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When protective entities like LLCs and corporations fail and businesses risk piercing of the
corporate veil... experienced legal guidance is imperative. In Veil Not Fail, Garrett Sutton, Esq. —
the author of several books on entities and entity protect, explores potential risks and weak
spots in LLCs and corporations and helps readers better prepare for what he considers an
inevitability — it isn't 'if you'll be sued,' it's... when.



If you purchase this book without a cover you should be aware that this book may have been
stolen property and reported as “unsold and destroyed” to the publisher. In such case neither the
author nor the publisher has received any payment for this “stripped book.”This publication is
designed to provide competent and reliable information regarding the subject matter covered.
However, it is sold with the understanding that the author and publisher are not engaged in
rendering legal, financial, or other professional advice. Laws and practices often vary from state
to state and country to country and if legal or other expert assistance is required, the services of
a professional should be sought. The author and publisher specifically disclaim any liability that
is incurred from the use or application of the contents of this book.Copyright ©2022 by Garrett
Sutton, Esq. All rights reserved. Except as permitted under the U.S. Copyright Act of 1976, no
part of this publication may be reproduced, distributed, or transmitted in any form or by any
means or stored in a database or retrieval system, without the prior written permission of the
publisher.Published by RDA Press, LLCRich Dad Advisors, B-I Triangle, CASHFLOW Quadrant
and other Rich Dad marks are registered trademarks of CASHFLOW Technologies, Inc.RDA
Press LLC15170 N. Hayden RoadScottsdale, AZ 85260480-998-5400Visit our Web sites: RDA-
Press.com and CorporateDirect.comPrinted in the United States of America042022Read The
Book That Started It AllRobert Kiyosaki has challenged and changed the way tens of millions of
people around the world think about money. With perspectives that often contradict conventional
wisdom, Robert has earned a reputation for straight talk, irreverence and courage. He is
regarded worldwide as a passionate advocate for financial education.Rich Dad Poor Dad will…
Explode the myth that you need to earn a high income to become richChallenge the belief that
your house is an assetShow parents why they can’t rely on the school system to teach their kids
about moneyonce and for all an asset and a liabilityTeach you what to teach your kids about
money for their future financial successRich Dad Poor Dad — The #1 Personal Finance Book of
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(1986)Foot NotesIndexForewordby Robert KiyosakiHow would you feel if you were standing in a
courtroom, in front of a judge, and only then found out that your attorney was incompetent? A
judge delivering the body blow that your attorney failed to protect your assets… on a minor
technicality.Your opponent, the person who is suing you, smiles and shouts,“Hallelujah. What
you once owned, is now mine!”Garrett Sutton is my personal asset protection attorney. Without
Garrett protecting my assets, everything I worked to amass over a lifetime would be gone.I have
been that person, the one who’s been sued, standing in a courtroom watching the opposing
attorney searching for any little technicality that would “pierce the corporate veil” — any opening
or opportunity to get at my personal assets.As an old saying goes:“Sometimes, it’s the little
things that count the most.”Sometimes the risk of missing the minutiae falls squarely on your
shoulders. Maybe you told your attorney that you’d take care of the continuing obligations to
keep your LLC or corporation current. Or, worse yet, maybe you set up the entity yourself and
don’t even know that there are more rules to follow to stay protected.In these cases, you can’t
blame anyone but yourself. And here’s the thing: These rules are very easy to follow. But if you
don’t pay attention to them — if you are lazy or ignorant of the rules and what’s required of you
— you can lose everything.I endorse Garrett’s book Veil Not Fail because he is the type of legal
professional that his clients can count on to advise them of all the points and processes for
keeping a legal entity in good standing so that it delivers the maximum asset protection. If you



have anything worth protecting, all of Garrett’s books may prove priceless.Take it from me —
once you get to court, it’s the little things that count the most. Use Garrett’s experience and
guidance… to stay out of court.Robert KiyosakiIntroductionProtecting your personal assets from
