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Abstract

This dissertation explores the evolving concept of corporate criminal liability in the context of
financial frauds in India. With the increasing complexity of corporate operations and the growing
number of white-collar crimes, the Indian legal framework faces significant challenges in holding
corporate entities accountable for financial misconduct. This research examines the underlying
legal principles, judicial approaches, statutory frameworks, and enforcement mechanisms that
govern corporate criminal liability in India.

The study begins by outlining foundational doctrines such as nulla poena sine lege, actus reus,
mens rea, and the doctrine of strict liability. It further analyzes the judicial evolution from initial
reluctance to a more assertive stance on attributing criminal liability to corporations, highlighting
landmark judgments that have shaped this domain. The dissertation delves into the application of
the Indian Penal Code, the Companies Act, 2013, SEBI regulations, and other relevant statutes that
define and regulate corporate crimes.

A critical section of this work is dedicated to theoretical perspectives including the Vicarious
Liability Theory, Identification Theory, Sanctioning Theory, and Direct Liability Theory—each
offering different approaches to attributing criminal responsibility to corporate entities. Through
case studies of prominent financial frauds such as the Satyam Scam, SEBI v. Sahara, and the 2G
Spectrum case, the study illustrates practical applications of these legal principles and examines
enforcement challenges.

Overall, this study contributes to the understanding of corporate criminal liability in India, offering
insights for policymakers, legal professionals, and corporate stakeholders to address financial
frauds effectively and uphold the integrity of the financial system.
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CHAPTER:1
INTRODUCTION

Corporate criminal liability has become an essential subject of legal scrutiny, especially in the wake
of numerous financial frauds that have affected economies worldwide. The increasing complexity
of corporate operations, coupled with the globalized nature of financial transactions, has
necessitated a robust legal framework to prevent corporate misconduct. In India, financial frauds
involving large corporations have exposed loopholes in the legal system and raised concerns about
accountability and enforcement. This dissertation aims to analyse corporate criminal liability in the
context of financial frauds, examining existing laws, judicial approaches, and case studies to

identify gaps and suggest reforms.

1.1 Importance of Corporate Criminal Liability in Financial Frauds:

Corporate criminal liability plays a crucial role in maintaining financial integrity and
preventing fraudulent activities. Financial frauds such as insider trading, accounting fraud, and
money laundering have far-reaching consequences on the economy.! Holding corporations
criminally liable serves as a deterrent against unethical business practices and ensures

accountability among corporate executives.

1.2 Scope of the Study:

The study focuses on the legal framework of corporate criminal liability in India, particularly in
relation to financial frauds.? It analyzes key legislations such as the Companies Act, 20133, the
Prevention of Money Laundering Act, 20023, and the Securities and Exchange Board of India
(SEBI) regulations.* Additionally, it examines landmark judicial decisions and case studies to

provide practical insights. The analysis of the Satyam Scam Case® provides an understanding of

! Prevention of Money Laundering Act 2002 (India), s 3 https:/legislative.gov.in/sites/default/files/A2003-15.pdf
accessed 7 March 2025.

2 Companies Act 2013 (India), s 447 https://www.mca.gov.in/Ministry/pdf/CompaniesAct2013.pdf accessed 7 March
2025

3 Prevention of Money Laundering Act 2002 (India), s 3 https://legislative.gov.in/sites/default/files/A2003-15.pdf
accessed 7 March 2025.

4 Securities and Exchange Board of India Act 1992 (India), s 11 https://www.sebi.gov.in/legal/acts/may-1992/securities-
and-exchange-board-of-india-act-1992-as-amended-by-the-finance-act-2017-_34614.html accessed 7 March 2025.

5> Satyam Scam Case, as detailed in the SEBI order against Price Waterhouse, 2018
https://www.sebi.gov.in/enforcement/orders/jan-2018/order-in-the-matter-of-satyam-computer-services-

limited 37342.html accessed 7 March 2025.
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corporate governance failures, while the examination of the Nirav Modi PNB Fraud Case®

highlights lapses in regulatory oversight.

1.3 Methodology:

The research adopts a doctrinal approach, relying on primary and secondary sources such as
statutes, case laws, scholarly articles, and government reports. A comparative analysis is also
undertaken to assess global practices in corporate criminal liability.

CHAPTER 2: Legal Principals Governing Corporate Criminal Liability in Financial Frauds

Criminal liability is a fundamental aspect of law that ensures individuals are held accountable for
their actions when they commit offenses. Legal principles governing criminal liability have evolved
over centuries, guided by jurisprudence and legal doctrines that determine how responsibility for
crimes is assigned. This chapter explores key principles, such as nulla poena sine lege (no
punishment without law), actus non facit reum nisi mens sit rea (an act does not make one guilty
unless there is a guilty mind), actus reus (guilty act), mens rea (guilty mind), and the doctrine of
strict liability. These principles provide the foundation for the modern understanding of corporate

and individual criminal liability in financial fraud cases’.
2.1 Nulla Poena Sine Lege: No Punishment Without Law

The maxim nulla poena sine lege asserts that no individual should be penalized unless their conduct
is explicitly forbidden by law. This principle ensures fairness in criminal justice by requiring that
laws prescribe clear and pre-existing penalties for offenses. The origins of this principle can be
traced back to Clause 39 of the Magna Carta (1215), which laid the foundation for the modern
notion of due process. This legal safeguard prevents arbitrary punishment and ensures that

individuals are only prosecuted under established statutory provisions.

This principle is especially significant in corporate criminal liability, where ambiguities in
regulatory frameworks can lead to unfair enforcement. Courts have consistently upheld nulla poena

sine lege as a safeguard against retrospective criminalization and judicial overreach, reinforcing the

6 Nirav Modi PNB Fraud Case, as detailed in the Enforcement Directorate’s report, 2019
https://www.financialexpress.com/india-news/nirav-modi-case-ed-seeks-clarification-from-uk-authorities-on-fresh-
developments/1918251/ accessed 7 March 2025.

'A Critical Analysis of Corporate Criminal Liability in India' (2024) 10(3) Law Journals
https://www.lawjournals.org/assets/archives/2024/vol10issue3/10125.pdf accessed 7 March 2025.
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necessity for legal certainty.®
2.2 Actus Non Facit Reum Nisi Mens Sit Rea: The Role of Intent

The Latin maxim actus non facit reum nisi mens sit rea underscores the essential requirement that
both a guilty act (actus reus) and a guilty mind (mens rea) must be present for a crime to occur.
This principle recognizes that criminal liability cannot be imposed solely based on actions unless

they are accompanied by a wrongful intention®.
2.2.1 Actus Reus: The Guilty Act

The term actus means 'deed’ or an observable action, while reus signifies that the act is prohibited
by law. Thus, actus reus refers to a physical act or an omission that constitutes a criminal offense.
For instance, in financial fraud cases, actus reus may include falsification of records, insider
trading, or misrepresentation of financial statements. Courts assess whether the accused engaged in

a voluntary act that resulted in harm or an illegal outcome.®
2.2.2 Mens Rea: The Guilty Mind

Mens rea is a critical element in establishing criminal liability. It denotes a blameworthy mental
state that accompanies a wrongful act. In legal contexts, mens rea encompasses various states of
mind, including intention, knowledge, recklessness, and negligence. For example, in cases of
financial fraud, proving that an executive knowingly misrepresented financial records would

establish the necessary mens rea to hold them criminally liable.!!

Over time, courts have refined the understanding of mens rea to include defenses such as insanity,
coercion, necessity, mistake, and accident. These defenses can mitigate criminal responsibility by

demonstrating that the accused lacked the required mental state to commit the offense.?

8 Non-Retroactivity of Criminal Law: Principle and its Position in Constitution and International Law' (2024) iPleaders
Blog https://blog.ipleaders.in/non-retroactivity-of-criminal-law-principle-and-its-position-in-constitution-and-
international-law/ accessed 7 March 2025.

9'Actus Non Facit Reum Nisi Mens Sit Rea' (2024) iPleaders Blog https://blog.ipleaders.in/actus-non-facit-reum-nisis-
mens-sit-rea/ accessed 7 March 2025.

10 'Mens Rea and Actus Reus' (2024) Unacademy https://unacademy.com/content/upsc/study-material/law/mens-rea-and-
actus-reus/ accessed 7 March 2025.

