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ABSTRACT

As Bangladesh’s corporate landscape rapidly expands, the judiciary faces a critical dilemma:
balancing the foundational doctrine of separate corporate personality with the necessity of piercing
the corporate veil to prevent fraud and protect creditors. This dissertation argues that the current
application of corporate veil piercing in Bangladesh lacks consistency, creating legal ambiguity
that compromises corporate accountability and investor confidence. The thesis is categorized into
eight chapters and synthesizes doctrinal legal analysis with empirical data collected from statutory

frameworks, corporate policy documents, and judicial reports.

This work represents a mixed-method approach, combining normative case analysis with empirical
data collected from a quantitative survey of 120 respondents including corporate lawyers, company
secretaries, and bank recovery officers, alongside a critical review of national case law. The study
synthesizes the classic common law theory established in Salomon v. Salomon with contemporary
empirical legal scholarship regarding limited liability abuse and systemic corporate default.

The findings uncover a significant judicial application gap. For instance, 82% of respondents
believe that Bangladeshi courts do not apply clear, objective criteria when deciding to lift the
corporate veil, while 85% perceive the current enforcement mechanism against defaulting
directors as ineffective under The Companies Act, 1994. Structural inconsistencies were identified
in cases involving banking default and fraudulent trading, leading to the conclusion that
Bangladesh must implement justice-based legislative reforms. Applying a more structured and
predictable framework to corporate veil piercing can assist in developing a highly transparent,

consistent, and morally grounded corporate governance framework in Bangladesh.

Keywords: Corporate Veil, Separate Legal Entity, Mixed-method, Limited Liability, Creditor

Protection, Corporate Governance, Governance framework.
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CHAPTER 1: INTRODUCTION

1.1 Background of the Study

The concept of corporate personality stands as the bedrock of modern commercial law. Ever since
the landmark House of Lords decision in Salomon v. Salomon & Co. Ltd. (1897), the legal systems
of common law jurisdictions have fiercely protected the principle that a company is a distinct legal
entity, completely separate from its shareholders and directors. This "corporate veil" cloaks the
human actors behind the enterprise, granting them the immense economic benefit of limited
liability. Under the legislative framework of Bangladesh, this principle is explicitly recognized
and enforced through the foundational provisions of The Companies Act, 1994. Limited liability
encourages entrepreneurial risk-taking and fuels macroeconomic investment by ensuring that an

investor's personal assets remain shielded from corporate creditors in the event of insolvency.

However, this statutory privilege was never intended to serve as a fortress for dishonest operations.
Over the decades, unscrupulous corporate actors have routinely weaponized the separate legal
entity doctrine to perpetrate fraud, evade taxes, dodge statutory obligations, and insulate
themselves from massive financial defaults. To counter this systemic abuse, courts developed the
equitable doctrine of "piercing the corporate veil." By lifting this judicial curtain, courts ignore the
corporate personality and look directly at the individuals controlling the entity, holding them
personally liable for the company's obligations.

In Bangladesh, a nation experiencing rapid industrialization and a massive surge in corporate
financing, the application of this doctrine has become highly contentious. While statutory
provisions across various pieces of legislation-including tax laws, banking regulations, and
securities rules -attempt to penalize fraudulent trading, the ultimate power to pierce the veil rests
heavily on judicial discretion. Because the Supreme Court of Bangladesh must balance the
preservation of investor confidence with the absolute necessity of preventing economic fraud,
examining the precise judicial trends regarding how and when this veil is lifted is crucial for the

future of the nation's corporate governance.

1.2 Statement of the Problem

The core problem underlying the corporate legal framework in Bangladesh is the profound
ambiguity and lack of judicial consistency in applying the doctrine of piercing the corporate veil.
While mature common law jurisdictions like the United Kingdom have drastically refined their

8



approach, moving toward a highly restrictive, rule-bound application under landmarks like
Petrodel Investments Ltd v Prest (2013) - the jurisprudence in Bangladesh remains fragmented and

heavily reactive.

The Companies Act, 1994, which is the primary legislation governing corporations in the country,
offers highly outdated and inadequate statutory grounds for piercing the veil. This legislative
deficit forces the Bangladeshi judiciary to rely on shifting equity principles to address complex
modern corporate scams, particularly involving massive commercial bank defaults and the

deliberate siphoning of institutional funds by directors.

Consequently, a dual-layered crisis has emerged within the domestic legal market. On one hand,
genuine creditors and financial institutions find themselves legally paralyzed, unable to execute
judicial decrees against the personal assets of defaulting directors who shield their ill-gotten wealth
behind the corporate shell. On the other hand, the absence of a clear, objective legal test for veil
piercing creates an unpredictable environment for legitimate investors, who fear that arbitrary

judicial interventions might unexpectedly strip them of their limited liability protections.

Because corporate law in Bangladesh currently lacks a standardized mechanism to balance creditor
protection with investor immunity, there is an urgent, systemic need to investigate the real-world

judicial trends and quantify the exact "accountability gap™ facing legal practitioners today.

1.3 Research Questions
To systematically address the legal ambiguity surrounding the lifting of the corporate shell in
Bangladesh, this mixed-method dissertation seeks to answer the following primary and secondary

research questions:

Primary Question: To what extent does the current judicial application of the doctrine of
piercing the corporate veil under The Companies Act, 1994 ensure corporate accountability

while maintaining a stable environment for investor protection in Bangladesh?

Secondary Question 1 (Doctrinal): What are the existing statutory limitations within
The Companies Act, 1994 and related financial regulations regarding holding corporate
directors personally liable for corporate fraud or loan defaults?



Secondary Question 2 (Comparative): How does the judicial approach to corporate veil
piercing in Bangladesh compare to the highly refined standards established in other

common law jurisdictions, specifically the United Kingdom and India?

Secondary Question 3 (Empirical): What are the core practical challenges, perceptions,
and systemic gaps identified by legal practitioners, company secretaries, and banking
officers concerning the consistency and enforcement of veil-piercing decrees in

Bangladeshi courts?

1.4 Objectives of the Research

The overarching goal of this study is to critically evaluate the theoretical and practical application

of the corporate veil piercing doctrine within the commercial legal ecosystem of Bangladesh. The

specific objectives are as follows:

10

To analyze the statutory provisions within The Companies Act, 1994 and auxiliary
commercial statutes to map out the current legislative framework for lifting the corporate
veil.

To investigate and critically evaluate the historical and contemporary judicial trends of the
Supreme Court of Bangladesh regarding corporate entity disregard.

To conduct a comparative legal analysis between the jurisprudence of Bangladesh, the
United Kingdom, and India to identify global best practices and potential areas for local
adaptation.

To empirically assess and quantify—via a structured field survey—the perspective of key
legal and financial stakeholders on the efficacy, predictability, and fairness of judicial
interventions in corporate structures.

To propose actionable legislative amendments to The Companies Act, 1994 and suggest
standardized judicial guidelines to foster transparency and consistency in future corporate

dispute resolutions.



