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INTRODUCTION

Separate Legal Personality (SLP) is the foundational tenet upon which modern company law 

is constructed. It determines the very existence and functioning of a company, distinguishing 

the corporate entity from its individual shareholders.1 Enshrined through the landmark decision 

in Salomon v. A. Salomon & Co. Ltd. [1897]2, this doctrine is often celebrated as the bedrock 

of  corporate  jurisprudence—not  only  in  English  law but  across  global  commercial  legal 

systems. Despite its foundational status, the doctrine of SLP has been subject to substantial  

judicial debate and interpretive flux. It has also emerged as one of the most frequently litigated 

principles in corporate law, particularly when invoked to either shield individuals from liability 

or justify lifting the corporate veil to expose abuse.3

The House of Lords’ ruling in Salomon4 marked a decisive shift in corporate legal theory by 

firmly recognising a company as a separate legal person, distinct from its incorporators, even 

in the case of a one-man company. The judgment altered the legal landscape by affirming that, 

once duly incorporated,  a  company acquires legal  autonomy regardless of the identity or 

control of its shareholders. This commentary revisits Salomon with the aim of exploring the 

legal issue at its core—whether such a one-man company can truly be treated as a distinct legal 

person. It will analyse the facts, judicial reasoning, and lasting implications of the ruling, 

1 LawTeacher,  Salomon  v  Salomon  –  Case  Summary,  LAWTEACHER  (Mar.  7,  2018), 
https://www.lawteacher.net/cases/salomon-v-salomon.php.
2 Salomon v. A. Salomon & Co. Ltd., [1897] AC 22.
3 Sumasri,  Case  Study  :  Salomon  v.  Salomon  &  Co.  Ltd,  LEGALBOTS  TM  (Feb.  23,  2023), 
https://legalbots.in/blog/case-study-salomon-v-salomon-co-ltd.
4 supra note 2.
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ultimately evaluating its doctrinal  integrity and practical consequences within the broader 

framework of corporate governance and accountability.

BACKGROUND

In the late 19th century, the corporate form of business was emerging as an important vehicle 

for commercial activity. The Companies Act 18625 permitted incorporation by seven or more 

persons subscribing to a memorandum of association, enabling entrepreneurs to limit personal 

liability  while  participating  in  commerce.  In  1892,  Aron  Salomon,  a  successful  leather 

merchant, leveraged this provision by forming A. Salomon & Co. Ltd. to take advantage of 

limited liability. To comply with the statutory minimum shareholder requirement, he allotted 

one share each to six family members—his wife, daughter, and four sons—while retaining the 

remaining 20,007 shares for himself. Despite these formalities, Salomon maintained unilateral 

control as the company’s majority shareholder and managing director.

As part of the arrangement, Salomon transferred his prosperous sole proprietorship to the newly 

formed company. In consideration, he received the above-mentioned fully paid-up shares and 

debentures worth £10,000, secured by a floating charge over the company’s assets—placing 

him ahead of unsecured creditors in case of insolvency. Although the legal structure satisfied 

the statutory requirements, the company’s operations effectively remained under Salomon’s 

control. Within a few years, a downturn in the boot and leather industry triggered financial 

distress, and A. Salomon & Co. Ltd. ultimately became insolvent and went into liquidation.

The company’s liquidator contended that the incorporation was a sham intended to defraud 

unsecured creditors. It was argued that Salomon, as both the principal and controller, had 

misused  the  corporate  form  to  prioritise  his  own  claims—leaving  unsecured  creditors 

uncompensated. The Trial  Court as well  as the Court of Appeal,  accepted this reasoning, 

describing the company as a mere myth or alias for its owner. However, the House of Lords 

decisively overturned these rulings and held that once duly incorporated, a company is a 

distinct legal entity, irrespective of the identity or control of its shareholders.

ANALYSIS

The House of Lords’ decision in Salomon v. A. Salomon & Co. Ltd.6 was doctrinally robust and 

firmly grounded in the statutory framework of the Companies Act 18627. Lord Macnaghten’s 

5 Companies Act 1862, No. 89, Acts of Parliament, 1862 (United Kingdom).
6 supra note 2.
7 supra note 5.
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categorical  statement  that  “the  company is  at  law a  different  person altogether  from the 

subscribers” exemplifies the Court’s adherence to a strict literal interpretation. This approach 

validated  the  legality  of  Salomon’s  incorporation  and  affirmed  that  once  the  procedural 

requirements of company formation are met, the resulting entity must be regarded as a distinct 

legal  person.  The  judgment  effectively  avoided  entangling  legal  certainty  with  moral  or 

equitable judgments, thereby reinforcing formalism and legal predictability.

By endorsing the corporate form in such unequivocal terms, the ruling fostered a commercial 

environment that encouraged enterprise and investment. Salomon had complied fully with the 

statutory provisions, and the Court correctly resisted the temptation to pierce the corporate veil 

based on subjective considerations of fairness. The decision highlighted a key tenet of corporate 

law, that the motives behind incorporation are irrelevant if the letter of the law is observed. 