1 'Corporate Criminal Liability in India' (ACM Legal) https://www.acmlegal.org/blog/corporate-criminal-liability-in-
india/#:~:text=Corporate%20criminal%20L iability%20in%20India%20refers%20to%20legal%20accountability%200of,co

mmitted%20by%20the%20corporate%20bodies. accessed 9 December 2024.
12'All You Need to Know About Mens Rea' (2024) iPleaders Blog https://blog.ipleaders.in/all-you-need-to-know-about-
mens-rea/ accessed 7 March 2025.
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2.3 The Doctrine of Strict Liability

Although the general rule in criminal law requires both actus reus and mens rea, an important
exception is the doctrine of strict liability. Under strict liability, individuals or corporations may be
held criminally accountable for an offense regardless of intent or knowledge. This legal concept has
been increasingly applied to financial and corporate crimes, where regulatory compliance is

paramount.

Strict liability offenses are primarily statutory in nature, introduced to ensure public safety,
corporate accountability, and compliance with regulatory standards. Unlike traditional crimes that
require proof of wrongful intent, strict liability offenses focus on whether a prohibited act occurred.
Common examples include tax violations, environmental breaches, and financial misconduct where

penalties are imposed even in the absence of mens rea.'®

2.4 Malum Prohibitum vs. Malum in Se

Strict liability offenses often fall under the category of malum prohibitum, meaning acts that are
unlawful only because they are prohibited by statute. These offenses differ from malum in se,

which refers to acts that are inherently wrong or immoral, such as theft or fraud.

Malum prohibitum offenses, such as corporate non-compliance or insider trading, may not be
viewed as inherently immoral but are penalized to uphold public interest. This distinction plays a
crucial role in financial crime regulation, where laws are designed to prevent economic harm rather

than punish moral wrongdoing.'*

2.5 Justifications for Strict Liability in Financial Crimes

Strict liability is increasingly applied in financial fraud cases to ensure corporate accountability.
The justification for this approach lies in the need to promote diligence, prevent economic harm,
and deter regulatory violations. The key reasons for adopting strict liability in corporate crimes

include:

« Encouraging compliance: By removing the need to prove intent, strict liability ensures that

13 Manupatra Newsline https://docs.manupatra.in/newsline/articles/Upload/2D83321D-590A-4646-83F6-
9D8EB4F5AA3C.pdf accessed 7 March 2025.

14 "What are the Differences Between Malum in Se and Malum Prohibitum Laws?' (2024) Law Stack Exchange
https://law.stackexchange.com/questions/113/what-are-the-differences-between-malum-in-se-and-malum-prohibitum-
laws accessed 7 March 2025.
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companies adhere to legal standards.

« Protecting public interest: Financial fraud affects market stability, investor confidence, and

economic integrity, warranting stringent regulation.

« Reducing litigation complexity: Proving mens rea in financial crimes can be challenging;

strict liability simplifies enforcement.

« Promoting corporate responsibility: Organizations are compelled to implement compliance

mechanisms to prevent violations.

However, strict liability also raises concerns regarding fairness, as individuals or corporations may
be penalized without wrongful intent. This has led to calls for a balanced approach, where strict

liability is applied only in cases where public interest outweighs individual culpability.t®

CHAPTER 3: Judicial Approach Towards corporate criminal liability in India

The Indian judiciary has played a vital role in shaping corporate criminal liability through its
interpretations of statutory provisions and legal doctrines. Corporate entities, being artificial
persons, do not possess physical bodies or a state of mind. However, courts have progressively
evolved legal principles to attribute criminal liability to corporations. The Indian judiciary's
approach to corporate criminal liability has transitioned from early reluctance to a well-established
framework for holding corporations accountable. This chapter explores the judicial interpretation of
corporate criminal liability, key principles developed through case laws, and the role of courts in

ensuring corporate accountability.
3.1 Early Judicial Position:

The attribution of criminal liability to corporations has been a contentious issue since the eighteenth
century when corporations became more prevalent in trade and commerce. Historically,
corporations were not considered capable of committing crimes, as criminal liability was

traditionally associated with human actions requiring intent and physical execution.®

Classically, criminal liabilities were attributed only to quasi-public corporations when there were
claims of public nuisance. Courts in England and the United States set the precedent that public
nuisance claims could be linked back to the actions or omissions of quasi-public companies, which

15 S Cohen, Justification of Strict Liability' (1982) JSTOR https://www.jstor.org/stable/23559014 accessed 7 March 2025.
16 'Corporate Criminal Liability: The Companies Act, 2013' (2024) Obhan and Associates, LiveLaw
https://www.livelaw.in/law-firms/law-firm-articles-/corporate-criminal-liability-the-companies-act-2013-obhan-and-
associates-183935# ftnrefl accessed 7 March 2025.
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later extended to private commercial entities. Initially, courts recognized corporate liability only for
offenses that did not require intent. Over time, the scope of corporate liability expanded to include
offenses requiring intent, but with significant judicial resistance due to challenges in establishing

mens rea within a corporate framework.’

One of the major hurdles in attributing criminal liability to corporations was the traditional view
that only individuals could possess the requisite mental state for committing crimes. Also, courts
were hesitant to impose criminal sanctions on corporations since legal penalties often involved
imprisonment, which could not be applied to corporate entities. However, as corporations played an
increasingly dominant role in the economy, courts began to explore legal doctrines that could allow
corporate entities to be held accountable for criminal conduct.8

3.2 Shift in Judicial Position

A significant development in corporate criminal liability came with the judicial acknowledgment
that a corporation, despite being a separate legal entity, acts through individuals who control and
operate its affairs. This recognition led to the evolution of legal doctrines aimed at attributing the

criminal acts of individuals to corporations™®.

One of the early landmark decisions that signalled this shift was New York Central & Hudson
River Railroad Co. v. United States (1909)%°, where the U.S. Supreme Court for the first time held a
corporation criminally liable for an offense requiring intent. This decision marked a departure from
traditional jurisprudence and laid the foundation for corporate criminal liability in common law

jurisdictions.

In India, courts faced similar hurdles in attributing criminal liability to corporations due to the
difficulties in associating mens rea with a non-human entity. The Supreme Court of India, in

Assistant Commissioner, Assessment-11, Bangalore v. Velliappa Textiles Ltd. (2003)?, deliberated

17'Corporations and the Criminal Law: An Uneasy Alliance' (1976) 65 Kentucky Law Journal 1
https://uknowledge.uky.edu/klj/vol65/iss1/4/?utm_source=uknowledge.uky.edu%2Fklj%2Fvol65%2Fiss1%2F4&utm_m

edium=PDF&utm_campaign=PDFCoverPages accessed 7 March 2025.

18 'Corporate Criminal Liability: The Companies Act, 2013' (2024) Obhan and Associates, LiveLaw
https://www.livelaw.in/law-firms/law-firm-articles-/corporate-criminal-liability-the-companies-act-2013-obhan-and-
associates-183935# ftnrefl accessed 7 March 2025.

19 'Corporations Under Criminal Law' (2022) Florida State University Law Review https://www.fsulawreview.com/wp-
content/uploads/2022/08/CORPORATIONS-UNDER-CRIMINAL-LAW-.pdf accessed 7 March 2025.

20 New York Central R. Co. v. United States 212 US 481 (1909) https://supreme.justia.com/cases/federal/us/212/481/
accessed 7 March 2025.

21 Assistant Commissioner, Assessment-11, Bangalore v. Velliappa Textiles Ltd. (2003) 1 SCC 614
https://indiankanoon.org/doc/1886158/ accessed 7 March 2025.
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upon the issue of corporate liability for criminal offenses involving mandatory imprisonment. The
decision reflected the judiciary’s hesitance in attributing criminal liability to corporations for
offenses carrying mandatory custodial sentences. However, this position was later overturned in
Standard Chartered Bank v. Directorate of Enforcement (2005)?%, where the Supreme Court ruled
that corporations could be prosecuted and fined for criminal offenses even if the punishment
prescribed included mandatory imprisonment. This decision was instrumental in breaking the

longstanding judicial resistance to corporate criminal liability.

The Standard Chartered Bank ruling laid the groundwork for a broader interpretation of corporate
criminal liability. It clarified that while corporations could not be imprisoned, they could still be
subjected to monetary penalties and other forms of legal sanctions. This shift aligned with the
evolving jurisprudence in other common law jurisdictions, where courts recognized that corporate

criminal liability was essential for ensuring accountability in corporate conduct.
3.3 Doctrine of Attribution

The principle of strict liability has played a pivotal role in shaping corporate criminal liability.
Strict liability offenses do not require proof of intent, making it easier to hold corporations

accountable for regulatory and compliance-related offenses.

One of the key cases that expanded the application of strict liability to corporations was Iridium
India Telecom Ltd. v. Motorola Inc. (2010)?. In this case, the Supreme Court of India ruled that
corporations could be held criminally liable for offenses committed by individuals in charge of their
affairs. The court emphasized that corporate entities could not be immune from criminal liability
merely because they lacked physical form. Instead, liability could be established based on the

actions of individuals who exercised control over the corporation’s operations.