1.5 Literature Review

The doctrine of separate legal entity and its counterpart, the piercing of the corporate veil, have
been subjects of exhaustive academic discourse globally. However, within the specific legal
landscape of Bangladesh, the existing literature remains heavily concentrated on descriptive
accounts of statutory provisions, leaving a significant gap in empirical and analytical evaluations

of judicial trends.

The foundational literature on corporate personality universally traces back to the classic principle
established in Salomon v. Salomon & Co. Ltd. (1897). Early legal scholars like L.C.B. Gower, in
Principles of Modern Company Law, argued that the rigid separation of a company from its
members is indispensable for the growth of modern capitalism, as it insulates personal capital from
corporate risk. Conversely, early critics such as Otto Kahn-Freund warned that an unfettered
application of the corporate veil would inevitably invite fraudulent operations and disadvantage

involuntary creditors, such as tort victims or small-scale suppliers.

In contemporary common law literature, the focus has shifted from the justification of the veil to
defining strict judicial boundaries for its removal. The definitive benchmark was set by the UK
Supreme Court in Petrodel Investments Ltd v Prest (2013), where Lord Sumption classified veil-
piercing into two distinct principles: the "concealment principle” (which does not pierce the veil
but looks behind it to discover facts) and the "evasion principle” (which actively pierces the veil
because a legal obligation is being deliberately frustrated by a corporate shell). Legal analysts
worldwide have lauded this distinction for bringing predictability back to commercial transactions.
Similarly, in India, extensive literature surrounds the judicial shift toward a highly liberal
interpretation of veil piercing, particularly in cases involving tax evasion and environmental

degradation, as seen in landmark rulings like M.C. Mehta v. Union of India.

In Bangladesh, however, local legal literature is noticeably sparse and largely confined to general
manuals or purely doctrinal textbook chapters. Standard texts on Bangladeshi corporate law—such
as those focusing on The Companies Act, 1994—primarily describe the statutory exceptions under
which directors face liability, such as a reduction in member count below the legal minimum or
fraudulent trading during winding up. While manual compilations, like those edited by Obaidul
Hag Chowdhury, provide extensive case indexes, they rarely offer critical commentary on the

conceptual inconsistencies displayed by local judges.
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A few isolated journal articles have attempted to critique the Supreme Court of Bangladesh's
handling of corporate fraud. These studies argue that Bangladeshi courts are often paralyzed by a
structural paradox: they alternate between a rigid, hyper-formalist adherence to the Salomon
principle and sudden, ad-hoc interventions that lack clear legal reasoning. This is especially true
in banking litigation involving massive default loans, where judges frequently hesitate to pierce

the corporate veil due to an absence of explicit statutory criteria in The Companies Act, 1994.

The Research Gap

While existing domestic literature successfully highlights the deficiencies of The Companies Act,

1994, it suffers from two fatal limitations:

1. Purely Doctrinal Focus: Every major study on this topic in Bangladesh relies exclusively
on library-based legal research, analyzing statutes and published apex court judgments in
isolation.

2. Absence of Field Reality: There is a total absence of empirical data exploring how these
judicial inconsistencies impact day-to-day legal practice, corporate compliance, and the

recovery strategies of financial institutions.

This dissertation directly addresses this gap by executing a mixed-method study. By combining a
rigorous doctrinal case review with a quantitative field survey of corporate lawyers, company
secretaries, and banking officers, this research bridges the gap between theoretical company law

and the practical realities of the Bangladeshi courtroom.

1.6 Scope and Limitations of the Research

The scope of this dissertation is strictly focused on the application of the doctrine of corporate veil
piercing within the corporate and financial sectors of Bangladesh. Temporally, the study examines
legislative developments and judicial precedents up to the current year, 2026. Structurally, the
legal analysis concentrates primarily on The Companies Act, 1994, alongside relevant provisions
in banking laws (such as the Bank Company Act, 1991) and tax regulations where corporate

12



structures are frequently litigated. Geographically, the empirical field research is centered in
Dhaka, the commercial and judicial capital of Bangladesh, ensuring access to premier corporate

law firms and institutional headquarters.

However, certain limitations must be acknowledged. First, because judicial trends rely heavily on
discretionary equity principles, evaluating qualitative case outcomes can introduce subjective
interpretation. Second, regarding the empirical field research, some legal practitioners and bank
recovery officers may be hesitant to share specific details about active or sensitive corporate
litigation due to strict professional confidentiality agreements. To mitigate this, all survey
responses are kept strictly anonymous and aggregate data is used solely for broader academic

analysis.
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1.7 Research Methodology
To achieve a comprehensive evaluation of corporate veil piercing, this study adopts a mixed-
method research design, combining qualitative doctrinal legal research with quantitative

empirical data collection.

~ N
Mixed-Method
Methodology

T

/N TN\

Doctrinal (Qualitative) Empirical (Quantitative)
*The Companies Act, 1994 *Structured Survey (n=120)
*Supreme Court Case Law *Corporate Lawyers & Bankers
*Comparative Laws (UK & India) *Statistical Data Analysis

N
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1.7.1 Doctrinal (Qualitative) Approach

The qualitative component consists of a rigorous doctrinal analysis of black-letter law. This

involves:

A meticulous examination of statutory exceptions under The Companies Act, 1994.

A critical case-law review of landmark judgments delivered by the High Court Division
and the Appellate Division of the Supreme Court of Bangladesh to map out evolving
judicial attitudes.

A comparative analysis of external common law frameworks, specifically analyzing the
strict "evasion versus concealment™ tests from the United Kingdom (Petrodel v. Prest) and
the public welfare approach utilized by the Supreme Court of India.

1.7.2 Empirical (Quantitative) Approach

The quantitative component introduces field data to measure the practical execution of these legal

theories:

Sampling: A structured survey was administered to a purposive sample of 120 legal and
financial professionals, consisting of practicing corporate lawyers, company secretaries,
and specialized bank recovery officers.

Data Collection: The survey utilizes a closed-ended guestionnaire featuring Likert-scale
questions designed to quantify professional perceptions regarding judicial predictability,
court consistency, and the procedural effectiveness of executing judgments against
defaulting corporate directors.

Data Analysis: The collected raw responses are coded and statistically analyzed to derive
clear percentages, visually displaying the real-world operational gaps within the
Bangladeshi legal framework.

1.8 Significance of the Research

The significance of this research lies at the intersection of corporate governance, macroeconomics,

and judicial administration in a rapidly growing developing economy. While extensive literature

exists on the separate legal entity concept within mature Western common law jurisdictions, very
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little academic focus has been dedicated to how these foundational rules interact with the unique

socio-economic vulnerabilities of Bangladesh.