business attacks requires the strategic use of corporate law.Your key safeguard is the ‘corporate
veil,’ which is discussed throughout this book and which, if not properly maintained, can lead to
devastating personal losses.Veils do fail. Their protection is at your election.Traditionally, a veil is
a piece of opaque or transparent material worn over one’s face for concealment or protection
from the elements. A veil is not as strong as an iron helmet worn into battle. You have to be much
more careful with a veil. In the business world a veil is what separates the individual from their
company’s operations. This corporate veil offers some protection but, as before, it is transparent
and neither rigid nor thick. People suing your business can see (or with some small effort can
learn) who is behind the veil. And if the business can’t pay their debts a claimant can try and lift
the veil to get at the individual assets of the person behind the veil.Piercing the corporate veil
(which applies to LLCs and LPs as well) is an important strategy. For plaintiffs (the people suing)
seeking collection from a company without assets it is a way to collect from the individual
owners of the business. For those same owners who don’t want to be held personally
responsible for the debts of their business it is a critical defensive strategy. You want the veil of
protection to always be strong and protect you from outside attacks.To stay protected you must
follow the rules, often called ‘corporate formalities.’ If you don’t follow them (and many people
don’t) your veil will fail.Let’s consider a second way to explain it: Your business has a bull’s–eye
on it.That red center amid outwardly concentric circles is the target in archery, riflery and
business litigation. Shooting at targets with arrows and bullets can be competitive and satisfying.
In a business context it can mean losing everything you own.Most business owners and asset
investors (in real estate, stocks, bonds, bullion, crypto and the like) know that they need
protection. As I have written in Start Your Own Corporation, Run Your Own Corporation, and
Loopholes of Real Estate, among other books, we live in a litigious society. People sue each
other all the time, and you and I are not going to change that system. So, we have to work within
it. The system allows us to set up corporations, limited liability companies (LLCs) and limited
partnerships (LPs), collectively “entities”, for protection. But the system also requires that we
properly maintain those entities for ongoing protection.Which is why the bull’s–eye is always on
your business. If you don’t follow the requirements, the ‘corporate formalities’, a business
claimant can hit the bull’s–eye and pierce through the entity to reach your personal assets. When
the plaintiff hits the bright red center target, which is always there despite all of your best efforts,
they can get at everything you own.Imagine piercing the veil in terms of a very expensive
science fiction movie. On the trillion- dollar space ship there is, incredibly enough, one little
speck of a spot of compromise that, if things cosmically fall into place with the exact shot, can
jeopardize the entire fleet. If the insurgents can somehow, against all odds, hit that well defended
bull’s–eye, the galaxy will be saved.Piercing the veil isn’t that hard on Earth. It happens in almost
50% of cases. People forget the bull’s–eye is always on their business, they forget to follow all



the corporate formalities and then they unforgettably lose everything when the veil is
pierced.Hitting the bull’s–eye and piercing the veil is heavily dependent on the specific facts in
each case. As such, we will be reviewing a number of interesting cases in the field. Since some
who have lost in court would probably rather forget about it, we have somewhat disguised their
names. While the court reports are a matter of public record, we have changed the names out of
courtesy and not any legal obligation. We have also altered the names in the court reporting as
well and hopefully the judges and their clerks will understand our rationale. However, in cases
involving public figures, including US Senator Malcolm Wallop and billionaire George Soros, as
well as those darned Communists, we have used the names of actual parties to better flesh out
the specifics of each case.In most of the cases we have been brief and to the point, as in this is
what the court said and why it’s important. But in a few cases, such as the Compre and Purdom
conflicts in Chapter 20, we have provided the complete procedural history, the back and forth
between attorneys and the court. As you read these cases think of all the attorney’s fees
involved. We’re not mentioning this to boil your blood. Instead, appreciate that when an attorney