The Iridium ruling was influenced by the landmark English case of Tesco Supermarket v. Nattrass
(1971)2*, which provided clarity on the identification doctrine. The doctrine established that
individuals who wield significant decision-making authority within a company could be considered
the 'directing mind and will' of the corporation. This concept allowed for the attribution of criminal
liability to corporations for the actions of key executives and decision-makers.

22 Standard Chartered Bank and Others v Directorate of Enforcement and Others (2006) 6 SCC 70
https://indiankanoon.org/doc/1915525/ accessed 7 March 2025.

2 Iridium India Telecom Ltd. v. Motorola Inc. (2010) 5 SCC 513 https://indiankanoon.org/doc/18288042/ accessed 7
March 2025.

24 Tesco Supermarkets Ltd v. Nattrass [1972] AC 153 (HL) https://www.studocu.com/en-
au/messages/question/9944460/case-summary-of-tesco-supermarkets-ltd-v-nattras-1971-ukhl-1-1972-ac-153 accessed 7
March 2025.
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Furthering this judicial evolution, the Supreme Court in Sunil Bharti Mittal v. Central Bureau of
Investigation (2015)% refined the application of the alter ego principle. The court laid down two
essential criteria for holding directors criminally liable for the company’s actions: (i) there must be
incriminating evidence establishing the director’s direct involvement in the offense, and (ii)
statutory provisions must expressly provide for vicarious liability of directors in corporate crimes.
This decision introduced a more nuanced approach to corporate criminal liability by ensuring that
directors were not automatically implicated for offenses committed by the corporation unless

specific legal thresholds were met.

3.4 Strict Liability and Corporate Offenses

Strict liability is a legal principle that holds entities responsible for certain offenses without
requiring proof of intent (mens rea). This doctrine is particularly relevant in regulatory offenses
where public interest, environmental protection, financial integrity, and consumer rights are at
stake. The rationale behind strict liability is that corporations, given their potential for large-scale

impact, must be held accountable even in the absence of intent to prevent gross violations of law.

The concept of strict liability has played a critical role in shaping corporate criminal liability,
particularly in cases involving environmental damage, financial fraud, and consumer protection.
Many regulatory statutes impose strict liability to ensure compliance, as proving intent in corporate
settings is often challenging. For instance, under the Environmental Protection Act, companies can
be held liable for pollution-related offenses regardless of whether they intended to violate the law.
Similarly, financial regulations under the Securities and Exchange Board of India (SEBI) impose

strict liability for insider trading and market manipulation to safeguard investor interests.?®

A significant example of strict liability in corporate criminal law is the case of Union Carbide
Corporation in the Bhopal Gas Tragedy (1984). Although criminal negligence was contested, the
company was held liable for failing to maintain safety standards, highlighting the importance of

strict liability in cases where corporate misconduct leads to mass harm.

The Companies Act, 2013 also incorporates elements of strict liability, particularly concerning
corporate fraud, misrepresentation, and failure to comply with disclosure norms. The Serious Fraud

Investigation Office (SFIO) has been empowered to investigate and prosecute corporate frauds

2 gunil Bharti Mittal v. Central Bureau of Investigation (2015) 4 SCC 609 https://indiankanoon.org/doc/159121041/
accessed 7 March 2025.

26 'Strict Liability Offences' (2024) iPleaders Blog https://blog.ipleaders.in/strict-liability-offences/ accessed 7 March
2025.
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under strict liability provisions. This approach ensures that corporations cannot evade

accountability by attributing blame solely to individuals within the organization.?’

Moreover, Indian jurisprudence has recognized that while strict liability is essential for enforcing
corporate accountability, it must be applied judiciously to prevent overreach. Courts have
emphasized that corporations should not be penalized unfairly without establishing a reasonable
connection between the offense and corporate conduct.?®

Chapter 4: Legislative Framework Governing Corporate Criminal Liability in India

4.1 Indian Penal Code, 1860 (IPC) and Corporate Crimes:

The Indian Penal Code, 1860 (IPC), serves as the foundational criminal law statute in India,
encompassing a wide array of offenses and prescribing corresponding punishments. Traditionally,
criminal liability was primarily associated with individuals, given the necessity of a guilty mind
(mens rea) to establish culpability. However, with the evolution of corporate entities and the
increasing complexity of business operations, the need to address corporate misconduct became
imperative. Consequently, the IPC has been interpreted and, in certain instances, amended to extend
its provisions to corporations, ensuring that they too can be held accountable for criminal

activities.?®

Corporate liability under the IPC has evolved through judicial interpretations and legislative
changes. Historically, Indian law, influenced by British legal traditions, was reluctant to hold
corporations criminally liable, as traditional punishment methods, particularly imprisonment, could
not be applied to companies. Over time, landmark judicial rulings have established the principle
that corporations can be held liable for criminal offenses, even if the punishment includes

imprisonment, which can be substituted with fines.*
4.1.1 Definition of *Person’ Under the IPC

A pivotal aspect of applying the IPC to corporate entities lies in the interpretation of the term

27 Strict Liability Crimes: Overview, Types & Examples' (2024) Study.com https://study.com/learn/lesson/strict-liability-
crimes-overview-types-examples.html accessed 7 March 2025.

28 'Strict Liability' (2024) LexisNexis https://www.lexisnexis.co.uk/legal/guidance/strict-liability accessed 7 March 2025.
29 'Corporate Criminal Liability in India' (2024) ACM Legal https://www.acmlegal.org/blog/corporate-criminal-liability-
in-india/ accessed 7 March 2025.

30'Corporate Criminal Liability in India' (2024) ACM Legal https://www.acmlegal.org/blog/corporate-criminal-liability-
in-india/ accessed 7 March 2025.
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'person.’ Section 113! of the IPC defines 'person' to include "any company or association or body of
persons, whether incorporated or not." This inclusive definition ensures that corporations,
associations, and other collective entities fall within the ambit of the IPC and can be prosecuted for
offenses enumerated therein. This provision lays the groundwork for corporate criminal liability by

ensuring that businesses cannot evade legal consequences®?.
4.1.2Corporate Crimes Recognized Under the IPC
Several provisions of the IPC are particularly relevant to corporate criminal liability. These include:

Fraud and Cheating (Sections 415-420 IPC)

These sections criminalize cheating and dishonest inducement of property delivery.

Corporate fraud cases, such as financial misreporting, Ponzi schemes, and insider trading, fall
under this category.

High-profile cases like the Satyam scandal involved financial misrepresentation to deceive

investors and regulators.

Companies involved in financial fraud often manipulate accounts, inflate profits, or hide

liabilities, leading to investor losses.

Section 420 of the IPC prescribes imprisonment or a fine for acts of cheating, which can be

extended to companies through monetary penalties®.

Criminal Breach of Trust (Sections 405-409 IPC)

e These provisions address situations where individuals or corporations dishonestly

misappropriate property entrusted to them.

« Corporate scandals involving fund mismanagement and misappropriation of public money are

prosecuted under these sections.

« Section 409 specifically deals with breaches of trust by public servants, bankers, merchants,
and agents, making it applicable to financial institutions and corporate executives.

o Cases like the Punjab National Bank (PNB) fraud, where funds were misused by corporate

31 'Section 11 of the IPC' (2024) Devgan.in https://devgan.in/ipc/section/11/ accessed 7 March 2025.

32 'Comprehensive Analysis of Corporate Criminal Liability in India' (Law Journals, 2024)
https://www.lawjournals.org/assets/archives/2024/vol10issue3/10125.pdf accessed 9 December 2024.

33 Manyu Sehgal and Dr Superna Venaik, 'Corporate Criminal Liability - An Analysis' (2024) International Journal of
Research and Analytical Reviews https://ijrar.org/papers/IJRARTH00205.pdf accessed 7 March 2025.
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entities, highlight the importance of this provision®*.

Causing Death by Negligence (Section 304A IPC)

« This provision applies to companies engaged in hazardous activities that result in deaths due

to negligence.

o The Bhopal Gas Tragedy serves as a landmark example, where Union Carbide's negligence

led to thousands of deaths and permanent injuries.

« Industrial accidents caused by corporate negligence, such as factory fires and unsafe working

conditions, also fall under this provision.

o Companies that fail to maintain safety standards in factories, construction sites, or

pharmaceutical production can be prosecuted under Section 304A%.

Corruption and Bribery (Sections 7-13 of the Prevention of Corruption Act, read with IPC)

« While the Prevention of Corruption Act (PCA) primarily targets public servants, corporate

bribery often involves companies bribing officials for favourable treatment.

« Corporate executives engaging in bribery can be prosecuted under IPC provisions related to

criminal conspiracy and abetment.

o Cases like the 2G spectrum scam and the coal block allocation scam highlight corporate

involvement in corrupt practices.

