justice. A decision supporting this ideology and
interpretation of the court was laid down in Littlewoods Mail Order Stores v. IRCxwherein the
court held that the courts may disregard the principle stated in the Salomon case in the interests
of justice. This created an imbalance and a sense of uncertainty in the jurisprudence with
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respect to the corporate veil lifting principle. This uncertainty was finally put to rest in 1990
when the court decided the case Adams v. Cape Industries Plc.xiThe decision in this case set
base for the beginning of the third phase which was known as the back to basics phase. The
court settled the conflict between the classical and interventionist approach and favored the
classical approach. This third phase started from 1989 and is currently the phenomenon of
courts as well. It has now been settled that the courts cannot disregard the separate legal entity
principle only in the interest of justice. The petitioner should be able to explain the special
circumstances which may have been laid down under the statute or contract as well as the
established reasons for lifting the corporate veil.xii
The more recent cases would beIn Re: DinshawManeckjee Petitxiiiand Life Insurance
Corporation of India v. Escorts Ltd. &Orsxiv, In the former case, the Bombay High Court
refused to apply the principle of separate legal entity. The court reasoned the decision by stating
that the four companies that were incorporated by the defendant in order to avoid payment of
dividend tax to the government and therefore defraud the government. Therefore, companies
were merely an extension of the defendant and not separate legal entities. The second case
could be discussed in this light is the Life Insurance Corporation of India v. Escorts Ltd.
&Orsxv. The facts of the case explained that there was a scheme under the Foreign Exchange
Regulation Act which stated that the non-resident companies in which the interest of the Indian
individuals or other companies was at least 60% were allowed to invest 1% of the paid-up
capital of the Indian companies but the ceiling was 5%. In lieu of this scheme, thirteen
companies, all owned by the Caparo Group owned by Mr. Swraj Paul invested 1% each in
Escorts Ltd. When this was brought to court’s notice, the court held that the in order to
understand the ownership in the investment, the corporate veil should be lifted.
The Companies Act, 2013 has several enabling provisions under which the petitioners can
approach the courts in order to lift the corporate veil. The first section is Section 7(7)xviwhere
the court is expected to fix liability in case of false information being given during the
incorporation of the company. In order to determine this liability, the court may lift the
corporate veil. Sections 34xvii and 35xviii of the Act are two more sections where the court is
expected to hold someone liable in the company for the misrepresentations in the prospectus
issued by the company. The court may lift the corporate veil to hold the person responsible
liable.
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There are several reasons for which a petitioner could approach the court and request for the
lifting of the corporate veil. However, it is not always necessary that the court would give in to
these requests. Even though no new circumstances have been added to the lifting of the
corporate veil, there has been the development of a relatively new concept which is called as
the reverse piercing of the corporate veil. Like the former, this concept also disregards the
separation of the company from its shareholders, however, the purpose for the same is different
i.e. the creditors or other parties of the shareholders want to hold the company liable and
responsible for any personal debts and liabilities of the shareholders. It is controversial because
it is not a widely accepted notions across all jurisdictions and the creditors of the shareholders
would have an added advantage to their situation which wouldn’t ideally be without this
concept.
The first case where the theory of reverse piercing arose in the landmark judgment given by
Judge Learned Hand in Kingston Dry Dock Co. v. Lake Champlain Transportation Co.xixThe
facts of the case state that a ship belonging to the subsidiary of Champlain was repaired by
Kingston. Both the companies were two separate entities with independent decision making
powers but a nearly identical board. When Champlain defaulted on the payment, Kingston
attached the boats to satisfy the same. The trial court approved the attachment, however, the
judge in this case reversed the judgment in order to minimize the potential scope of the theory.
He further stated that the parent company can be held liable for the actions of the subsidiary
but the possibility of such cases should be rare.
Although the facts of the facts clearly represent the concept of reverse piercing, the term was
not used in this judgment. It was used in W.G. Platts, Inc. v. Plattsxx, a marital property case
that was decided nearly 30 years after the first case. Only two years after this case, Colorado’s
district court utilized this theory in Shamrock Oil & Gas v. Ethridge.xxiThe court held that the
company incorporated by the defendant was an alter ego of the defendant because the latter
had shifted his assets to the corporation and was combining his funds as well. The court
emphasized that a corporate entity should not be incorporated with the mere intention to hide
the real and obvious truth.
In the later years of the development of the theory as a well-established theory, it had begun to
be used as a strategy by the government to obtain tax payments that were owed by the
individuals.xxii Its first attempt with reverse piercing was in 1976 in G.M. Leasing Corp. v.
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United States.xxiiiThe court allowed reverse piercing even when the individual was only an
equitable owner and not an incorporator, director or officer of G.M. Leasing. This standing and
applicability of reverse piercing was upheld in Valley Finance, Inc. v. United Statesxxivwhere
the court stated that reverse piercing of the corporate veil could be ordered if the individuals of
the companies have been unable to satisfy the legitimate tax debts.
These cases display the wide acceptance of reverse piercing of the corporate veil as a theory
and its wide usage as a remedy by the governments of various countries to recover tax debts
from individual shareholdersxxv and in marital property disputes. The aim of this paper is to
establish the connection between divorces and reverse corporate piercing through several case
laws around the world. It is worth noticing that such cases haven’t yet been brought to courts
of India.