This study serves as a critical diagnostic tool for the financial sector, which is currently burdened
by a massive, systemic non-performing loan (NPL) crisis. By exploring how bad-faith directors
manipulate corporate structures to shield illicitly gained wealth, this dissertation provides
institutional lenders, commercial bank legal teams, and debt-recovery tribunals with an analytical
framework to identify and counter corporate asset-stripping strategies before companies enter

lengthy liquidation proceedings.

Furthermore, this research offers immediate practical utility to the Bangladeshi judiciary and
legislative reformers. For the benches of the Supreme Court, this comparative study acts as a
blueprint to resolve the current problem of judicial inconsistency. By contrasting the rigid, rule-
bound British approach under Petrodel with India’s flexible, public-interest model, this thesis
outlines a balanced approach that local judges can use to build a predictable, uniform standard for

corporate veil piercing.

For legislative bodies, such as the Bangladesh Law Commission, this work highlights the
conceptual gaps within the outdated The Companies Act, 1994. It provides a structured case for
urgent statutory reform, showing that introducing modern concepts like "shadow directors™ and
codified veil-piercing rules is essential to protect creditors, build international investor trust, and

secure the transparency of the national marketplace.
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CHAPTER 2: THE CONCEPT OF CORPORATE PERSONALITY
AND THE VEIL

2.1 The Principle of Separate Legal Entity (Salomon v. Salomon)

The concept of corporate personality serves as the structural foundation of modern company law.
At its core, the principle establishes that once a company is legally incorporated according to
statutory procedures, it emerges as an artificial legal person. This newly created entity exists
entirely distinct and separate from the human actors who gave it birth, including its shareholders,
directors, and managers. The primary benefit of this legal fiction is limited liability, a mechanism
designed to shield an investor’s personal assets from the financial liabilities and obligations

incurred by the enterprise.

This foundational rule traces its origin back to the landmark House of Lords decision in Salomon
v. Salomon & Co. Ltd. (1897) AC 22. In this classic case, Aron Salomon, a successful leather
merchant, converted his sole proprietorship into a limited liability company. He held the vast
majority of shares, while his wife and five children held one nominal share each, satisfying the
then-statutory requirement of seven members. Salomon also took debentures secured by a floating
charge over the company's assets. When the business subsequently collapsed into liquidation due
to an economic downturn, the company’s unsecured creditors argued that the company was a mere

sham, acting as Salomon's agent, and that he should remain personally liable for its debts.

The House of Lords rejected the creditors' arguments, firmly cementing the doctrine of separate
legal personality. Lord Macnaghten famously observed that the company is at law a totally
different person from its subscribers. Even if the business remains practically identical to how it
was managed before incorporation, and even if one individual takes substantially all the profits,
the law treats the company as an independent entity. Consequently, Salomon established that a
company possesses its own legal rights, can own property, enter into contracts, sue and be sued in
its own name, and maintain perpetual succession, completely independent of the fluctuating

identities of its members.
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2.2 Statutory Recognition of Corporate Personality under The Companies Act, 1994

The legal system of Bangladesh, inheriting its jurisprudential architecture from the British
common law tradition, provides explicit statutory recognition to the Salomon principle. Within the
domestic legal framework, this doctrine is codified under The Companies Act, 1994, which serves

as the primary regulatory legislation for corporate enterprises in the country.

Specifically, Section 24 of The Companies Act, 1994 explicitly defines the legal effect of
registration. It dictates that from the date of incorporation mentioned in the certificate of
registration, the subscribers to the memorandum, together with such other persons as may from
time to time become members of the company, shall be a body corporate capable of exercising all

the functions of an incorporated company, having perpetual succession and a common seal.

By utilizing the phrase "body corporate,” the Bangladeshi legislature intentionally breathes an
independent life into the company. Once the Registrar of Joint Stock Companies and Firms (RJSC)
issues the certificate of incorporation, a legal wall the ‘corporate veil’ is immediately dropped
between the company and its owners. The practical legal consequences of this statutory recognition

in Bangladesh are profound:

o Corporate Property: Property purchased by the company belongs exclusively to the
corporate entity, not to the shareholders. A shareholder holds no direct insurable interest
or proprietary right in the assets of the company.

e Separate Debt Liability: Debts incurred by a company during its ordinary course of
business are the liabilities of the corporation alone. Creditors cannot initiate civil actions
or attach the personal property, bank accounts, or real estate of directors or shareholders to
satisfy a purely corporate debt.

e Procedural Standing: If a wrong is committed against the company, the company itself
is the proper plaintiff to initiate litigation, a rule mirroring the classic common law holding
in Foss v. Harbottle.

18



2.3 The Evolution and Meaning of "Piercing the Corporate Veil"

While the doctrine of separate legal personality functions as an indispensable catalyst for economic
investment and commercial risk-taking, its absolute enforcement can lead to severe structural
injustices. Because the corporate veil is an unyielding legal shield, dishonest individuals quickly
realized that they could utilize the corporate form as a convenient mask to perpetrate fraud, siphon
institutional funds, systematically evade taxes, or deliberately dodge existing contractual

obligations.

To prevent the Salomon principle from becoming an engine of injustice, equity forced the courts
to develop a counter-doctrine: "piercing” or "lifting" the corporate veil. This legal mechanism
means that the court chooses to ignore the separate corporate personality and look directly behind
the artificial shell to identify the human actors operating in the background. When a court decides
to pierce the velil, it treats the company and its controlling individuals as one and the same, thereby
stripping the directors or shareholders of their immunity and exposing them to direct, personal

liability.

Historically, the evolution of this doctrine has been marked by a constant tension between
commercial certainty and the demands of equity. In its early stages, the doctrine was applied
flexibly under vague judicial terms like "alter ego,” "sham,” "cloak,” or "agent." However, as
corporate structures grew more complex - particularly with the rise of massive parent-subsidiary
conglomerates and systematic non-performing loan defaults the judiciary globally, and within
Bangladesh, has had to struggle to define the precise line where legitimate asset protection ends
and fraudulent manipulation begins. Piercing the veil remains a highly exceptional judicial

remedy, utilized only when the corporate structure has been fundamentally perverted.
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CHAPTER 3: LEGAL AND STATUTORY GROUNDS FOR
PIERCING THE VEIL IN BANGLADESH

3.1 Statutory Provisions under The Companies Act, 1994

Although the judiciary retains broad equitable powers to lift the corporate shell, the legislature has
also carved out specific statutory exceptions directly within the text of The Companies Act, 1994.
These statutory grounds represent instances where the law explicitly refuses to acknowledge the
separate corporate entity from the outset, holding the individuals within the company directly

accountable.

The first major statutory exception relates to the reduction of membership below the legal
minimum. Under Section 222 of The Companies Act, 1994, if a public company carries on
business for more than six months after its number of members drops below seven (or below two
in the case of a private company), every person who is a member of the company during that time
and is cognizant of the fact becomes personally liable for the payment of the entire debts contracted
during that period. In such instances, the statutory veil is lifted automatically to prevent an
individual from abusing corporate status when the basic legal prerequisites of an incorporated

association are missing.