« Multinational corporations operating in India must comply with anti-bribery laws, and

violations can lead to both domestic and international legal consequences.

Misrepresentation and False Statements (Sections 191-200 IPC)
e These provisions deal with perjury and false statements made in official documents.

« Corporations issuing misleading financial statements, concealing liabilities, or engaging in

fraudulent prospectus declarations can be held liable.

34 'Corporate Criminal Liability' (2024) Law Crust https://lawcrust.com/corporate-criminal-liability/#content accessed 7
March 2025.

3 'Section 304A of IPC' (2024) Drishti Judiciary https://wwuw.drishtijudiciary.com/current-affairs/section-304A-of-ipc
accessed 7 March 2025.
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« Section 199 criminalizes false statements made in a judicial or legal proceeding, which is

particularly relevant in corporate fraud cases®.
Data Theft and Cyber Crimes (Sections 378, 379 IPC read with IT Act)

o With the rise of digital transactions, data theft and cyber-crimes committed by corporate

entities have increased.

« IPC provisions related to theft can be applied in cases where corporate entities engage in

unauthorized access to confidential customer data.

e The IT Act provides additional provisions, but IPC sections dealing with criminal conspiracy,

breach of trust, and fraud can be invoked in cases involving corporate cybercrime.®’
Criminal Defamation (Sections 499-500 IPC)

o Companies engaged in false advertising, spreading misinformation about competitors, or

making defamatory statements can be prosecuted under these provisions.

« Corporate rivalries sometimes lead to defamation lawsuits, where false allegations against a

competing business can result in legal consequences.

« Section 500 prescribes penalties for corporate entities found guilty of defamation.

The application of these IPC provisions ensures that corporate entities engaging in illegal activities
do not escape legal consequences. Strengthening enforcement mechanisms and increasing corporate

accountability remain critical to addressing corporate criminality in India.

4.1.3 Challenges in Enforcing IPC Provisions Against Corporations

Despite the IPC providing a framework for prosecuting corporations, several challenges persist:
1. Attribution of Mens Rea

- Establishing the presence of a guilty mind in a corporation necessitates attributing
the intent of its directors, officers, or employees to the entity.

- This process can be complex, especially in large organizations with diffused

3 Section 191-200: Giving False Evidence' (2024) Devgan.in
https://devgan.in/ipc/chapter_11.php#:~:text=Section%20191%3A%2D%20Giving%20false%20evidence&text=A%20fa
Ise%20statement%20as%20to,which%20he%20does%20n0t%20know. accessed 7 March 2025.

37'Cyber Crimes Under the IPC and IT Act: An Uneasy Co-Existence' (2020) Mondaq https://www.mondag.com/india/it-
and-internet/891738/cyber-crimes-under-the-ipc-and-it-act-an-uneasy-co-existence accessed 7 March 2025.
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decision-making structures.
2. Punitive Limitations
- The IPC prescribes punishments that often include imprisonment.

- Since corporations cannot be imprisoned, courts are sometimes constrained to
impose fines, which may not always serve as an adequate deterrent against corporate

misconduct.

3. Complex Corporate Structures

- Modern corporations often operate through intricate structures, including
subsidiaries and affiliates, making it challenging to pinpoint liability and enforce

IPC provisions effectively®.

4.2 Companies Act:

Businesses play a significant role in modern economies, and their actions can have profound legal
and ethical implications. In India, the Companies Act serves as the primary legal framework
governing corporate conduct, financial disclosures, and managerial accountability. The Companies
Act, 1956, was the first comprehensive legislation governing corporate entities in India. However,
recognizing the need for stricter corporate governance and fraud prevention, the Companies Act,
2013, was enacted, introducing stringent measures to hold corporations accountable for financial

misconduct and fraudulent activities®®.

The Companies Act of 2013 introduced critical provisions to address corporate fraud, director
responsibilities, financial misstatements, and criminal liability for misconduct. Sections 447, 448,
and 449 explicitly define corporate fraud and its penalties, ensuring that key personnel, including

directors and auditors, are held accountable for their actions.*°

38 Buddh Prakash, 'Advancements and Challenges in Corporate Criminal Liability Jurisprudence: A Critical Analysis and
Policy Recommendation' (2024) International Journal of Creative Research Thoughts
https://www.ijcrt.org/papers/IJCRT2405377.pdf accessed 7 March 2025.

39 'Exploring Corporate Criminal Liability in the Indian Legal Context' (IJIRL, 2024) https:/ijirl.com/wp-
content/uploads/2024/04/EXPLORING-CORPORATE-CRIMINAL-LIABILITY-IN-THE-INDIAN-LEGAL -
CONTEXT.pdf accessed 9 December 2024.

40 Buddh Prakash, 'Advancements and Challenges in Corporate Criminal Liability Jurisprudence: A Critical Analysis and
Policy Recommendation' (2024) International Journal of Creative Research Thoughts
https://www.ijcrt.org/papers/IJCRT2405377.pdf accessed 7 March 2025.
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4.2.1 Criminal Liability and the Companies Act, 2013

The Companies Act, 2013, provides extensive regulations concerning corporate crimes and
financial irregularities. It grants the central government the authority to inspect a company’s books
of accounts, conduct special audits, investigate business operations, and initiate legal proceedings
against firms violating the Act. The law also ensures that criminal liability extends not just to
companies but also to individuals responsible for fraudulent acts.

One of the major reforms introduced by the Companies Act, 2013, was the imposition of personal
liability on directors, key managerial personnel (KMPs), and auditors involved in corporate fraud.
This shift from merely penalizing the company to holding individuals’ accountable acts as a

deterrent to corporate malpractices.*
4.2.2 Key Provisions Establishing Corporate Criminal Liability
Section 34: Criminal Liability for Misstatements in Prospectus

This section specifically addresses criminal penalties for making false claims in a company’s
prospectus. If any misleading statements are found, the individuals responsible, including company

promoters and directors, can face imprisonment or fines.

False statements in a prospectus mislead investors and the general public, resulting in financial
losses and reduced confidence in corporate governance. Courts in India have interpreted this
provision strictly, ensuring that company executives do not escape liability under technical

defenses.
Section 447: Corporate Fraud and Penalties

One of the most significant changes brought by the Companies Act, 2013, is Section 447, which
provides for strict punishment for fraud. It defines fraud as an act or omission intended to deceive,
gain undue advantage, or injure company stakeholders. The penalty includes a minimum of six
months’ imprisonment, extendable to ten years, along with fines up to three times the amount

involved in the fraud.*?

Case Example: In the Sahara India Real Estate Corp. Ltd. v. SEBI (2012) case, the Supreme Court

41 'Corporate Fraud and White-Collar Crimes: Legal Challenges and Preventive Mechanisms' (ResearchGate, 2024)
https://www.researchgate.net/publication/389692900 Corporate Fraud and White-
Collar_Crimes Legal Challenges and Preventive Mechanisms accessed 9 December 2024.

42 'Corporate Criminal Liability: The Companies Act, 2013' (2024) Obhan and Associates, LiveLaw
https://www.livelaw.in/law-firms/law-firm-articles-/corporate-criminal-liability-the-companies-act-2013-obhan-and-
associates-183935 accessed 7 March 2025.
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imposed heavy penalties on Sahara for fraudulently collecting investor funds. The company was

directed to refund approximately 324,000 crores to investors.
Section 448: False Statements and Misrepresentation

This provision penalizes the making of false statements, misrepresentations, or material omissions
in company records and financial statements. Any individual found guilty under this section can

face severe penalties, including imprisonment and fines.*

Case Example: In Nirav Modi & Punjab National Bank Scam (2018), financial misrepresentation

and manipulation of bank records resulted in a fraud exceeding 311,000 crores.
Section 449: False Evidence

Providing false evidence in corporate proceedings can lead to imprisonment of up to seven years.
This provision ensures that individuals do not manipulate or mislead regulatory and judicial bodies.
False evidence weakens the credibility of legal proceedings, making this provision essential for

maintaining the integrity of corporate litigation.

Chapter 5: Theories Of Corporate Criminal Liability

Corporate criminal liability refers to the legal principles and frameworks through which
corporations are held accountable for crimes committed by their employees, executives, or systems
of operation. Unlike natural persons, corporations are artificial legal entities that act through their
representatives. Consequently, legal systems have developed theories to attribute criminal liability
to corporations. In India, four primary theories govern corporate criminal liability: the Vicarious
Liability Theory, Identification Theory, Sanctioning Theory, and Direct Liability Theory. These
theories provide a conceptual basis for determining how and when a corporation can be held

criminally responsible for wrongful acts.*
5.1 Vicarious Liability Theory
5.1.1 Concept of Vicarious Liability

The Vicarious Liability Theory is based on the principle that a corporation can be held responsible
for the acts of its employees or agents if these acts are committed within the scope of their

employment and for the corporation’s benefit. Under this theory, liability is not dependent on the

43" A Critical Analysis of Corporate Criminal Liability in India' (Law Journals, 2024)
https://www.lawjournals.org/assets/archives/2024/vol10issue3/10125.pdf accessed 9 December 2024.