UNITED STATES OF AMERICA
There are several marital property dispute cases that have gone to court where the litigants have
approached the court to apply reverse piercing of corporate veil. The first case of this category
was W.G. Platts, Inc. v. Plattsxxvi. The court allowed the reverse piercing of the corporate veil
on the demand of the wife in order to satisfy her share of property post their divorce because
the company was held to be an alter ego of the ex-husband.
Another case that was brought up on similar grounds is Lifshutz v. Lifshutz.xxviiThe court has
been approached in order to appeal to trial court’s decision, which awarded only 25% of the
marital estate to the wife upon the divorce. This 25% included shares and interests in several
companies. The trial court gave this decision stating that the companies were the alter egos of
the ex-husband and therefore the wife had a spousal right on the assets held by the companies.
The appellate court, however, reversed the judgment stating that there wasn’t enough evidence
in order to imply that the companies were alter egos of the ex-husband.
In Giettmann v. Giettmannxxviii, an Illinois case, the appellate court reversely pierced the
corporate veil when the wife demanded past due support from the ex-husband. The court looked
at the doctrine of separate legal entity of the company and decided that it was merely a legal
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fiction and an extension of the husband’s personal interests. Therefore, the wife could claim
her dues from the company as well.
In Saeks v. Saeksxxix, the ex-husband had agreed to pay a certain amount as permanent alimony
to the wife after the dissolution of their marriage. The husband didn’t want to use his company
as an attachment for the alimony but the court held that the company was an alter ego of the
husband. The court reversely pierced the corporate veil to understand that he was the sole
shareholder of the company and the company was only serving his personal interests. The
court, hence decided that the wife could claim alimony from the company as well.

UNITED KINGDOM
A case that allowed reverse piercing of the corporate veil in United Kingdom when the property
of the party was in dispute is Prest v. Petrodelxxx. The wife in this case claimed that her exhusband was a sole shareholder in the company and therefore the shares of the same should
also be divided between the spouses. The court rejected the idea of piercing the corporate veil
stating that if the party is not evading any liability behind the separate identity of the company,
the corporate veil cannot be pierced. However, indirectly, the company allowed the wife to
take half the assets of the company from the husband.
In Nicholas v. Nicholasxxxi, the court has dwelled into the question of whether. The property of
a company which had minority shareholders as well should be transferred to the wife of the
majority shareholder in a marital divorce dispute. The court held that it would not have.
Thought twice if there were no minority shareholders present in the company to reverse pierce
the corporate veil and transfer the property to the wife however the presence of the minority
shareholders meant that the company was not incorporated merely as an alter ego of the
husband and therefore the company’s property could not be transferred to the wife.
Applying these rulings of the court in their matters, the judges of the Family Division who were
dealing with the ancillary financial relief matters were passing orders for transfer of properties
owned by a company to the spouses where the other spouse was a. single or sole shareholder
in the company like in Green v. Greenxxxiiand Mubarak v. Mubarakxxxiii. The latter case added
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the ‘just and reasonable’ circumstance to the list of situations where reverse piercing of the veil
could be done by. Courts apart from the situations where the company was created as a sham.
The principle was similarly upheld in the case of Kremen v. Agrestxxxiv. In this case, the court
disregarded the pre-nuptial agreement between the spouses and granted the wife a huge amount
of money as alimony which formed part of the wealth that was earned by the business
committed by the company owned solely by the husband. The court justified the decision by
stating that the wife had given immense support to the husband due to which the business had
flourished and therefore she deserved a part of the same.
In Miller v. Millerxxxv, Lord Nicholls held that in a short marriage it may be fair only to divide
marital property that is the property acquired during the marriage. In Miller this meant that the
wife was awarded £5 million after a marriage of under three years: the couple generated about
£15 million during the short marriage and she was entitled to a fair share of that.

INDIA
The doctrine of reverse piercing of the corporate veil has taken a considerable amount of time
to be noticed by the courts of India. Until 2005, mostly the Indian courts were deciding cases
that dealt with the shareholders or officers being accused and held liable on behalf of the
companies. The Indian courts reason that the companies, not being natural persons, cannot be
held completely liable for any offences it is charged with and therefore the people making
decision for such a company should also be held liable for the same. The Supreme Court, in its
judgment given in Standard Chartered Bank v. Directorate of Enforcementxxxvi, digressed from
this justification to state that a company can be solely held responsible for payment of fines,
irrespective of the mandatory penalties stated in the statutes. This case laid down the foundation
for the concept of the reverse piercing of the corporate veil in India which is still in its early
stages and is yet to develop as a principle.
It will be extremely interesting to analyse and understand the application of this principle in
the marital divorce cases in India. Presently, the wife can ask for a maintenance from the
husband under several statutes including Section 18xxxvii of the Hindu Adoption and
Maintenance Act, 1956 (specifically for Hindu females), Section 125 xxxviii of The Code of
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Criminal Procedure, 1973 and others. The debate and discussion will become interesting when
the courts will have to pick a justification that they would follow that is whether they will
continue to believe that the company cannot be held solely responsible because it is not a
natural person or whether they would follow the thinking of the Supreme Court that was laid
down in the Standard Chartered Bank case.

CONCLUSION
The paper through the cases cited proves that there have been several cases where the parties
attempt to adopt the doctrine of reverse piercing of corporate veil in order to gain maintenance
or share in a matrimonial dispute. These cases display the development of this doctrine and its
wide application in familial disputes. Where company law and family law are seen as two
distinct and distinguished fields of civil law, they are integrated through this doctrine.
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