takes on a case that goes to court, they now have a duty to their client, you, to fight it the right
way. Everything is public record at this point. And everything can be reviewed for lapses and
error. If your attorney doesn’t properly engage in the procedural back and forth they can be held
liable for legal malpractice, a failure to represent you according to very strict professional
standards. But that duty also makes things pretty expensive. So in reading these cases,
understand the attorney’s fraught position. He or she has a duty to represent you to the fullest
which, with all the required back and forth, is going to cost you alot in fees.At the same time,
consider that the case never arose in the first place. Imagine that all the corporate formalities
were followed (and they’re not hard to follow) and no one is trying to pierce your veil. Imagine
that you did a credit check on a client and decided, given their weak standing, simply not to do
business with them. Many of the cases herein, and out there, with early prudence would never
have landed in an expensive court room. And that’s why we wrote this book. To keep you out of
the financial and very emotional crush of litigation. The bull’s–eye is always there, but you will
now learn how to better defend yourself and, even better, never have a claim brought against
you searching for (and even reaching) your personal assets.Veil piercing, like America itself,
extends all the way back to the American Revolution…Chapter OneThe Most Painful Piercing in
HistoryDecember 1, 1772“I despise my Americans. They won’t pay for a thing!”King George III
was livid. Maintaining his North American colonies cost a fortune. And the beneficiaries of his
magnificence wouldn’t pay a pence for defense.“You have a much better deal with us,” said
Owen Clive, the head of Britain’s East India Company. “You grant us the rights to India, we take
care of all administrative and military costs and you share in the profits.”“No one can know about
that,” said the King.“Of course not, Your Majesty,” said Clive, noting to himself that everyone did.
“What if we worked out a way for our Company to solve your American problem?”George the
Third, thirty-four years old and set on showing the world who was in charge, looked Clive in the
eye. “How?”“In a word: Tea.”“Go on,” said the King.“Tea is expensive in the colonies, with all the



outbound British tariffs. The French, Danes and Dutch get the tea to American smugglers to
avoid your taxes but it still is an expensive commodity. As you know, we now have a huge surplus
of tea here in London.”“Because of your famine.”1“It’s not really our famine,” said Clive, referring
to the 10 million Bengalis who died of starvation in 1770. “You can blame the local landlords if
you please.”“I don’t study mercantile matters,” said the King. “But it seems that losing 10 million
tea drinkers would be bad for business.”“We do have a surplus,” said Clive. “So, what if in your
great way we could sell our tea and put down your Americans at the same time?”“Let me think
about that,” said King George.Clive paused and then said, “I see where you’re going, Your
Majesty.”“You do?”“Yes,” said Clive, “you’re thinking that if we sold our excess tea in America for
a low price and added on a small tax, we could gain the upper hand.”“Yes,” said the King. “I was
thinking that. Please explain it further.”“The Americans hate it when we tax them at home. But
they like their tea. So, we have a very small tax on the tea that’s sold in America. The tea is sold
at a discount so we gain control of the market. We get the Americans used to paying local taxes
and gradually raise them. The East India Company, like we’ve done in India, in due course takes
over the American economy.”“And I get a share of that,” said the King.“Of course, you do,” said
Clive. “You keep the taxes and get a share of East India’s profits.”“The Americans have been
short changing my revenues for too long. They’re all a bunch of criminals.”“Yes, Your Majesty,”
said Clive. “Granted you have been saving the government a lot of money by emptying out the
prisons here and sending all the felons to Baltimore.”“Yes,” said the King blithely. “What better
way to harass the Catholics?”“However, the highway men have now spread throughout the
colonies. Felons are everywhere in America.”“Everyone knows it’s part penal colony,” said the
King dismissively. He then paused. “But you’re right. All those wretched smugglers have reduced
my tariff take.”“And that is the beauty of your plan, Your Majesty. The low prices will put all the
smugglers out of business.”The King smiled. “You know, we prohibit 26 types of commercial
activities in the colonies.”“I know, Your Majesty. The London merchants love your restrictions on