4 'Corporate Criminal Liability' (2024) iPleaders Blog https://blog.ipleaders.in/corporate-criminal-liability/ accessed 7
March 2025.
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corporation's direct involvement in the wrongdoing but is instead derived from the wrongful acts of

its representatives.

This principle is grounded in the idea that corporations operate through human agents, and if these
agents commit crimes in furtherance of corporate interests, the corporation itself should bear the
responsibility. The theory is particularly relevant in cases involving fraud, financial misreporting,

environmental violations, and consumer protection violations.*®
5.1.2 Application in India

Indian legal frameworks have recognized vicarious liability in both civil and criminal contexts. The
theory is applicable in various regulatory statutes, including the Companies Act, 2013, and the
Prevention of Corruption Act, 1988. These laws impose liability on companies when employees or
executives engage in criminal activities on behalf of the company. However, unlike common law
jurisdictions, where corporate liability is more broadly applied, Indian courts have often debated the
extent to which vicarious liability should be applied in criminal matters, particularly for offenses

requiring mens rea (criminal intent)*
5.1.3 Criticism and Challenges

One of the primary criticisms of the Vicarious Liability Theory is that it holds corporations liable
even in the absence of direct involvement in the crime. This can sometimes result in unfair
punishments for corporate entities, particularly when senior management is unaware of the
wrongful acts committed by lower-level employees. Additionally, proving that an employee’s
actions were conducted within the scope of employment and for the benefit of the company can be

legally challenging.*’
5.2 ldentification Theory
5.2.1 Concept of Identification Theory

The Identification Theory, also known as the "Directing Mind and Will Theory," seeks to attribute
criminal liability to corporations by identifying individuals who embody the corporation’s intent
and decision-making authority. This theory suggests that the acts and intentions of high-ranking

officials—such as directors, executives, or other key managerial personnel—are equivalent to the

45 'Corporate Criminal Liability' ePG Pathshala
https://epgp.inflibnet.ac.in/epgpdata/uploads/epgp_content/S000020LA/P001795/M025770/ET/151377085026etext.pdf
accessed 7 March 2025.

46 'Corporate Financial Frauds—A Case Study on First Leasing Company of India Ltd' (IOSR Journals, 2017)
https://www.iosrjournals.org/iosr-jbm/papers/Conf.17037-2017/\Volume-7/9.%2042-48.pdf accessed 9 December 2024.
47'Corporate Criminal Liability' (2024) iPleaders Blog https://blog.ipleaders.in/corporate-criminal-liability/ accessed 7
March 2025.
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acts and intentions of the corporation itself.*®

Unlike the Vicarious Liability Theory, which attributes responsibility based on employer-employee
relationships, the Identification Theory focuses on individuals who have decision-making power
within the corporation. If these individuals engage in illegal activities, their actions are seen as the

actions of the corporation itself, thus making the corporation criminally liable.*°
5.2.2 Application in India

In India, the Identification Theory has been incorporated into various regulatory and criminal laws.
The Companies Act, 2013, and Securities and Exchange Board of India (SEBI) Regulations impose
penalties on companies by linking their liability to decisions made by key managerial personnel.
The Income Tax Act, 1961, and the Competition Act, 2002, also adopt a similar approach by

holding companies accountable for violations resulting from executive decision-making.

One of the primary advantages of this theory is that it allows for corporate criminal liability without
the need to prove that a lower-level employee acted within the scope of their employment.
However, a challenge in India’s legal system is the requirement to demonstrate that the individual
involved had substantial control over corporate decision-making, which can be difficult in large,

decentralized organizations®®.

5.2.3 Criticism and Challenges

A major limitation of the Identification Theory is that it applies only to a narrow group of
individuals within the corporation. Large multinational corporations, which often operate through
complex hierarchical structures, may escape liability if wrongdoing is carried out by lower-level
employees who do not qualify as the "directing mind and will" of the company. Additionally, the
theory does not adequately address crimes resulting from systemic corporate negligence rather than

intentional acts by senior executives.®

48 'Multidimensional Aspects of Corporate Criminal Liability: An Indian Perspective' (Manupatra, [Year])
https://docs.manupatra.in/newsline/articles/Upload/6F57BFED-0D8F-433E-983B-FAE638B4E115.pdf accessed 9
December 2024.

49 'Corporate Criminal Liability' ePG Pathshala
https://epgp.inflibnet.ac.in/epgpdata/uploads/epgp_content/S000020LA/P001795/M025770/ET/151377085026etext.pdf
accessed 7 March 2025.

50 'Corporate Crime and the Criminal Liability of Corporate Entities with Regard to India: A Comparative Study' (1JIRL,
2022) https://ijirl.com/wp-content/uploads/2022/09/CORPORATE-CRIME-AND-THE-CRIMINAL -LIABILITY-OF-
CORPORATE-ENTITIES-WITH-REGARD-TO-INDIA-A-COMPARATIVE-STUDY .pdf accessed 9 December 2024.
51" Advancements and Challenges in Corporate Criminal Liability Jurisprudence: A Critical Analysis and Policy
Recommendations' (IJCRT, 2024) https://www.ijcrt.org/papers/IJCRT2405377.pdf accessed 9 December 2024.
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5.3 Sanctioning Theory
5.3.1 Concept of Sanctioning Theory

The Sanctioning Theory focuses on penalizing corporations for criminal offenses by imposing
financial penalties, operational restrictions, or regulatory sanctions. This theory acknowledges that
corporations, being artificial entities, cannot be imprisoned like natural persons. Instead, they can

be subjected to punitive measures such as heavy fines, license revocations, or dissolution orders.>?
5.3.2 Application in India
In India, corporate sanctions are imposed under various laws, including:

o The Companies Act, 2013, which prescribes fines and operational restrictions for corporate

misconduct.

« The Prevention of Money Laundering Act, 2002, which allows for the confiscation of assets

belonging to corporations engaged in financial crimes.

e The SEBI Act, 1992, which empowers SEBI to impose fines and trading restrictions on

corporations violating securities laws.

Sanctions serve as deterrents by making non-compliance costly for corporations. They also

compensate victims of corporate fraud and protect the integrity of markets and economic systems.
5.3.3 Criticism and Challenges

While financial penalties can be effective deterrents, critics argue that they may not sufficiently
prevent corporate wrongdoing. In many cases, corporations treat fines as business expenses rather
than genuine deterrents. Additionally, imposing sanctions on corporations can sometimes
negatively impact innocent stakeholders, such as employees and shareholders, who were not

involved in the criminal conduct.
5.4 Direct Liability Theory
5.4.1 Concept of Direct Liability Theory

The Direct Liability Theory holds that corporations can be inherently liable for crimes resulting

from their own policies, operational structures, or governance failures. This theory does not require

52 'Corporate Criminal Liability' ePG Pathshala
https://epgp.inflibnet.ac.in/epgpdata/uploads/epgp content/S000020LA/P001795/M025770/ET/151377085026etext.pdf
accessed 7 March 2025.
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the identification of specific individuals responsible for wrongdoing. Instead, it focuses on the
corporation’s systemic failures, such as inadequate internal controls, poor risk management, or

organizational negligence®.
5.4.2 Application in India

Indian regulatory frameworks are gradually recognizing direct corporate liability, particularly in
sectors involving consumer safety, environmental protection, and financial regulation. Laws such as
the Environmental Protection Act, 1986, and the Consumer Protection Act, 2019, hold companies
directly accountable for harm caused by defective products, environmental damage, or misleading

advertising.
5.4.3 Criticism and Challenges

One challenge with this theory is determining the threshold for corporate liability. If a company has
established compliance mechanisms but an offense still occurs, should the corporation be held
responsible? Additionally, critics argue that penalizing corporations directly does not always

address the root cause of corporate misconduct, which often involves individual decision-makers.

Chapter 6
Case Studies of Corporate Criminal Liability In India

6.1 The Satyam Scam (2009) :
6.1.1 Facts of the Case

The Satyam Computer Services scandal, often referred to as India’s Enron, was one of the most
notorious cases of corporate fraud in India. The scam came to light on January 7, 2009, when the
company’s founder and chairman, Ramalinga Raju, confessed to manipulating financial statements
to show inflated revenues and profits. Satyam, one of India's leading IT service providers, had been
falsifying accounts for several years to project a financially strong image and gain investor

confidence.
The key fraudulent activities included:

o Overstatement of cash balances: Satyam falsely reported 35,040 crores in non-existent cash

and bank balances.