This approach laid a solid foundation for commercial actors to structure their affairs with 

confidence, knowing that personal assets would not be imperilled by corporate debts, provided 

no fraud or impropriety was involved.8

That said, critics have long contended that the Court placed excessive emphasis on legal form 

over economic substance. By disregarding the functional reality that A. Salomon & Co. Ltd. 

operated as a one-man company, the ruling arguably enabled the creation of a legal fiction that 

could be abused. Indeed, the case exposed the vulnerability of unsecured creditors in closely 

held companies, where directors as well as majority shareholders could simultaneously act as 

secured creditors.  The lack of judicial  scrutiny regarding this  moral  hazard left  room for 

potential exploitation. While the Court’s ruling was technically correct, it failed to anticipate 

the ramifications of giving blanket legal recognition to such corporate structures.

The omission became more pronounced with the widespread rise of private limited companies 

in the 20th century, leading to scenarios where the corporate form was used to commit fraud,  

evade liabilities, or manipulate credit structures. Recognising this lacuna, courts gradually 

developed  the  equitable  doctrine  of  “piercing”  or  “lifting”  the  corporate  veil.  Landmark 

decisions such as Jones v. Lipman [1962]9 and Prest v. Petrodel Resources Ltd. [2013]10 created 

narrowly tailored exceptions to the Salomon11 principle, allowing courts to disregard corporate 

8 Khooshi  Redij,  Salomon  v  A  Salomon  &  Co  Ltd  [1897]  AC  22,  RECORDOFLAW  (Jan.  23,  2025), 
https://recordoflaw.in/salomon-v-a-salomon-co-ltd-1897-ac-22/.
9 Jones v. Lipman, [1962] 1 W.L.R. 832.
10 Prest v. Petrodel Resources Ltd. & Ors., [2013] UKSC 34.
11 supra note 2.



THE INDIAN JOURNAL FOR RESEARCH IN LAW AND MANAGEMENT, VOL. 2, ISSUE 9, JUNE - 2025

personality where justice so demanded. These developments sought to ensure that the shield of 

incorporation was not misused to perpetrate fraud or evade pre-existing legal obligations.

The enduring impact of the  Salomon12 decision is reflected in the foundational principles it 

established for company law: the doctrine of separate legal personality and the principle of 

limited liability. Upon incorporation, a company acquires its own legal existence, distinct from 

that of its shareholders, enabling it to own property, incur liabilities, and be subject to litigation 

in its own name. Shareholders, in turn, are insulated from personal liability for the company’s 

obligations beyond their capital contributions, unless they have personally guaranteed such 

obligations or engaged in fraudulent conduct. These principles have made limited liability 

companies the dominant form of business vehicle across jurisdictions.

Nonetheless,  the  very  strength  of  the  Salomon13 doctrine—its  rigid  formality—has  also 

necessitated corrective mechanisms. Both common law and statutory reforms have emerged to 

prevent misuse of the corporate form. For example, the UK Companies Act 200614 and India’s 

Companies Act, 201315 impose director duties and regulatory checks to ensure accountability 

and good governance.  Courts  continue  to  balance  corporate  independence  with  equitable 

concerns,  especially  in  cases  of  abuse.  Despite  these  evolutions,  Salomon16 remains  the 

keystone of corporate autonomy and the modern framework of business organisation.

CONCLUSION

The ruling in  Salomon v. A. Salomon & Co. Ltd.17 remains a cornerstone of corporate law, 

firmly  establishing  the  doctrines  of  separate  legal  personality  and  limited  liability.  By 

upholding the autonomy of the corporate entity, the House of Lords set a powerful precedent 

that allowed entrepreneurs to take calculated business risks without endangering their personal 

assets.  The  decision  provided  legal  certainty  and  predictability,  catalysing  the  growth  of 

modern capitalism and the widespread use of the corporate form as a vehicle for commercial 

activity.

However, the judgment’s rigid formalism also revealed potential dangers, particularly in the 

context of closely held companies where the corporate structure may be manipulated to shield 

12 Ibid.
13 Ibid.
14 Companies Act 2006, No. 46, Acts of Parliament, 2006 (United Kingdom).
15 The Companies Act, 2013, No. 18, Acts of Parliament, 2013 (India).
16 supra note 2.
17 Ibid.
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wrongful conduct. While Salomon18 rightly honoured the statute, it arguably failed to anticipate 

the economic and ethical challenges posed by one-man companies. The evolution of judicial 

doctrines like the piercing as well as lifting of the corporate veil, along with legislative reforms 

such as directors’ duties, serve to temper the broad protection offered by corporate personality. 

Even today, courts continue to draw on Salomon19 as both a guiding principle and a cautionary 

benchmark—reinforcing the need to balance legal form with substantive justice in preserving 

the integrity of corporate governance.

18 Ibid.
19 Ibid.