American manufacturing. What if the East India Company controlled those industries within
America? Just like we do in India.”“A fortune,” said the King. “An absolute fortune! I’d have serfs
again! Vassal serfs I can tax to the hilt.” The King looked at Clive. “But no one can know about
this. I can’t lose a thing in this grab.”“Certainly not,” said Clive. “The East India Company is a
chartered corporation. Your liability is limited to your investment, which is minimal. And if the
company ever gets in trouble—”“Which it does every decade,” said the King.“Now and then,”
said Clive. “But if it does you are personally protected by the corporate veil. No one would dare
pierce the veil to get at the King’s assets.”“I’ve got the finest military on earth to prevent that.”“You
certainly do,” said Clive. “You’ve done a wonderful job at that.”“Thank you,” said the King.“Shall
we get started?” said Clive.“Make it so,” said King George the Third.June 4, 1773Benjamin
Franklin was in London attending Parliament as an American observer. Noting that the large duty
on East India Company tea would be removed in Britain and a small duty would be imposed in
America, Franklin wrote:…The ‘wise’ scheme is, to take off so much duty here as will make tea
cheaper in America than foreigners can supply us and to confine the duty there, (in America) to



keep up the exercise of the right. They have no idea, that any people can act from any other
principle but that of self-interest; and they believe that 3d. on a pound of tea, of which one does
not drink perhaps ten pounds in a year, is sufficient to overcome all the patriotism of an
American.2Soon, letters and handbills in opposition circulated the colonies. In town meetings
citizens declared that the duty, however small, established a local taxing power and affixed the
badge of slavery. In New York, ‘The Alarm No. 1’ handbill warned of the East India Company’s
monopoly power in India being injected into America.3In Philadelphia a handbill was addressed
to “Tradesmen and Mechanics of Pennsylvania.” It described the East India Company’s “career
of bloodshed and plunder in India and predicted an unhappy fate for America if the greedy
corporation was allowed to obtain a foothold.”4The opposition grew. “The idea that there was a
deep-laid plot against America is pushed to its fullest extent in one of Hamilton’s productions.
The present minister in conjunction with a mercenary tribe of merchants, attempted to effect by
stratagem, what could not be done by an open undisguised manner of proceeding. His
emissaries, everywhere, were set to work. They endeavored by every possible device to allure
us into the snare. The act, passed for the purpose, was misrepresented; and we were assured,
with all the parade of pretended patriotism, that our liberties were in no danger. The advantage
we should receive from the probable cheapness of English tea was played off with every
exaggeration of falsehood, and specious declamations on the criminality of illicit trade served as
a gilding for the whole.”5Voices were united in opposition to the East India Company. Protestors
argued that the East India Company and King George were alter egos of each other, that they
were one in the same and united in tyranny.At loud and vocal gatherings, potential agents for the
East India Company in Philadelphia and New York were warned not to take the tea. Under
pressure, the agents resigned and the ships, without unloading the tea, were sent back to
Britain.In Charleston, the tea was unloaded but no one would purchase it. The tea finally
spoiled.In Boston the agents didn’t resign and the tea was brought into port. On December 16,
1773 the Boston Tea Party erupted. The entire shipment of East India Company tea was thrown
overboard and destroyed in the sea water. The British responded harshly to this act of rebellion
and the American Revolution was on.September 5, 1783King George III was livid. “We just
signed the Treaty of Paris with those bloody Americans. They gained their independence from
me!”“Yes, Your Majesty,” said Clive.“You said the East India Company’s corporate veil would
protect me!”“Right,” said Clive, “that’s right. But sometimes, well, the veil is pierced—”“Veils are
pierced when your Company crosses the line!” yelled the King. “Now I have to find a new penal
colony.”“We have some ideas for that,” said Clive. “We’ve sighted a large island in the South
Seas-”“Not so fast,” said the King. “Back to this: The Americans pierced through your Company
and took my assets.”“Your assets, sir?”“They’re gone! My dominion of one million square miles of
land, buildings and improvements. All lost! Those criminals took all my North American real
estate.”“You still have Canada, Your Majesty.”“Like that’s any consolation.” The King glared at the