%3 'Corporate Criminal Liability' ePG Pathshala
https://epgp.inflibnet.ac.in/epgpdata/uploads/epgp content/S000020LA/P001795/M025770/ET/151377085026etext.pdf
accessed 7 March 2025.
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Inflated revenues and profits: Fake invoices and manipulated bank statements were used to

inflate profits by X7,136 crores.

Fake fixed deposits: The company reported fixed deposits that did not exist.

Auditor deception: Satyam’s external auditors, PricewaterhouseCoopers (PwC), failed to

detect these manipulations due to falsified documents provided by the company.

Stock price manipulation: By inflating profits and revenues, Satyam’s stock prices remained

artificially high, misleading investors.

This financial fraud went unnoticed for years until Raju’s voluntary confession, prompted by an
attempted takeover of Maytas Infra and Maytas Properties—two real estate firms owned by Raju’s
family. This attempted acquisition raised red flags among stakeholders, leading to scrutiny of

Satyam’s financials and eventually exposing the fraud.>*
6.1.2 Court Judgment

The case was investigated by multiple agencies, including:

The Securities and Exchange Board of India (SEBI)

The Serious Fraud Investigation Office (SFIO)

The Central Bureau of Investigation (CBI)

The Enforcement Directorate (ED)
Key legal proceedings and outcomes:

In April 2015, a special CBI court found Ramalinga Raju and nine others guilty of criminal

conspiracy, cheating, and forgery.

Raju and his accomplices were sentenced to seven years in prison and fined I5 crore each.

PwC was banned by SEBI for two years from auditing listed firms in India due to its failure
to detect the fraud.

Satyam was eventually acquired by Tech Mahindra, which rebranded it as Mahindra Satyam
and later merged it with Tech Mahindra.

55

SEBI ordered Raju and others to repay 21,849 crores with an interest of 12% per annum.

4 Ms Rajshree Sharma, Shivani Gupta, and Prof. (Dr.) Bhupendra Kumar, 'Satyam Computer Scam — Pre and Post
Diagnosis' (2020) SSRN https://papers.ssrn.com/sol3/papers.cfm?abstract id=3826780 accessed 7 March 2025.
5 Ms Rajshree Sharma, Shivani Gupta, and Prof. (Dr.) Bhupendra Kumar, 'Satyam Computer Scam — Pre and Post
Diagnosis' (2020) SSRN https://papers.ssrn.com/sol3/papers.cfm?abstract id=3826780 accessed 7 March 2025.
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6.1.3 Implications for Corporate Criminal Liability

The Satyam case played a crucial role in reshaping corporate governance laws and enforcement

mechanisms in India. The scandal underscored the vulnerabilities in regulatory oversight and the

ease with which financial fraud could be perpetrated in a publicly listed company.

Key Lessons and Legal Reforms Post-Satyam:

1.Strengthening of Corporate Governance: The fraud exposed the lack of independent
oversight in corporate governance structures. This led to stricter regulations under the
Companies Act, 2013, which emphasized increased independent director roles and audit

committee responsibilities.

2.Auditor Accountability: The Satyam fraud highlighted the role of external auditors in
corporate accountability. SEBI and the government took stringent actions, including
banning PwC from auditing listed firms. This led to stronger scrutiny of auditors under the
Companies Act and SEBI regulations.

3. Introduction of the Companies Act, 2013: The Act introduced more stringent disclosure
norms, penalties for fraud, and enhanced responsibilities for directors and auditors.

4. Amendments in SEBI Regulations: SEBI strengthened Listing Obligations and Disclosure
Requirements (LODR) regulations, ensuring greater transparency in financial reporting.

5.Increased Role of Whistleblowers: The Satyam case demonstrated the necessity of
whistleblower protection laws to prevent corporate fraud. The Companies Act, 2013,
incorporated whistleblower provisions under Section 177 to encourage reporting of

fraudulent activities within corporations.

6.Enhancement of SFIO and CBI Powers: The government empowered agencies like SFIO

with greater investigative authority to swiftly act on corporate fraud cases.*®

The Satyam case remains a landmark corporate fraud case in India, serving as a wake-up call for

regulators, investors, and corporate leaders. It emphasized the importance of corporate

transparency, stronger audit mechanisms, and stricter enforcement of corporate laws. The case also

reinforced the need for a robust corporate liability framework to ensure accountability for

fraudulent financial practices.

The lessons learned from this scandal continue to shape India’s corporate governance landscape,

%6 'Satyam Investigation Report by SEBI' (2024) India Forensic https://indiaforensic.com/satyam-investigation-report-by-
sebi/?srsltid=AfmBO0g4410UM6T_boHZbBgB29tR2pQ0O-y2DDR-fW2ewY CAx9ugZII3- accessed 7 March 2025.
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reinforcing the necessity of compliance, ethical leadership, and stringent legal oversight to prevent

corporate fraud.

6.2 SEBI vs SAHARA (2012)
6.2.1 Facts of the Case

The SEBI vs. Sahara case is one of the most significant corporate fraud and regulatory enforcement
cases in India. The dispute arose when the Sahara Group, led by Subrata Roy, raised around
%24,000 crores through Optionally Fully Convertible Debentures (OFCDs) without proper
regulatory approvals. The Securities and Exchange Board of India (SEBI) identified this as an

illegal method of fundraising that bypassed investor protection laws.
Key fraudulent activities included:

e Unauthorized fund mobilization: Sahara issued OFCDs to millions of investors without

obtaining SEBI’s approval, violating securities laws.

e Lack of transparency: The company failed to provide clear financial statements and
disclosures regarding the use of the funds.

« Evasion of SEBI regulations: Sahara claimed that the funds were raised as a private

placement, attempting to escape SEBI’s jurisdiction.®’

6.2.2 Court Judgment

In 2011, SEBI ordered Sahara to refund 324,000 crores to investors with an interest rate of

15% per annum.

The case reached the Supreme Court of India, which upheld SEBI’s order in August 2012.

In 2014, Sahara’s chief Subrata Roy was arrested for non-compliance with court orders and

was detained in Tihar Jail.

The Supreme Court appointed a receiver to recover funds, and SEBI continued legal

proceedings to ensure investor refunds.>®

6.2.3 Implications for Corporate Criminal Liability

57 'Sahara v. SEBI' (2024) Law Bhoomi https://lawbhoomi.com/sahara-vs-sebi/ accessed 7 March 2025.

%8 Sahara India Real Estate Corp. Ltd. & Ors v Securities & Exchange Board of India & Anr (2012) 10 SCC 603
https://indiankanoon.org/doc/158887669/ accessed 7 March 2025.
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This case set a strong precedent for SEBI’s regulatory authority over corporate financial activities
in India. It reinforced the importance of transparency, investor protection, and compliance with

securities regulations.
Key Takeaways:

1. Strengthening of SEBI’s Regulatory Powers: The Supreme Court’s ruling reaffirmed SEBI’s

jurisdiction over unregulated fund-raising activities.

2. Investor Protection Mechanisms: The case led to stricter rules on corporate disclosures,

fundraising methods, and compliance with securities laws.

3.Deterrence Against Fraudulent Fundraising: The arrest of Subrata Roy and Sahara’s legal
battles highlighted the consequences of violating securities laws, serving as a deterrent for

other corporations.

4.SEBI’s Role in Corporate Governance: SEBI emerged as a stronger regulatory authority,

actively monitoring corporate activities to prevent investor exploitation.

The SEBI vs. Sahara case remains a defining moment in Indian corporate law, demonstrating the
importance of regulatory enforcement in financial markets. The judgment reinforced the
necessity of corporate accountability, investor protection, and strict compliance with

securities laws.>°

6.3 The 2G Spectrum Case
6.3.1 Facts of the Case

The 2G Spectrum Case is one of the most high-profile corporate fraud and corruption cases in
India. It involved massive financial irregularities in the allocation of 2G (second-generation)
telecommunications spectrum licenses by the Department of Telecommunications (DoT) under the
Ministry of Communications & IT during 2007-2008. The scam led to an estimated loss of %1.76

lakh crore to the Indian exchequer, as per the Comptroller and Auditor General (CAG) report®.

Key Aspects of the Case:

%9 'Sahara v. SEBI' (2024) Law Bhoomi https://lawbhoomi.com/sahara-vs-sebi/ accessed 7 March 2025.

802G Spectrum' (2024) Indian Kanoon https://indiankanoon.org/search/?formInput=2g%20spectrum accessed 7 March
2025.
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The spectrum allocation was done on a first-come, first-served basis, rather than a

competitive bidding process.