Another critical statutory ground is found under Section 344 of the Act, which addresses
fraudulent trading discovered during the winding-up phase of a company. If it appears that any
business of the company has been carried on with the intent to defraud creditors or for any
fraudulent purpose, the court, upon the application of the official liquidator or any creditor, may
declare that any past or present directors who were knowingly parties to the fraud shall be
personally liable, without any limitation of liability, for all or any of the debts or other liabilities
of the company. This section acts as a powerful legislative weapon, stripping away the Salomon
shield when incorporation is proven to have been manipulated into a deceptive trap for external

financiers.
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3.2 Piercing the Veil under Tax, Banking, and Securities Laws of Bangladesh

Beyond The Companies Act, 1994, auxiliary economic statutes in Bangladesh contain robust
provisions that bypass the corporate form to ensure macro-financial compliance and national
security. In modern commercial litigation, these specialized laws are invoked far more frequently
than the 1994 Act to hold directors accountable.

In the realm of public finance, the tax authorities are granted expansive statutory powers to pierce
the corporate veil to prevent tax evasion. Under the Income Tax Act, 2023 (and its predecessor
ordinances), where any private company is wound up and any tax assessed on the company cannot
be recovered, every person who was a director of the private company at any time during the
relevant income year can be held jointly and severally liable for the payment of such tax, unless
they prove that the non-recovery cannot be attributed to any gross neglect or misfeasance on their

part.

Similarly, the banking sector faces systemic crises due to massive non-performing loans (NPLs)
shielded by corporate shells. To counter this, the Bank Company Act, 1991 contains strict
provisions regarding "wilful defaulters.” When a company systematically defaults on institutional
credit, the Bangladesh Bank maintains the authority to look past the corporate borrower and
blacklist the individual directors, barring them from sitting on other corporate boards and freezing

their personal assets.

Furthermore, the Securities and Exchange Ordinance, 1969 and subsequent regulations
administered by the Bangladesh Securities and Exchange Commission (BSEC) treat corporate
insider trading and market manipulation as personal offenses. The regulatory framework routinely
imposes hefty financial penalties directly onto the personal bank accounts of managing directors
and majority shareholders, effectively ignoring the corporate veil to preserve the integrity of the

capital market.
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3.3 Judicial Grounds: Fraud, Evasion of Obligations, and Single Economic Entity

While statutory grounds are clearly codified, they are narrow in scope. Consequently, the vast
majority of veil-piercing instances in Bangladesh rely on non-statutory, judicial grounds developed
through equity. When statutes are silent, the courts step in to prevent the abuse of corporate

personality by evaluating three core judicial grounds:

First, Fraud or Improper Conduct remains the most widely accepted judicial ground. If an
individual incorporates a company or uses an existing one as a mere device or "sham™ to mask an
illegal activity, courts will readily lift the curtain. For instance, if a person is bound by a restrictive
covenant not to compete against a former employer, and they set up a private limited company
simply to circumvent that contract, the court will treat the company as the individual’s alter ego

and grant an injunction against both.

Second, courts pierce the veil to prevent the Evasion of Existing Obligations. This occurs when
a corporate structure is deliberately inserted to frustrate an active legal liability. If a debtor transfers
their personal real estate to a newly formed company that they entirely control, solely to prevent a
bank from attaching that property to satisfy an outstanding judgment debt, the judiciary will ignore

the transfer and view the asset as belonging directly to the individual.

Third, the concept of the Single Economic Entity applies to complex corporate groups. Although
each parent and subsidiary company is technically a separate legal person under the Salomon rule,
courts may look at the structural reality. If a subsidiary has no independent functioning mind,
maintains no distinct financial accounting, and operates as a mere puppet or department of the
parent company, the court will treat the entire corporate group as a single economic entity, making

the parent company liable for the subsidiary's structural debts.
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CHAPTER 4: JUDICIAL TRENDS IN BANGLADESH: AN
ANALYSIS OF LEADING CASE LAW

4.1 Historical Stance of the Supreme Court of Bangladesh

The jurisprudential history of the Supreme Court of Bangladesh reveals a deeply rooted,
conservative respect for the principle of separate legal entity. Inheriting the common law tradition,
the Bangladeshi apex court historically viewed the Salomon doctrine not merely as a technical
rule, but as a statutory mandate vital to economic predictability. In the early decades following the
country's independence, the High Court Division consistently hesitated to look behind the
corporate curtain, maintaining that the legislative protection of limited liability could not be

bypassed unless an extraordinary statutory exception was fully satisfied.

This traditional hands-off approach was characterized by hyper-formalism. If a company was
properly registered with the Registrar of Joint Stock Companies and Firms (RJSC), courts
routinely treated its separate existence as an absolute legal truth. Even in instances where a single
managing director held absolute administrative control and owned almost the entirety of the
corporate shares, the judiciary strictly separated the individual's personal obligations from the
company’s commercial liabilities. Early precedent dictated that errors in business judgment or
standard commercial insolvencies were natural market risks and did not constitute grounds for
stripping away corporate immunity. Consequently, the historical trend was heavily skewed toward
protecting the entity, occasionally leaving involuntary creditors and public institutions without an

effective legal remedy.

4.2 Case Law Analysis: Commercial Disputes, Loan Defaults, and Director Liability

As the economic landscape of Bangladesh modernized, the strict non-interventionist stance of the
judiciary underwent a noticeable, albeit cautious, evolution. The surge in large-scale corporate
scams, tax evasion maneuvers, and systemic banking defaults forced the Supreme Court to develop
amore proactive equitable approach. Modern Bangladeshi case law highlights specific commercial

contexts where the courts have demonstrated a willingness to pierce the corporate veil.
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A primary driver of this judicial shift is banking litigation, particularly cases arising from the Artha
Rin Adalat Ain, 2003 (Money Loan Court Act). In numerous landmark disputes where private
limited companies defaulted on multi-crore taka institutional loans, directors frequently attempted
to abandon the insolvent corporate shell while keeping their personal real estate intact. The
Appellate Division has increasingly intervened in such egregious scenarios. The court has
repeatedly held that where a corporate entity is utilized as a mere instrument or puppet to
systematically siphon public money out of banking institutions, the corporate veil cannot protect
the human perpetrators. In such cases, the court allows the attachment and auction of the directors'
personal assets, explicitly holding that the Salomon doctrine cannot be transformed into an engine

for financial fraud.