CEO. “How do you explain what happened?”Clive was silent for a moment. “I suppose
Americans don’t like large corporations.”“No,” said the King. “Americans don’t like large



corporations manipulating their affairs.”The greatest piercing in history – King George III’s loss of
the American colonies – provides lessons for all owners of corporations and LLCs. The rules of
good governance must be followed to protect a corporate veil. A company must not act as a
mere extension of its owners. The organization, dare we say, must be independent.In the pages
ahead we will discuss how you can master this key business strategy – maintaining a strong
corporate veil so that your personal assets stay protected. We shall not forget that the bull’s–eye
is always on your business and asset holdings, and that constant vigilance is required to stay
protected in our highly litigious society.Chapter TwoThey Can’t Take My Assets, Can They?You
dreamed of running your own business — and now you do.You purchased a small home and
turned it into a rental property. You appreciate that renting out real estate does constitute a
business and you’ve got a couple of successful years under your belt. You’re feeling
confident.From the beginning, you tried to do everything right.You created a single-member
limited liability company, Great Expectations, LLC, to protect your personal assets. You printed
up business cards but left off the “LLC” at the end of your business name because that sounded
too officious. You opened a business checking account and obtained an Employer Identification
Number, which you need to file your taxes and hire employees.Your cash flow isn’t always as
high as you would like, so you often use your personal account to cover the bills. You’re
supposed to file a state annual report on your LLC, but you have been too busy to do that. No
one reads that stuff anyway, you reason. The most important thing is that you’re paying the bills
and earning equity on your property. Your financial situation is improving.But then disaster
strikes.A woman named Amelia trips on a crack in the sidewalk leading to your property and
breaks her back. She files a personal injury lawsuit against you and your LLC. You feel empathy
for Amelia, but you don’t feel responsible for her injury.The court disagrees and grants $2 million
in damages to Amelia. You only have $300,000 in liability insurance. Your LLC must file for
bankruptcy.But you feel safe because you created Great Expectations, LLC. Injured Amelia can
take the equity in your rental property but not the money in your personal bank accounts, or in
your home, car or other possessions. After all, that’s why you created an LLC — to protect your
personal assets. Right?But Amelia’s attorney files a motion with the court aiming at your bull’s–
eye and seeking to invalidate your veil. You’re confused. You thought the veil always protected
your personal assets.Your attorney clarifies the situation by drawing out two charts:In the first
example the corporate formalities have been followed and the veil is strong, protecting your
personal assets from business attacks. However, in the second chart, the formalities are lacking,
resulting in the great misfortune of personal liability.This can’t happen, you argue.Your attorney
sets you straight. It can and it does.In fact, nearly half of all veil-piercing lawsuits filed against
small corporations and LLCs (three members or less) are successful, which means your
creditors can go after your personal assets. In almost all of those cases, the owner of the LLC
failed to follow some simple rules for governing the business and engaged in misleading activity
to avoid paying debts. The rules include, but are not limited to, the following:Never mix personal
and business monies.Always file paperwork required by state or federal law.Conduct an annual



meeting at least once a year.Always use or include the “LLC”, “LP” or “Inc.” when referring to your
company.Never engage in fraudulent or illegal activities.You didn’t violate No. 5. You’re a good,
honest person.But your rental investment business didn’t follow the first four rules, and fraud is
not a necessary condition in tort cases, such as the liability case mentioned above.Violating the
other four rules doesn’t mean a court of law will automatically pierce your business’s veil. But the
more rules you break, the greater the likelihood your LLC won’t be able to protect your personal
assets. When there is no distinction between you and your business, your business is said to be
your alter ego. When the distinction between you and your business blurs, there may be no
protection for your personal assets. Your veil will have failed.Many business people who create
LLCs or other closely held (small, privately owned) companies are unfamiliar with these rules.
