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IMPORTANT CASE STUDIES 
 

The Case of Salomon 
Vs. Salomon & Co. 

Ltd 
 

“Company is a 
separate person apart 
from its members” 

The above case has clearly established the principle of separate legal 
entity. Salomon has, for some years, carried on a prosperous business as 
a leather merchant and boot manufacturer. He formed a limited company 
consisting of himself, his wife and a daughter, and his four sons as the 
shareholders, all of whom subscribed for one share of 1 pound each. 
Salomon was the managing director and two of his sons where other 
directors. 
 
Salomon sold his business (which was perfectly solvent at that time) to the 
Company for the sum of 38,782 pounds. He got the following payments :- 

10,000 Secured Debentures of 1 pound each 10,000 pounds 

20,000 Fully – paid Shares of 1 pound each 20,000 pounds 

Cash 8,782 pounds 

 
The company soon ran into difficulties and the debenture holders 
appointed a receiver and the company went into liquidation. The total 
assets of the company amounted to 6,050 pounds, its liabilities were 
10,000 pounds secured debentures and 8,000 pounds owing to unsecured 
trade creditors. The unsecured trade creditors claimed the whole of the 
company‟s assets, viz. 6,050 pounds on the ground that as the company 
was a mere agent for Salomon and thus they were entitled to payment of 
their debts in priority to debentures. 
 
The House of Lords rejected these contentions and held that a company, 
on registration, has its own existence or personality separate and distinct 
from its members and, as a result, a shareholder cannot be equated with a 
company, even if he holds virtually the entire share capital of the 
company. 
 

New Horizons Ltd. v. 
Union of India 

 

“Whether Experience 
of Members can be 
regarded as 
Experience of 
Company” 

Is the legendary case in regard to whether experience of a shareholder can 
be regarded as experience of a company. 
 
In general, the experience of a shareholder cannot be regarded as 
experience of a company. However, in the case, of joint venture companies 
the experience of the company can only mean the experience of the 
constituent of the joint venture. This is so because a joint venture 
company is in the nature of a partnership between the two or more 
constituent companies and each constituent company undertakes to 
contribute towards the resources of joint venture company in the form of 
machines, equipment, expertise, etc. 
 

Gilford Motor Co. v. 
Horne 

In Gilford Motor Co. v. Horne, a former employee of a company agreed not to 
solicit its customers. He formed a company to carry on his business and it 
undertook the solicitation. An injunction was granted against him and the 
company to restrain them. 
 

Jones v. Lipman 
 

“Lifting of Corporate 
Veil” 

Lipman agreed to sell certain land to Jones. Pending completion of 
formalities of the said deal, Lipman sold and transferred the land to a 
company, which he had incorporated with a nominal capital of 100 
pounds and of which he and a clerk were the only shareholders and 
directors. This was done in order to escape a decree for specific 
performance in a suit brought by Jones. The Court asked the company to 
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transfer its land to Jones. 
 

Boreland’s Trustee v. 
Steel Brother and 

Co. Ltd 
 

“Members bound to the 
Company by Articles” 

The articles of a company contained a clause  that on the bankruptcy of a 
member his shares would be sold to other persons at a price fixed by the 
directors. Boreland, a shareholder, was adjudicated bankrupt. His trustee 
in bankruptcy claimed that he was not bound by the these provisions and 
should be at liberty to sell the shares at their true value. It was held that 
the trustee was bound by the articles as the shares were purchased by 
Boreland in terms of the articles of the company. 
 

Wood v. Odessa 
Waterworks Co 

 
“Company bound to 

Members by Articles” 
 

The articles provided that the directors may, with the sanction of the 
company in general meeting, declare a dividend to be paid to the members. 
Instead of paying the dividend in cash to the shareholders a resolution 
was passed to give them debentures/bonds. The directors were restrained 
from acting on the resolution. 
 

Rayfield v. Hands 
 

“Members bound to 
Members by Articles” 

The plaintiff was a shareholder of a company. The articles required him to 
inform the directors of his intention to transfer his shares and the 
directors (who were also members) were to take those shares at a fair 
price. The plaintiff notified the directors, who contended that they were not 
bound to take the shares and pay for them. It was held that the articles 
were binding upon the plaintiff as a member and the directors as 
members, so that the member-directors were bound to purchase plaintiff‟s 
shares and pay for them. 
 

Eley v. Positive Life 
Insurance Co 

 

“Company not bound 
to Outsiders” 

The articles provided that Eley should act as a solicitor for life to the 
company and should not be removed from office except for misconduct. 
Eley acted as a solicitor to the company and also became a member of the 
company. The company, however, discontinued his services, whereupon 
he sued the company for damages for breach of contract. It was held that 
he had no cause of action because the articles did not constitute any 
contract between the company and himself as solicitor. His action was 
dismissed. 
 

Ashbury Railway 
Carriage and Iron 
Co. Ltd. v. Riche 

 

“Doctrine of Ultra 
Vires” 

The doctrine of „ultra vires‟ was first enunciated by the House of Lords in a 
classic case, Ashbury Railway Carriage and Iron Co. Ltd. v. Riche. 
 