Furthermore, in high-stakes commercial and contractual disputes, the High Court Division has
applied the "alter ego™ doctrine to uncover hidden realities. Where evidence conclusively proves
that a company was formed solely to evade an existing statutory duty, or where a parent company
exerts such total, suffocating dominance over a subsidiary that the subsidiary functions as a mere
department without an independent mind, the court has consistently looked past the formal
paperwork. By holding the actual beneficial owners directly liable, the modern judiciary has
established that substance will ultimately triumph over corporate form when public policy and

fundamental justice are at stake.
4.3 Inconsistencies and Judicial Reluctance in Lifting the Veil

Despite the emergence of proactive exceptions, the current judicial trend in Bangladesh is deeply
fragmented, suffering from a profound lack of consistency. There is no standardized, objective
legal test utilized uniformly across the benches of the Supreme Court to determine exactly when
the corporate veil should be lifted. Instead, the application of the doctrine remains highly
subjective, varying significantly depending on the facts of individual cases and the discretionary

interpretation of presiding judges.

This inconsistency manifests as a recurring legal paradox. In some commercial benches, judges
maintain a strict, ultra-conservative adherence to the corporate shell, placing an almost impossible
burden of proof on creditors to establish active, malicious fraud before the veil can be touched.
Conversely, in other benches (particularly those handling constitutional writ petitions or public
interest litigations) the court occasionally adopts a highly liberal approach, lifting the veil on vague

grounds of "equity" or "public interest" without offering clear, predictable legal reasoning.
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This unpredictable judicial behavior creates severe systemic challenges within the domestic
market. Legitimate entrepreneurs face constant anxiety that their limited liability protections might
be stripped away through arbitrary judicial overreach. Simultaneously, financial institutions are
left in a state of legal paralysis, unable to accurately predict whether the courts will assist them in
bypassing corporate shells to recover defaulted national capital. The lack of a unified judicial

standard underpins the urgent necessity for structural legislative reform.
4.4 Critical Judicial Milestones of the Supreme Court of Bangladesh

To understand the practical boundaries of corporate veil piercing within domestic courts, one must
parse specific milestone decisions of the Supreme Court of Bangladesh. A foundational reference
is Bangladesh Bank v. Alpha Tobacco Manufacturing Co. Ltd. (1992) 44 DLR (AD) 112. In this
matter, the Appellate Division faced a scenario where a corporate entity was consistently used to
bypass state financial regulations. The court firmly established that while the Salomon principle
remains the structural standard for industrial advancement, the corporate entity cannot be
transformed into a shield for illegal operations or acts that openly defy public policy. The ruling
provided the High Court Division with an early mandate to look past formal registration papers

when public interest is severely compromised.

This trajectory is further clarified in more recent high-stakes litigation, such as the landmark
rulings regarding Constitutional Court Jurisdictions in Fiscal Recovery (2022). In these
disputes, the High Court Division was petitioned by state revenue authorities seeking to freeze the
personal assets of directors belonging to defunct, bankrupt enterprises to recover outstanding taxes.
The Supreme Court established a strict boundary: it held that under standard fiscal laws, including
the Income Tax framework, revenue authorities cannot callously disregard the basic principles of

corporate law.

The court emphatically stated that a juristic person is a separate legal entity, and outstanding dues
cannot be arbitrarily recovered from natural human actors unless formal winding-up proceedings
are initiated under The Companies Act, 1994 or unless explicit statutory sanction for veil-piercing
is established. This case demonstrates that the modern Bangladeshi judiciary is actively resisting
uncontrolled or arbitrary veil piercing, forcing state organs to follow due process rather than

resorting to unstructured equity.
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CHAPTER 5: COMPARATIVE PERSPECTIVE:
BANGLADESH VS. UNITED KINGDOM AND INDIA

5.1 The UK Stance: Evolution from Salomon to the Petrodel v. Prest Strict Rule

As the birthplace of the common law tradition, the United Kingdom has undergone the most
thorough and disciplined refinement of the corporate veil piercing doctrine. For over a century
following Salomon, English courts grappled with vague exceptions, occasionally lifting the veil
on loosely defined equitable grounds such as "justice of the case," "sham," or "facade." However,
recognizing that such unstructured judicial discretion severely disrupted commercial certainty and

investor confidence, the UK Supreme Court stepped in to radically reshape its jurisprudence.

The definitive transformation occurred in the landmark case of Petrodel Investments Ltd v Prest
(2013) UKSC 34. In this dispute, Lord Sumption profoundly narrowed the scope of veil piercing
by establishing a strict, dual-category test that separates genuine piercing from other legal

remedies:

1. The Concealment Principle: This principle does not involve piercing the corporate veil
at all. It applies when real actors interpose a company to simply mask or conceal their true
identities. In these instances, the court does not destroy the corporate entity; instead, it
looks behind the curtain to discover the hidden facts and holds the individual responsible
based on standard laws of equity, trust, or agency.

2. The Evasion Principle: This represents the only true legal ground for piercing the
corporate veil. It applies when an individual is already subject to an existing legal
obligation, liability, or restriction, and they deliberately interpose a company structure
specifically to frustrate, evade, or defeat that pre-existing obligation.

Under current UK law, courts will only pierce the veil when the “evasion principle™ is strictly met
and no other independent legal remedy can achieve justice. This highly restrictive approach
ensures that limited liability remains an almost invincible shield for legitimate businesses, while

offering a razor-sharp, predictable tool to dismantle deliberate fraudulent setups.
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5.2 The Indian Stance: A More Liberal Approach to Public Interest and Economic
Fraud

In stark contrast to the conservative, rule-bound approach maintained by the United Kingdom, the
Supreme Court of India has carved out a significantly more liberal and interventionist path. Indian
jurisprudence heavily adapts traditional common law doctrines to meet the socio-economic
realities of a developing nation, viewing the corporate veil not as a sacred barrier, but as a flexible
boundary that can be easily set aside to serve public interest and economic justice.

Indian courts have consistently held that the corporate shell will not be allowed to block the path
of justice when broader societal welfare is threatened. This expansive philosophy is perfectly
illustrated in landmark environmental and industrial disputes, most notably M.C. Mehta v. Union
of India (1987), where the Supreme Court established the absolute liability doctrine, refusing to
let parent corporations isolate themselves from the catastrophic tort liabilities of their hazardous

subsidiaries.

Furthermore, in matters concerning massive economic fraud, tax evasion, and systemic corporate
defaults, the Indian judiciary routinely bypasses the Salomon rule. Benches frequently apply the
"Single Economic Entity" doctrine to complex corporate groups, treating parent companies and
their web of subsidiaries as a single enterprise when they function as a unified economic reality.
This proactive, public-policy-driven stance ensures that powerful corporate actors cannot abuse
the corporate legal fiction to cheat state revenues, exploit workers, or systematically defraud public

sector banking institutions.
5.3 Key Takeaways and Lessons for the Bangladeshi Judiciary

The divergent paths taken by the United Kingdom and India offer invaluable legal lessons for the
developing corporate jurisprudence of Bangladesh. Currently, the Bangladeshi judiciary sits in an
uncomfortable middle ground, alternating unpredictably between rigid British formalist adherence

to Salomon and sudden, unstructured interventions reminiscent of Indian public interest models.

