Piercing the Corporate Veil

What is a Corporate Veil?

The Corporate veil is a legal concept which separates the personality of a corporation from the personality of its shareholders and protects them from being personally liable for the firms debts and others obligations.  
· Similar to corporations, Limited Liability Companies (LLC’s) are considered distinct from their owners and the corporate veil provides them with significant personal liability protection against lawsuits, creditors, and other disputes.
What does it mean to “Pierce the Corporate Veil?”

Piercing the Corporate Veil refers to a legal decision made where a shareholder or director of a corporation is held liable for the debts or liabilities of the corporation despite the general principle that shareholders are immune from suits in contract or torts that otherwise would hold the corporation solely liable.  

What is the Significance of Alter Ego?
Alter ego refers to circumstances when the owner of the company is acting through the company to further his own personal interests.  In this situation, the owner would be considered the “alter ego” of the corporation and therefore not protected under the liability protection of the corporation.  

· Generally the following situations must be met for an individual to be considered the alter ego of the corporation:
1. The owner not only has significant influence and control over the corporation, but acts in a way that makes it impossible to distinguish between his own personal interests and those of the corporation.

2. The interests of the owner and the corporation are so clearly the same that to classify them as separate would be an endorsement of fraud.  

When is it Allowable to Pierce the Corporate Veil?

· In order to remain a corporation and preserve liability protection, corporations and LLC’s must follow specific laws regulating business.  

· Once these laws are disregarded, this can result in the erosion of liability protection.  Once this protection has been erased the owner and the corporation are considered one and the same and the owner is held responsible for the debts of the company.  
It is Allowable to Pierce the Corporate Veil When….

1. The owner inter-mingled private corporate assets to avoid judgment.  

2. The owner created the corporation with the intention of diverting corporate income and profits for his own use.  

3. The corporation transferred assets to another corporation to avoid liability.  

4. The owner transferred personal property to the corporation to avoid paying a personal judgment.  

5. The owner transferred personal funds or assets to a corporation which he controlled, in order to conceal assets from creditors.  

For more information check the following website: 

http://www.haganlaw.com/docs/Shareholder%20Liability.pdf
Or for direct assistance you can contact:

Legal Aid Society of Orange County
2101 N. Tustin Ave.
Santa Ana, CA 92705
Phone (714) 571-5277                                                                        
www. ocsmallclaims.com
California Code of Civil Procedure:
www.leginfo.ca.gov/calaw.html
 