Some have not even heard of the phrase, “piercing the veil.”But, as in our sci-fi movie example,
when your insurgent claimant hits that bull’s–eye all sorts of calamity can arise within your own
personal galaxy.As a business person, you must protect your veil. Not only for yourself but for
your other partners and family members. Mistakes on your part can harm others.The purpose of
this book is to teach you how to avoid this harm. The bull’s–eye is always there. Fortunately,
protecting your veil does not involve a lot of work or cost a lot of money. A couple of hours
reading this book should give you everything you need and, if you need more, consult with an
attorney. Please know that we will often use the term ‘corporation’ in a way that collectively refers
to all entities, be they corporations, LLCs or Limited Partnerships. All three entities can have their
veils pierced.In this chapter we will further define the concepts “corporation” and “corporate veil”
and provide some background about piercing.Although the main focus of this book is on
showing you how to protect your company, you also may benefit from piercing if you need to
collect a debt from another closely held company. You may want to target their bull’s–eye, and
pierce their veil to obtain payment. And, if an individual owes you money and owns a closely
held business, you can, under some circumstances, file a claim for reverse piercing, which
means you can force their company to pay the individual’s debt. We will cover reverse piercing in
Chapter 17.What Is a Corporation?The term “corporate” comes from the Latin word corporatus,
which means “to form into a body.” Some histories credit Plutarch Numa Pompilius, the second
King of Rome, who ruled from 715- 633 B.C., with inventing both the corporate form of
organization and the doctrine of limited liability. (You knew it would be the Romans.) The king
appears to have originated the idea of separating the individual from the organization. During his
reign, schools of learning, religious organizations, and artisan groups all had de facto limited
liability. In other words, the teachers, priests and artisans that occupied these societies enjoyed
immunity from creditors — and the organization, not its members, was responsible for its
debts.Many years later Rome created a mechanism for protecting some of its citizens from debt
collectors. It was called a perculium. A wealthy owner, for example, could set aside some money
or property to be used to purchase goods or services and give one of his servants control over
the capital. If debts exceeded the capital, the debtor could not seek payment from the servant’s
owner.Various forms of limited liability also were extended to public works projects to fund the



building of bridges, ports or viaducts. Usually, the state or monarch would grant investors
sovereign immunity (limited liability) until the project or funding was completed.But the doctrine
of limited liability had limited influence on the economies of Europe until the Middle Ages, when
international shipping grew rapidly in response to increasing population and trade. From the year
1000 to 1500, the population of Europe nearly doubled, going from 57 million to 91 million.
Demand for imported goods and raw materials soared, which in turn required more capital to
build ships and fund expeditions.To generate capital, a new type of contract was created: The
Commenda. A passive investor known as a commendator would provide capital to a tractator,
who hired a captain and a crew for a sea voyage to a foreign land or port to forage or negotiate
for goods and raw materials. When the ship returned, the profits were divided up according to an
agreed upon ratio. This arrangement is similar to today’s limited partnership. Limited liability was
extended to commendators, who, like limited partners, had little control over the venture. The
tractator, with all the power, acted as the general partner.Reducing the risk to the investor also
meant reducing the cost of the capital to the tractator, which in turn stimulated even more
trade.Back to defining a corporation. For our purposes, a corporation is an association of
individuals, empowered by law, that exists independent of its members and is endowed with
various legal rights, duties and privileges. A corporation has the legal right to sue, a duty to keep
formal records of its business, and the privilege of offering its owners or shareholders limited
liability (with some exceptions, of course).For-profit joint-stock companies first appeared in
England in the 16th century. Limited liability was not a feature. Instead, the big advantage of a
joint-stock company was that ownership could be easily transferred between people through the
sale of stock. The British Crown granted these companies monopolies for shipping goods
between ports in Europe, Africa, India, Asia and Colonial America. The notorious East India
Company, created in 1600 by royal decree, became the world’s most powerful (and detested)
joint-stock company, eventually ruling a fifth of the world’s population with its own army of a
quarter of a million soldiers.In 1612, the Dutch East India Company became the first for-profit
organization to offer limited liability to its shareholders. But the idea took some time to catch on
in the United Kingdom and the United States, even though it was a very effective way of
accumulating capital for investment.In America before the revolution, resentment against British