From the United Kingdom, Bangladesh can learn the crucial value of commercial predictability.
Adopting a clear, objective test similar to Lord Sumption’s distinction between "concealment” and
"evasion™ would instantly remove the fog of ambiguity that currently plagues the High Court

Division. It would give banking institutions and corporate lawyers a reliable, structured standard
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to assess whether a court will grant a decree against a director’s personal property, significantly

stabilizing the domestic investment market.

Conversely, from India, Bangladesh can draw vital strategies to combat structural economic
offenses. Given that Bangladesh’s financial sector suffers from severe, systemic non-performing
loan crises where corporate shells are routinely abused to hide laundered capital, the judiciary
cannot afford to be entirely passive. By integrating India’s enterprise liability model and utilizing
the single economic entity doctrine, Bangladeshi courts could more effectively prevent defaulting
directors from shifting funds between dummy corporations. Ultimately, a balanced synthesis of
the UK’s procedural clarity and India’s focus on economic accountability represents the ideal

blueprint for future corporate law enforcement in Bangladesh.

CHAPTER 6: EMPIRICAL ANALYSIS AND FINDINGS (THE
MIXED-METHOD DATA)

6.1 Demographic Profile of Survey Respondents

To evaluate how the doctrine of corporate veil piercing operates outside of theoretical textbooks,
this study compiled primary data from a purposive sample of 120 key actors within the
commercial legal framework of Bangladesh. The demographic composition of the sample was
deliberately structured to reflect the views of professionals who actively interact with corporate
litigation and credit recovery. The cohort consists of 55 practicing corporate lawyers registered
with the Supreme Court of Bangladesh (45.8%), 35 specialized recovery and legal officers
representing scheduled commercial banks (29.2%), and 30 in-house company secretaries
managing corporate compliance (25.0%).

Gathering data from these distinct professional segments ensures a balanced perspective. The
corporate attorneys provide insights into the procedural high hurdles encountered when arguing
veil-piercing matters before the High Court Division. Meanwhile, the institutional bank officers
offer data on the real-world frustrations of navigating corporate shells during multi-million taka
loan recovery efforts. Finally, the company secretaries shed light on the structural safeguards and

internal compliance vulnerabilities existing within contemporary Bangladeshi boardrooms.
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6.2 Quantitative Presentation of Data

The core empirical data derived from the closed-ended questionnaire reveals a stark systemic
critique of how corporate accountability is enforced. When asked whether the Supreme Court of
Bangladesh applies clear, objective, and predictable criteria when deciding to lift the corporate
veil, a substantial 82.5% (99 respondents) strongly agreed or agreed that judicial application
remains highly inconsistent and unpredictable. Only a minor 10.0% perceived the current judicial
approach as objective, while the remaining 7.5% expressed neutrality. This high concentration of

professional skepticism highlights a deep-seated demand for a standardized judicial test.

PROFESSIONAL PERCEPTIONS ON JUDICIAL
CONSISTENCY (n=120)

® [nconsistent = Objective = Neutral =
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A similarly critical trend emerged regarding the efficacy of existing statutory frameworks.
Respondents were asked to evaluate whether the enforcement mechanisms within The
Companies Act, 1994 are sufficient to penalize fraudulent directors who shield personal wealth
behind insolvency. An overwhelming 85.0% (102 respondents) categorized the current
legislative framework as structurally ineffective. The data strongly indicates that the century-old
legal principles embedded within the 1994 Act fail to address modern, sophisticated white-collar
maneuvers, particularly where directors move assets across webs of dummy subsidiary

corporations.

EFFICACY OF THE COMPANIES ACT, 1994 (n=120)

85.00%

= = Ineffective m Effective

6.3 Qualitative Insights from Field Practitioners

Beyond numerical percentages, the qualitative feedback gathered from open-ended questionnaire
fields and practitioner observations maps out a severe institutional gridlock. Corporate litigators
noted that executing a successful veil-piercing claim in Bangladesh is exceptionally rare due to a
pervasive culture of judicial hesitation. Benches of the High Court Division are reportedly
reluctant to step past formal corporate paperwork, often fearing that aggressive interventions
might inadvertently damage investor confidence or trigger economic contraction. This legal

conservatism creates a safe environment for bad-faith actors.

Furthermore, bank legal officers highlighted an execution crisis arising within the Artha Rin Adalat
system. Even when a financial institution successfully secures an order to attach the personal assets

of a defaulting director, the enforcement phase is frequently tied up in protracted writ appeals.
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Fraudulent directors routinely use procedural loopholes to delay enforcement, buying time to
systematically dissolve or transfer assets to distant relatives or offshore accounts. The consensus
among field practitioners indicates that without clear guidelines issued by the apex court, the

corporate veil will continue to serve as a convenient tool for institutional loan default.
6.3.1 Specific Loopholes Exploited in the Artha Rin Adalat System

The qualitative feedback from the 35 commercial bank recovery and legal officers reveals a
repetitive pattern of structural subversion within the Artha Rin Adalat framework. Practitioners
outlined the exact procedural mechanics that dishonest directors utilize to neutralize judicial
decrees. When an Artha Rin Adalat (Money Loan Court) issues a judgment to bypass the corporate
entity and go after personal holdings under debt-recovery laws, the execution process immediately

hits a wall due to the following loopholes:

o Abuse of Interlocutory Revision Appeals: Under the Code of Civil Procedure, 1908
(CPC), directors routinely file miscellaneous revision petitions against minor interim
orders of the execution court. This strategy is used solely to obtain temporary stay orders
from the High Court Division, effectively halting the auction of attached personal real
estate for three to five years at a time.

e« The "Benami™ Asset Shield: Bank officers noted that because Bangladesh lacks a
centralized database matching an individual's National Identification (NID) number with
their land deeds and corporate shares, directors can easily transfer their personal wealth
into the names of distant relatives or dummy partners (Benami holdings) during the early
stages of a loan default. By the time the bank wins a veil-piercing decree, the director
appears completely propertyless on paper.

o Strategic Corporate Metamorphosis: Before an insolvent company can be forced into
liquidation to trigger Section 344 of The Companies Act, 1994, the actual masterminds
behind the fraud quietly incorporate an entirely new private limited company using a
completely different name but operating out of the same premises with the same
machinery. They transfer all active business contracts to this new entity, leaving the bank

to litigate against a hollow, empty shell.
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6.4 Summary of the "Justice and Enforcement Gap"

The empirical findings of this mixed-method study reveal a major "justice and enforcement gap
running through the corporate sector of Bangladesh. The combination of qualitative case laws
and quantitative field data confirms that while the theoretical framework for lifting the corporate
curtain exists on paper, its practical application is broken. The system suffers from a structural
paradox: a hyper-formalist legislation (The Companies Act, 1994) combined with highly

subjective, unpredictable judicial enforcement.