Telecom licenses were issued at 2001 prices despite the exponential growth in the telecom
sector by 2008.

Several companies allegedly manipulated the licensing process, using fraudulent means such

as false documents and front companies to acquire spectrum.

Politicians and government officials were accused of favoritism and bribery, granting licenses

to companies with vested interests.

Former Telecom Minister A. Raja was the key accused, along with corporate executives from
major telecom firms such as Reliance Communications, Unitech Wireless, and Swan

Telecom.

The case was investigated by multiple agencies, including the Central Bureau of Investigation
(CBI), Enforcement Directorate (ED), and the Supreme Court-appointed Special
Investigation Team (SIT).

6.3.2 Court Judgment
The case led to extensive legal battles, investigations, and policy changes in India's telecom sector.
Major Legal Developments:

« In 2011, the Supreme Court of India cancelled 122 telecom licenses issued during the scam
period, citing irregularities and corruption.

The CBI filed charge sheets against A. Raja, Kanimozhi (DMK leader), corporate executives,
and other officials under charges of criminal conspiracy, cheating, and corruption (IPC
Sections 120B, 420, and Prevention of Corruption Act, 1988).

In 2017, a Special CBI Court acquitted all accused, citing lack of concrete evidence to prove
criminal conspiracy and corruption beyond a reasonable doubt.

The verdict was heavily criticized, leading to appeals in the Delhi High Court, which are still

pending.

The case also prompted stricter telecom sector regulations, with the government adopting an

auction-based system for future spectrum allocations.5!

612G Spectrum' (2024) Indian Kanoon https://indiankanoon.org/search/?formlInput=2g%20spectrum accessed 7 March
2025.
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6.3.3 Implications for Corporate Criminal Liability
Key Takeaways:
1. Corporate-Government Nexus & Corruption:

o The case demonstrated corporate influence over policymaking, highlighting gaps in

transparency and accountability in government decisions.

o It reinforced the need for independent regulatory oversight to prevent corporate

lobbying and unfair advantages in business dealings.
2.Financial and Legal Ramifications:

o The cancellation of 122 licenses caused massive financial losses to telecom firms,

investors, and international business relations.

o It showcased the legal vulnerabilities of corporations engaging in fraudulent
transactions with government agencies.

3.Need for Stronger Corporate Governance:

o The case emphasized the importance of due diligence, compliance, and ethical

governance in corporate decision-making.

o Companies involved in fraudulent activities faced reputational damage, affecting

their business operations and stock prices.
4. Judicial and Policy Reforms:

o The case led to major reforms in India’s telecom sector, introducing stricter norms

on spectrum allocation.

o It reaffirmed the judiciary's role in ensuring fair business practices and curbing

corporate corruption.

The 2G Spectrum Case is a landmark example of corporate criminal liability in India, illustrating
systemic corruption, legal loopholes, and the consequences of unethical corporate behavior. Despite
the acquittals, the case reshaped India's corporate governance landscape, emphasizing the need for
transparent policies, strong legal frameworks, and accountability in public-private partnerships. The
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case remains a reference point for corporate fraud and regulatory reforms in the country.®
6.4 Standard Chartered Bank vs. Directorate of Enforcement
6.4.1 Facts of the Case

The Standard Chartered Bank vs. Directorate of Enforcement case revolved around allegations of
violations of foreign exchange regulations by Standard Chartered Bank (SCB) in India. The case
was primarily concerned with the alleged contraventions of the Foreign Exchange Regulation Act
(FERA), 1973, later replaced by the Foreign Exchange Management Act (FEMA), 1999. The
Enforcement Directorate (ED) accused Standard Chartered Bank of facilitating foreign exchange

transactions in violation of Indian laws.
Key Aspects of the Case:

o Nature of Allegations: The Enforcement Directorate (ED) initiated proceedings against
Standard Chartered Bank for allegedly violating foreign exchange regulations by engaging

in transactions that circumvented Indian regulatory norms.

e Scope of Violations: The case involved accusations of improper remittances, failure to
maintain proper transaction records, and facilitating offshore dealings without appropriate

permissions.

« Involvement of Indian Authorities: The Reserve Bank of India (RBI) and the Enforcement
Directorate (ED) played a critical role in investigating the matter and ensuring compliance

with India’s stringent foreign exchange laws.

« Penalties and Legal Proceedings: The Enforcement Directorate sought substantial penalties
against the bank for non-compliance with financial regulations and engaging in activities

deemed unlawful under Indian financial laws.%?
6.4.2 Court Judgment

The Supreme Court of India and various other judicial forums played an essential role in
determining the liability of Standard Chartered Bank in this matter. The judgment emphasized the
bank’s responsibility to adhere to Indian financial and exchange laws while conducting

international transactions.

622G Spectrum' (2024) Indian Kanoon https://indiankanoon.org/search/?formlInput=2g%20spectrum accessed 7 March
2025.

83 'Standard Chartered Bank' (2024) Indian Kanoon
https://indiankanoon.org/search/?formInput=standard%20chartered%20bank accessed 7 March 2025.
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Major Legal Developments:

e The Enforcement Directorate imposed penalties on Standard Chartered Bank for violating

FERA provisions, citing breaches of regulatory requirements.

« The bank contested the penalties, arguing that the transactions were carried out in accordance

with global financial standards and did not intentionally violate Indian laws.

e The Supreme Court upheld the Enforcement Directorate’s authority to investigate and impose

penalties on foreign banks operating within India’s jurisdiction.

« The case highlighted the importance of strict compliance with foreign exchange regulations,
reinforcing the need for banks to ensure transparency and proper documentation in

international financial dealings.®*
6.4.3 Implications for Corporate Criminal Liability

The Standard Chartered Bank vs. Directorate of Enforcement case set a crucial precedent for
corporate criminal liability in India, particularly concerning foreign exchange regulations and

banking compliance.
Key Takeaways:
1. Corporate Accountability in Financial Transactions:

o The case reinforced the principle that corporations, including multinational banks,

must comply with local financial regulations.

o It emphasized that international banks operating in India are subject to Indian law

and cannot evade liability through jurisdictional arguments.
2.Regulatory Oversight and Compliance Mechanisms:

o The case highlighted the role of regulatory bodies like RBI and ED in monitoring

and enforcing compliance with financial laws.

o It demonstrated the consequences of non-compliance with foreign exchange

regulations, stressing the need for robust internal control mechanisms within banks.
3. Impact on Foreign Investment and Banking Practices:

o The case sent a strong message to foreign banks and investors about India's stringent

64 'Standard Chartered Bank' (2024) Indian Kanoon
https://indiankanoon.org/search/?formlnput=standard%20chartered%20bank accessed 7 March 2025.
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financial compliance environment.

o It encouraged banks to adopt more transparent and legally sound practices in

handling foreign exchange transactions.
4.Legal and Financial Repercussions for Corporations:

o The penalties and legal proceedings against Standard Chartered Bank served as a
warning to other financial institutions regarding the importance of adhering to Indian

financial regulations.

o The case underscored the significance of maintaining accurate transaction records
and ensuring full compliance with national laws to prevent legal disputes and

financial penalties.

The Standard Chartered Bank vs. Directorate of Enforcement case stands as a landmark judgment
in corporate criminal liability, particularly in the banking and financial sectors. It reinforced the
necessity for financial institutions to comply with Indian regulatory frameworks and ensured
greater scrutiny of foreign exchange transactions. The case serves as a precedent for corporate
governance, regulatory oversight, and the enforcement of financial compliance in India,
highlighting the importance of transparency, accountability, and adherence to the law in the

corporate world.
Chapter 7

Legal and Regulatory Reforms in Corporate Criminal Liability in India

Corporate criminal liability in India has evolved significantly through judicial interpretations,
legislative amendments, and regulatory interventions. The increasing complexity of corporate
frauds, financial scams, and environmental disasters has necessitated stronger legal mechanisms to
ensure accountability. This chapter explores the legislative and regulatory reforms introduced to

address corporate criminal liability, their effectiveness, and the challenges that remain.®
7.1 Legislative Reforms Addressing Corporate Criminal Liability
7.1.1 Companies Act, 2013

The Companies Act, 2013 marked a significant shift from the Companies Act, 1956, by

8 'Corporate Criminal Liability' (2024) Law Crust https://lawcrust.com/corporate-criminal-
liability/#:~:text=Prevention%200f%20Corruption%20Act%2C%201988,in%20data%20protection%20and%20cybersec
urity accessed 7 March 2025.
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incorporating stricter provisions on corporate fraud and accountability. The key reforms include:

Section 447: Defines and penalizes corporate fraud with imprisonment ranging from six

months to ten years, along with a fine.

