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Introduction-

The principle of separate legal existence which was laid down in the case of Salomon V. Salomon
& Co. !Ltd casts a veil between a company and its members. But sometimes, the court may lift
this corporate veil , when the members or directors uses the legal entity of the company to commit
fraud or for any dishonest purposes. Lifting of corporate veil means disregarding the status of
separate legal entity of a company and identifying the realities that exist behind the legal facade.
In the case of Workmen V. Associated Rubber Industry Ltd, the courts had lifting the corporate
veil to discover the true state of affairs where the company had formulated a subsidiary company

in order to avoid the liability under the welfare legislations.

Facts Of The Case:-

» A company named Associated Rubber Industries Ltd. had purchased the shares of the

INARCO Ltd. by investing an amount of Rs 4,50,000. It was getting annual dividend in
respect of these shares and the same was shown in the profit and loss account of the
company year after year. The dividend received by the company was also taken into
account to calculate the bonus which was payable to workmen.

> Inthe year 1968, Associated Rubber Industries transferred the shares of INARCO Ltd to
Aril Bhavnagar Ltd, a subsidiary company of its own.

» Aril Bhavnagar Ltd had no assets of its own except those shares which were transferred to
it by Associated Rubber Industries Ltd. Even they did not have any business or income of
its own except from the dividend which was received from the shares transferred by
Associated Rubber Industries Ltd.

> Aril Bhavnagar Ltd. was serving no other purpose except to reduce the profit of the
Associated Rubber Industries Ltd.

1 Salomon V. Salomon & Co. Ltd, (1897) AC 22.



» The amount that was previously shown in the profit and loss account of the firm was not

there now which ultimately resulted in decrease in the bonus of the workers from 16% to
4%. The workmen then filed an industrial dispute to get the rightful amount of their share.
The Industrial Tribunal and High Court of the Gujarat held that the Associated Rubber
Industries Ltd. and the Aril Bhavnagar Ltd. are two separate legal entiites. Subsequently,
an appeal was filed by the workmen in the Supreme Court under Article 133(1)2 of The
Constitution of India.

Issues Involved In The Case:-

Whether the transfer of shares by Associated Rubber Industries Ltd. of INARCO Ltd. to
Aril Bhavnagar Ltd. was a strategy to avoid the payment of higher bonus to the workmen
of the company?

Whether the Associate Rubber Industries Ltd. and Aril Bhavnagar Ltd. were two separate

entities?

Counsel Arguments

Arguments From The Side Of Appellant ( Workmen)

1.

2.

The workers claimed that the Associated Rubber Industries Ltd. and the Aril Bhavnagar
Ltd. were effectively under the same management and control. The transfer of shares from
the parent company to the subsidiary company was merely a paper transaction and a plot
to avoid payment of rightful bonus to the workmen.

Associated Rubber Industries Ltd. and the Aril Bhavnagar Ltd. was a single economic
entity.

The workmen contended that the court should lift the corporate veil that exists between
these two companies and to find out in reality the control exercised by the Associated
Rubber Industries Itd.

Arguments From The Side Of Respondent ( Associated Rubber Industries Ltd.)

1.

Associated Rubber Industries Ltd. and Aril Bhavnagar Ltd. are two separate legal entities
and both the companies are operating separately with their own management, assets and
liabilities.

According to the parent Company, no profit in the form of dividend received from the

2 INDIA CONST. art.133, cl.1.



shares was transferred by the Aril Bhavnagar Ltd to the parent company.

3. The transfer of shares by the Associated Rubber Industries Ltd. was a legitimate corporate
restructuring plan intended to optimize its business operations and creating a subsidiary
with specific business objectives. The subsidiary kept the dividend income to finance its

own operations and not with a aim to avoid payment of bonus to the workers.

Judgment-

The Supreme Court in this case held that the fact speaks for themselves and while acknowledging
that both these companies were separate companies, the court can lift the corporate veil to prevent

the misuse of legislations to evade taxes.

There cannot be a more direct evidence than that Aril Bhavnagar Ltd was formed as a device to
reduce the profit of Associate Rubber Industries Ltd., which in turn will reduce the available
surplus for the purpose of the Bonus Act. The court held that the workers are entitled to receive

their rightful share of 16% bonus by the company.

Current Relevance-

e This case holds much relevance as it provides that the members or the directors under the
garb of separate legal existence cannot defeat any provisions of law like Payment Of Bonus
Act, Payment Of Gratuity Act etc. and the court under reasonable circumstance can life
this corporate veil to find out the real culprit.

e To prevent the misuse of dominant position held by the corporate authorities for tax
evasion and for protecting the rights of the workers who are exploited in the company.

e The principle of lifting of Corporate Veil helps in the promoting of sound and ethical
business practice in a company, as by applying this principle the actual wrongdoers in a
company can be identified and punished.

e This case also brings into limelight the importance of Corporate Social Responsibility in
the sense that , the focus of the company should not only be just restricted to earning
profits but also to carry out the welfare activities which are beneficial for the society.

e It gives people a sense of security that enable them to engage in lucrative activities that
would otherwise be rejected on the grounds that it is risky to invest in a business.



Conclusion-

Thus, to conclude Workmen V. Associated Rubber Industries Ltd. Case is a significant decision
to fix the liability of the members of the company for any offences or defaults that are committed
by them under the veil of separate legal existence to prevent themselves from the implementation
of welfare legislations. The lifting of corporate veil principle helps in the promotion of

accountability and transparency on the part of companies .
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