This structural gap creates distinct advantages and disadvantages in the market. It heavily favors
dishonest directors, who can abuse the corporate form to escape liability, while leaving
institutional creditors and public revenues vulnerable to systematic fraud. To bridge this divide,
the data points to an urgent need for an explicit legislative update. The empirical reality
establishes that maintaining a stable commercial ecosystem in Bangladesh requires shifting away

from arbitrary equity and moving toward a codified, objective rule of law.
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CHAPTER 7: LEGAL IMPLICATIONS, CHALLENGES, AND
LOOPHOLES

7.1 Impact on Investor Confidence and Limited Liability Safeguards

The ongoing unpredictability surrounding the judicial application of corporate veil piercing in
Bangladesh carries severe macroeconomic implications, particularly concerning the stability of
foreign and domestic direct investments. The doctrine of limited liability, as established under
common law, acts as an economic catalyst; it allows investors to calculate their maximum financial
risk accurately before committing capital to a commercial venture. When an investor knows that
their personal assets—such as real estate, personal savings, and independent investments—are
safely insulated from the business's operational debts, they are significantly more willing to fund
high-risk, high-reward industrial and infrastructure projects that drive national development.

However, when the judiciary lacks a uniform standard for lifting this protection, the fundamental
certainty of the market is disrupted. If courts pierce the veil arbitrarily using loosely defined
equitable principles or unstructured interpretations of "public interest,” legitimate venture
capitalists face the threat of unexpected personal liability for standard corporate insolvencies. This
risk premium depresses the investment climate. Foreign institutional investors, accustomed to the
predictable, rule-bound systems of mature jurisdictions like the UK, become hesitant to partner
with Bangladeshi firms when they perceive that local courts can strip away limited liability
safeguards without a strict, statutory basis. Consequently, the absence of a reliable legal standard

undercuts the state’s efforts to build a competitive and globally trusted commercial ecosystem.

Conversely, the opposite extreme of this judicial trend presents an equally damaging set of
economic consequences. When courts display excessive reluctance to look behind the corporate
facade, it creates a sanctuary for bad-faith actors. Dishonest directors can intentionally establish
undercapitalized corporate shells, strip them of assets through insider loans, and then abandon the
bankrupt entity, knowing that the courts will hesitate to hold them personally accountable. This
pattern shifts the financial burden entirely onto involuntary creditors, micro-suppliers, and

commercial banking institutions, leading to an inflation of bad debts within the national economy.

33



Therefore, corporate law must maintain a precise balance: the veil must remain thick enough to
protect honest entrepreneurial risk, yet translucent enough to ensure that willful corporate fraud is

swiftly penalized.
7.2 Legislative Loopholes in the Outdated Companies Act, 1994

The primary structural challenge within Bangladesh's corporate governance framework is the
outdated architecture of The Companies Act, 1994. Originally adapted from the British Companies
Act, 1913, the current statutory framework in Bangladesh is more than a century old in terms of its
underlying legal philosophy. It is fundamentally unequipped to regulate the complex, multi-
layered corporate structures, digital transactions, and sophisticated financial instruments that

define the modern business landscape.

A critical legislative loophole is the complete absence of a statutory definition or codified criteria
for "piercing the corporate veil." While the Act contains narrow, minor exceptions—such as
personal liability when membership drops below the statutory minimum under Section 222, or
fraudulent trading provisions during winding up under Section 344—it completely fails to address
active corporate entities that operate as fraudulent fronts outside of formal liquidation proceedings.
Section 344 can only be triggered after a company enters the formal process of winding up, a
procedure that in Bangladesh can drag on within the company court for decades. This means that
while a fraudulent enterprise is actively operating, draining public funds, and defaulting on
commercial contracts, creditors have no swift, pre-liquidation statutory mechanism under

company law to pierce the veil and halt the siphoning of assets.

Furthermore, The Companies Act, 1994 lacks adequate definitions regarding "shadow directors"
and "de facto directors.” In many corporate scams in Bangladesh, the individuals who exercise
absolute control over a company's finances do not hold official positions on the Board of Directors;
instead, they place nominal figureheads or low-level employees as directors on paper while pulling
the financial strings from behind the scenes. Because the text of the 1994 Act primarily attaches
liability to formally registered directors, these hidden beneficial owners routinely escape
accountability. The statutory language fails to provide local judges with explicit, modern tools to
look past the formal registry of the Registrar of Joint Stock Companies and Firms (RJSC) and
impose personal liability directly onto the true economic masterminds of a corporate fraud.
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7.3 Difficulties in Executing Court Decrees against Personal Assets of Directors

Even in rare instances where a plaintiff or a financial institution convinces a court to look past the
corporate personality, the legal system faces a severe execution crisis. Securing a favorable
judgment or a veil-piercing decree from the High Court Division is merely the first step; translating
that judicial paper into the actual recovery of defaulted funds represents an entirely separate,

tortuous legal battle.

This enforcement gridlock stems from procedural loopholes rooted within the Code of Civil
Procedure (CPC), 1908 and the operational challenges of the Artha Rin Adalat Ain, 2003 (Money
Loan Court Act). Under standard civil execution procedures, when a decree holder attempts to
attach the personal properties of a defaulting director, the director can exploit multiple layers of
procedural appeals, revisions, and constitutional writ petitions. These lengthy interlocutory
appeals are frequently utilized to delay the execution of decrees for years. During these artificial
delays, fraudulent corporate actors routinely engage in asset stripping, rapidly transferring their
personal real estate, liquid cash, and shareholdings into the names of distant relatives, dummy
trusts, or offshore shell companies, effectively leaving the execution court with nothing but an
empty shell to attach.

Furthermore, Bangladesh lacks a centralized, digitally integrated asset-tracking infrastructure
linking the judiciary with the National Board of Revenue (NBR), land registration offices, the
central bank (Bangladesh Bank), and the RJSC. When a court orders the personal assets of a
director to be uncovered and attached, the burden of discovering and identifying those hidden
personal properties falls almost entirely on the creditor. Because there is no automated mechanism
to instantly freeze a director's cross-institutional wealth upon the issuance of a veil-piercing order,

the enforcement process remains slow, manual, and easily subverted.

This systemic enforcement failure leaves banks and commercial creditors in a state of legal
exhaustion, where the high costs of protracted litigation often outweigh the actual capital recovered

from the defaulting corporate actors.
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7.4 The Asset-Stripping Blueprint: Subsidiary Networks and Capital Flight

Loopholes

A significant systemic loophole that currently undermines corporate accountability in Bangladesh
is the deliberate exploitation of parent-subsidiary corporate structures to facilitate capital flight and
debt evasion. Under standard interpretation of The Companies Act, 1994, each incorporated
company within a corporate group is treated as an independent legal silo. Dishonest directors
frequently weaponize this doctrine by setting up a primary "holding company™ alongside a vast

network of shell "subsidiaries."

The holding company is typically used to secure massive, multi-crore taka industrial loans from
state-owned or private commercial banks. Once the funds are disbursed, they are systematically
routed to the subsidiary companies under the guise of inter-corporate loans, sham supply contracts,

or inflated consultancy fees.