Section 448 & 449: Penalizes false statements and false evidence in company documents.

Section 212: Grants the Serious Fraud Investigation Office (SFIO) powers to investigate
corporate frauds.

Section 149(12): Holds independent directors and non-executive directors liable in cases of
negligence.

The Companies Act, 2013, has provided a comprehensive framework for addressing corporate

frauds, ensuring transparency in financial disclosures, and holding key management accountable.®

7.1.2 The Insolvency and Bankruptcy Code (IBC), 2016

The IBC, 2016, introduced a structured framework to deal with corporate insolvency, but it also

contains provisions addressing corporate fraud:

« Section 66: Enables tribunals to impose penalties on directors responsible for fraudulent

transactions.

« Section 69: Imposes penalties for wilful concealment of assets or falsification of company
records.

The IBC has improved corporate governance by preventing fraudulent financial practices and

ensuring stricter oversight over corporate insolvency processes.®’
7.1.3 The SEBI Act, 1992 and SEBI Regulations
SEBI has played a crucial role in ensuring corporate accountability in listed companies through:

« Prohibition of Insider Trading Regulations: Imposing penalties on entities engaged in

insider trading.

e Fraudulent and Unfair Trade Practices (FUTP) Regulations: Punishing companies

% 'Corporate Criminal Liability: The Companies Act, 2013' (2024) Obhan and Associates, LiveLaw
https://www.livelaw.in/law-firms/law-firm-articles-/corporate-criminal-liability-the-companies-act-2013-obhan-and-
associates-183935 accessed 7 March 2025.

57 'Corporate Criminal Liability: The Companies Act, 2013' (2024) Obhan and Associates, LiveLaw
https://www.livelaw.in/law-firms/law-firm-articles-/corporate-criminal-liability-the-companies-act-2013-obhan-and-
associates-183935 accessed 7 March 2025.
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engaged in stock market manipulation.

 Listing Obligations and Disclosure Requirements (LODR): Mandating transparent

financial disclosures.

Through these regulations, SEBI has enhanced corporate governance norms and penalized

fraudulent financial activities in the securities market.
7.2 Judicial Contributions to Corporate Criminal Liability

The Indian judiciary has significantly shaped corporate criminal liability through landmark

judgments. Some important rulings include:

« Sunil Bharti Mittal v. CBI (2015): Established that corporate executives can be held

criminally liable if they are directly involved in fraudulent activities.

o Standard Chartered Bank v. Directorate of Enforcement (2005): Affirmed that

corporations can be prosecuted for criminal offenses.

e Bhopal Gas Tragedy Case (1984): Highlighted the need for stricter liability laws in

industrial accidents.

These judicial pronouncements have reinforced corporate accountability by interpreting legal

provisions to hold corporations and their executives liable for offenses.

7.3 Challenges in Corporate Criminal Liability Enforcement
Despite these reforms, several challenges persist:

1.Lengthy Judicial Processes: Corporate criminal cases often take years to resolve, delaying

justice.

2.Weak Enforcement Mechanisms: Regulatory bodies often lack the resources to investigate

large-scale frauds effectively.

3.Loopholes in Corporate Liability Laws: Many corporate executives escape liability due to

lack of direct evidence linking them to fraud.

4.Influence of Corporations in Legal Processes: Large corporations often leverage financial

and legal resources to evade accountability.5®

8 'Corporate Crime: Changes to Corporate Liability' (2024) Dentons
https://www.dentons.com/en/insights/articles/2024/march/4/corporate-crime-changes-to-corporate-liability accessed 7
March 2025.
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Addressing these challenges requires further legal amendments, robust enforcement mechanisms,

and judicial efficiency.

7.4 Future of Corporate Criminal Liability in India

To strengthen corporate criminal liability, future legal and regulatory reforms should focus on:

Strengthening Whistleblower Protection Laws: Encouraging employees to report corporate

fraud.

Introducing Corporate Sentencing Guidelines: Establishing clear sentencing frameworks

for corporate crimes.

Enhancing Regulatory Coordination: Improving cooperation between SEBI, RBI, SFIO,

and other regulatory bodies.

Leveraging Technology for Compliance Monitoring: Implementing Al-based fraud

detection mechanisms in corporate governance.

Chapter 8: Conclusion and Suggestions
8.1 Conclusion

Corporate criminal liability in India has undergone significant transformation over the years,
shaped by legislative amendments, judicial precedents, and regulatory interventions. The increasing
recognition of corporate entities as potential perpetrators of financial fraud, environmental
violations, and governance failures has necessitated the development of a robust legal framework to

hold them accountable.

The Companies Act, 2013, the Prevention of Money Laundering Act, 2002, and sector-specific
regulations such as the SEBI Act, 1992, have played a pivotal role in establishing liability
mechanisms. Additionally, judicial interpretations, particularly in landmark cases, have reinforced
the doctrine of corporate criminal liability by recognizing direct and vicarious liability for corporate

offenses.

Despite these advancements, the enforcement of corporate criminal liability continues to face
numerous challenges, including prolonged judicial proceedings, regulatory loopholes, and corporate
influence over legal processes. While India has made strides in aligning its laws with global best
practices, issues such as weak whistleblower protection, lack of clear sentencing guidelines, and
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inadequate regulatory coordination remain pressing concerns.

To ensure that corporate criminal liability is effectively enforced, India must adopt a multi-faceted
approach that strengthens legal provisions, enhances regulatory enforcement, and promotes

corporate governance standards.
8.2 Suggestions
8.2.1 Strengthening Legislative Provisions

o Amend the Companies Act, 2013, to include stricter penalties for corporate frauds and

financial misconduct.

« Introduce a dedicated law for corporate criminal liability, similar to the UK Bribery Act, to

provide a clearer framework for prosecuting corporate offenses.

o Expand the scope of the Prevention of Money Laundering Act, 2002, to cover emerging

financial fraud schemes, including cryptocurrency-based crimes.
8.2.2 Enhancing Regulatory and Enforcement Mechanisms

« Strengthen coordination between regulatory bodies such as SEBI, RBI, SFIO, and CBI to

ensure a comprehensive approach to corporate crime investigation.

« Establish a fast-track adjudication mechanism for corporate fraud cases to reduce delays in

legal proceedings.

e Increase funding and manpower for regulatory bodies to enhance their investigative

capabilities.

8.2.3 Improving Corporate Governance Standards

o Mandate enhanced transparency and disclosure norms for corporate entities, particularly

concerning financial transactions and related-party dealings.

« Strengthen the role of independent directors in corporate governance, ensuring that they

actively oversee compliance with legal and ethical standards.

e Introduce mandatory corporate compliance programs and ethics training for senior

management and board members.

8.2.4 Strengthening Whistleblower Protection Mechanisms
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o Implement stronger legal protections for whistleblowers to encourage the reporting of

corporate fraud without fear of retaliation.

« Establish an independent whistleblower protection agency to handle complaints and ensure

anonymity for informants.
« Introduce financial incentives for whistleblowers who expose large-scale corporate frauds.
8.2.5 Introducing Corporate Sentencing Guidelines

e Develop a structured sentencing framework for corporate crimes, detailing the penalties
applicable based on the severity and impact of the offense.

« Introduce non-monetary penalties such as compliance monitoring, corporate probation, and

business restrictions for companies found guilty of criminal offenses.

o Encourage alternative dispute resolution mechanisms for minor corporate offenses to ensure

faster resolution and compliance.
8.2.6 Leveraging Technology for Compliance and Fraud Detection

« Utilize artificial intelligence (Al) and data analytics to detect fraudulent activities within

corporations proactively.

o Implement blockchain technology for financial transactions to enhance transparency and

reduce fraud risks.

e Encourage corporations to adopt digital audit trails to ensure compliance with regulatory

requirements.
8.2.7 Aligning Indian Laws with Global Best Practices

« India should ratify and implement provisions from international conventions such as the

OECD Anti-Bribery Convention to improve corporate accountability.

« Collaborate with international enforcement agencies to track cross-border corporate crimes

effectively.

o Benchmark India’s corporate liability framework against best practices in jurisdictions like

the United States and the United Kingdom.
8.3 Final Thoughts

Corporate criminal liability is a critical aspect of modern corporate governance and economic

regulation. India has made commendable progress in this domain, yet much remains to be done to
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ensure that corporations operate within the bounds of law and ethical responsibility. Strengthening
legal frameworks, enhancing enforcement mechanisms, and embracing technological advancements
will be key to ensuring greater corporate accountability. By addressing these issues, India can
establish itself as a global leader in corporate governance and create a business environment that

fosters trust, transparency, and long-term economic sustainability.
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