The company entered into a contract with M/S. Riche, a firm of railway 
contractors to finance the construction of a railway line in Belgium. On 
subsequent repudiation of this contract by the company on the ground of 
its being „ultra vires;, Riche brought a case for damages on the ground of 

breach of contract, as according to him the words “general contractors” in 
the objects clause gave power to the company to enter into such a contract 
and therefore, it was within the powers of the company. More so, because 
the contract was ratified by majority of shareholders. 
 
The House of Lords held that the contract was „ultra vires‟ the company 
and, therefore, null and void. The term “general contractor” was 
interpreted to indicate as the making generally of such contracts as are 
connected with the business of mechanical engineers. Further, the Court 
held that the company cannot make an “ultra vires” act to be valid, even if 
every shareholder of the company assents to it. 

KotlaVenkataSwamy The articles required that all deeds etc. should be signed by the managing 



Page | 3                  TALDA LEARNING CENTRE                       COMPANY LAW                           CASE STUDIES 

v. Ramamurthy 
 

“Doctrine of 
Constructive Notice” 

director and the secretary but the plaintiff accepted the deed not signed by 
the managing director. It was held that the plaintiff could not claim under 
this deed and thus every person dealing with the company is deemed to 
have notice of the contents of its memorandum and articles and also to 
have understood them according to their proper meaning. 
 

Royal British Bank v. 
Turquand 

 

“Doctrine of Indoor 
Management” 

The directors of a banking company were authorized by the articles to 
borrow on bonds such sums of money as should from time to time, by 
resolution of the company in general meeting, be authorized to borrow. 
The directors gave a bond to Turquand without the authority of any such 
resolution. The shareholders claimed that there had been no such 
resolution authorizing the loan and therefore it was taken without their 
authority. Once it was found that the directors could borrow subject to a 
resolution, Turquand had the right to conclude that the necessary 
resolution must have been passed. It was held that Turquand could sue 
the company on the bond as he was entitled to assume that the necessary 
resolution has been passed. 
 

In re. R. V. Kylsant 
 

“Golden Rule or 
Golden Legacy” 

Facts: All statements in the prospectus were literally true but it failed to 
disclose that the dividends stated in it as paid, were not paid out of 
trading profits, but out of realized capital profits (secret reserves). The 
statement that the company had paid dividends for a number of years was 
true. But the company had incurred losses for all those years (1921 – 27) 
and no disclosure was made of this fact. 
 
Judgement: The prospectus was held  to be false in material particulars and 
the managing director and chairman, who knew that it was false, were 
held guilty of fraud. 
 

Peek v. Gurney 
 

“Misstatement in 
Prospectus” 

Facts: A deceitful prospectus was issued by the directors on behalf of the 
company, P received a copy of it but did not take any shares originally in 
the company. The allotment of shares to applicants was completed, and 
several months afterwards he bought 2,000 shares on the stock exchange. 
His action against the directors for deceit was rejected. 
 
Judgement: It was observed by the Court that the offer of a prospectus is 
to invite persons to become allottees, and, allotment having been 
completed, such offer is exhausted and liability to allottees does not follow 
the shares into the hands of subsequent transferees. 
 

Sri GopalJalan& Co. 
v. Calcutta Stock 
Exchange 
Association Ltd 
 

“No Return of 
Allotment for Reissue 
of Forfeited Shares” 

Facts: In this case, Calcutta Stock Exh. (Company) was not file return of 
allotment after re-issue of forfeited shares with the Registrar of 
Companies. 
 
Judgment: In this case, the Supreme Court held that the Calcutta Stock 
Exchange was not liable to file any return of the forfeited shares under 
Section 75(1) of the Companies Act, 1956 [Corresponds to section 39 of 
the Companies Act, 2013] when the same were re-issued. The Court 
observed that when a share is forfeited and re-issued, there is no 
allotment, in the sense of appropriation of shares out of the authorised 
and unappropriated capital. 
 

ShriNirmal Kumar v. 
Jaipur Metal and 

Facts : A company was refused to register the transfer of shares in favour of 
its employee on the following grounds : 
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Electrical Limited 
 

“Refusal to register 
Shares in the name of 
an Employee” 

(a) The employee would create nuisance in general meetings, and 
(b) Would seek access to the records of the company. 

 
Judgement: In this case, the court held that refusal to register share 
transfer on suspicion that the employee if admitted as a member will 
attend general meetings of the company and may create nuisance by 
raising irrelevant issues and also obtain access to the records to the 
company as a shareholder is not a valid reason. 
 

Dr. FredieArdesir 
Mehta v. Union of 

India 
 
“Deferred Credit terms 
does not amount to oan” 
 

In this case, the Bombay High Court held that where company sells flat to 
one of its directors on receipt of 50% cash and 50% agrees to receive by 
instalments does not amount to loan. It is like a sale credit and shall not 
be treated loan to directors, therefore section 185 does not attract. 
 

 