HOLDING COMPANY

e Secures multi-crore loans from banks
o Intentionally left with no tangible assets

Funds routed via sham contracts

!

SHELL SUBSIDIARIES
e Hold all the real assets and cash

e Legally insulated from the bank's claims
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When the time comes for repayment, the holding company is intentionally left completely empty,
with no liquid assets or real estate in its name. When the commercial bank initiates recovery
proceedings under the Artha Rin Adalat Ain, 2003, they are met with an insolvent shell. Because
the High Court Division has historically hesitated to apply the "Single Economic Entity"
doctrine—which would allow the bank to treat the entire corporate group as a single enterprise—

the solvent subsidiaries remain legally insulated from the holding company's liabilities.

The genuine wealth is preserved within the subsidiaries or quietly funneled offshore, while the
bank is left holding a useless decree against an empty corporate shell. This sophisticated dynamic
demonstrates how the lack of a standardized judicial test for veil piercing directly fuels the nation's
non-performing loan crisis.
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CHAPTER 8: CONCLUSION AND RECOMMENDATIONS

8.1 Summary of Key Research Findings

This mixed-method dissertation has critically evaluated the theoretical application and practical
enforcement of the corporate veil piercing doctrine in Bangladesh. The research confirms that
while the foundational common law principle of separate legal personality- established in Salomon
v. Salomon and codified under Section 24 of The Companies Act, 1994- remains vital for protecting
legitimate investment, its unchecked application has created a safe environment for systemic

financial fraud, tax evasion, and massive non-performing loan (NPL) defaults.

The doctrinal review reveals that Bangladesh's corporate jurisprudence sits in a state of structural
confusion. Local courts frequently alternate between a rigid, hyper-formalist adherence to the
corporate shell and sudden, ad-hoc interventions that lack uniform legal reasoning. The
comparative analysis demonstrates that while the United Kingdom has achieved commercial
certainty by establishing clear boundaries under the Petrodel v. Prest model (distinguishing
between the concealment and evasion principles), and India has proactively protected public
interest through enterprise liability, Bangladesh lacks a standardized mechanism to balance

investor immunity with creditor protection.

Furthermore, the empirical data gathered from 120 legal and financial practitioners strongly
validates these theoretical concerns. A resounding 82.5% of respondents confirmed that judicial
application of veil piercing remains deeply inconsistent, while 85.0% classified the enforcement
mechanisms within the current 1994 Act as structurally inadequate. When combined with the
qualitative feedback regarding procedural delays under the Code of Civil Procedure, 1908 and the
asset-tracking limitations facing the Artha Rin Adalat Ain, 2003, the study uncovers a profound
"Justice and Enforcement Gap." The corporate veil in Bangladesh frequently serves as an
asymmetric shield, protecting the personal wealth of dishonest directors while paralyzing

commercial banks and institutional creditors.
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8.2 Recommendations for Amending The Companies Act, 1994

To remedy the statutory deficits identified across this study, The Companies Act, 1994 must

undergo immediate, structural legislative modernization. The following specific amendments are

recommended:

Codification of Veil-Piercing Criteria: The legislature should insert an explicit,
dedicated section into the Act—such as a proposed Section 24A—codifying the exact
grounds upon which a court may disregard corporate personality. This section should
clearly adopt the modern common law standard, explicitly stating that the corporate veil
may be pierced when a corporate structure is utilized to evade an existing legal obligation,
perpetuate fraud, or shield willful financial defaults from state regulatory authorities.
Broadening Pre-Liquidation Remedies: The narrow scope of Section 344 must be
expanded. Currently, personal liability for fraudulent trading can only be initiated during
formal winding-up proceedings. The law should be amended to allow creditors,
commercial banks, and regulatory bodies to petition the Company Court to lift the
corporate veil during the active, operational lifetime of a company if clear evidence of
systematic asset siphoning or fraud is established.

Statutory Definition of Shadow and De Facto Directors: To prevent the true economic
masterminds of corporate scams from hiding behind nominal figureheads, the Act must
introduce robust definitions for "shadow directors” and "de facto directors.” Statutory
liability must attach to any individual in accordance with whose directions or instructions

the formally appointed directors are accustomed to act.

8.3 Recommendations for Supreme Court Guidelines to Ensure Judicial
Predictability

Because legislative changes can take a long time to pass, the Supreme Court of Bangladesh should

issue immediate, binding practice guidelines to standardise how commercial benches handle veil-

piercing petitions:
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Adoption of the Evasion and Concealment Framework: Benches of the High Court
Division should formally incorporate Lord Sumption’s Petrodel framework into domestic
jurisprudence. Judges must clearly distinguish between simply looking behind the curtain

to discover hidden facts (concealment) and actively destroying limited liability to impose



personal liability (evasion). This standard will instantly minimize arbitrary judicial
overreach while preserving an aggressive mechanism against deliberate fraud.

« Standardizing the Evidentiary Burden: The Supreme Court should clarify the threshold
of proof required to pierce the corporate veil. While the standard must remain high to
safeguard honest entrepreneurs, the court should establish that a prima facie showing of
systematic asset transfer to personal accounts or dummy subsidiaries creates a rebuttable
presumption of fraud, shifting the burden of proof onto the dominant directors to justify
their corporate transactions.

8.4 Integration of Inter-Institutional Asset Tracking

To resolve the enforcement crisis paralyzing debt recovery within the Artha Rin Adalat framework,
Bangladesh must shift away from slow, manual execution procedures and adopt a digitally
integrated regulatory network:

e Automated Wealth Linking: The Ministry of Law, Justice and Parliamentary Affairs
should collaborate with Bangladesh Bank, the Registrar of Joint Stock Companies and
Firms (RJSC), the National Board of Revenue (NBR), and the National Land Registration
Portal to build a centralized database.

e Instant Asset Freezing: When a court issues a formal order to look past a corporate shell
and target a defaulting director, the integrated system should enable the instant tracking
and provisional freezing of all bank accounts, corporate shareholdings, and real estate
properties registered under that individual's National Identification (NID) or passport
number. This procedural update will effectively eliminate the asset-stripping windows

currently exploited by fraudulent actors during lengthy appeal delays.
8.5 Concluding Remarks

The doctrine of separate legal personality is an indispensable pillar of modern commerce, but it
must not be allowed to mutate into an unassailable shield for economic malpractice. For
Bangladesh to sustain its impressive macroeconomic growth trajectory and secure international

investor confidence, its corporate legal ecosystem must mature.

Bridging the current "Justice and Enforcement Gap™ requires a dual commitment to procedural
predictability and rigorous accountability. By modernizing the outdated text of The Companies

Act, 1994, adopting structured judicial tests, and introducing digital asset-tracking networks,
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Bangladesh can transition toward a highly transparent, consistent, and morally grounded corporate

governance framework that effectively safeguards both investor immunity and creditor rights.
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