rule was increasing in part because the corporations that ran the original colonies were mostly
fiscally repressive. They would ship raw materials from America to Britain, use them to
manufacture finished goods, which were then shipped back to America and sold at extremely
high prices. Certain manufacturing activities were prohibited in America, richly benefiting British
business owners even more.In 1776, when the Declaration of Independence was signed,
English scholar Adam Smith published Wealth of Nations, which argued that competition was
the key to keeping greed in check. Smith, though, was no advocate of large-scale corporations,
because he believed they hindered competition: “The pretense that corporations are necessary
to the better government of the trade is without foundation.”After independence, many American
communities created corporations to raise money (sometimes through lotteries) for public works



projects, such as digging canals and building bridges. Their charters ended when the project
was completed or paid off.In Britain, however, the East India Company carried on. By the 1700s
British consumers discovered desirable Chinese luxury items, such as silks, porcelains and
teas. The market for Chinese imports accelerated. But the Qing dynasty ruling China didn’t want
British manufactured goods in return. Without an exchange in trade the British had to pay the
Qing in cash – specifically, silver. Soon there was a large trade imbalance the Brits were keen to
avoid. How could they turn things around?In a word: Opium.The East India Company, as we’ve
discussed, controlled India and had their own military forces to maintain their order. The
Company grew poppies in Bengal, and the opium from their Indian poppies was much stronger
than the Chinese version. While opium was illegal in China it was an acceptable exchange for
local Chinese traders. In this way the East India Company traded opium for fine Chinese luxury
items. Soon the balance of trade was equaled and then solidly in Britain’s favor. However, a very
big problem became clear. By the 1830’s over 80% of all young males along China’s east coast
were opium addicts. Losing out on the Americans’ unwillingness to pay a tea tax fifty years
earlier was a big setback for the East India Company. But now they had millions of Chinese
hooked on their opium. It was a bonanza and the East India Company was not going to give up
the huge profits.By 1839, the Chinese had had enough of Britain’s illegal drug smuggling. The
youth of their nation were being sucked into a gutter of opium dependency. The emperor
appointed a new governor for Guangzhou, Lin Zexu, to deal sternly with Britain’s East India
Company and other smugglers. Lin confiscated 42,000 opium pipes and 3 million pounds of
opium worth a fortune from British smugglers. In an act eerily similar to the Boston Tea Party, he
ordered the opium placed in trenches and drenched in sea water to destroy the valuable
commodity.Once again, the East India Company and the British government reacted harshly
and the First Opium War (1839-42) was fought. The British easily defeated Chinese forces and
as spoils received Hong Kong island and the right to addict millions more Chinese on their
powerful Indian-grown opium.At the same time, the East India Company was not gaining in
popularity in India, which they governed under the guise of British rule. The Indian Rebellion of
1857 resulted in widespread losses as locals fought the Company’s rigid colonial governance.
The carnage was not pretty.At this point, the British Crown had had enough of a private company
getting its government into wars. In 1858, the British Government nationalized the East India
Company and took over all of its possessions and military forces. The Company was finally
dissolved sixteen years later with a final dividend payment to its owners. As the Times of London
wrote of the East India Company on April 8, 1873: “It accomplished a work such as in the whole
history of the human race no other trading company ever attempted, and such as none, surely, is
likely to attempt in the years to come.”It will be interesting to see if our giant tech companies can
equal or exceed the East India Company’s audacious societal control.As part of the East India
Company reform, Britain allowed its citizens to create limited liability entities without the need to
obtain formal government permission. In the United States, certain states introduced these
reforms even earlier. The state of New York was the earliest adopter of protective corporate laws,



and their economy boomed. Other states took notice and followed suit.It is interesting to note
that in the United States, corporations are chartered through each of the 50 states, not the
federal government. In most countries around the world, national governments regulate the
creation and operation of corporations and LLCs. However, after the Revolution, many of the
framers of the Constitution wanted to keep a closer, more local check on corporations and so
that power was given to each state. As well, at the start of the republic, the framers did not want
to grant constitutional protections to corporations.They had just defeated Britian’s nefarious East
India Company. Why give large corporations any protection at all? So, as an example, the 4th
Amendment prohibits unreasonable searches and seizures against persons. Corporations were
not mentioned. Likewise, the 14th Amendment ratified in 1868, dictated that “No state shall
deprive any person of life, liberty or property.” Corporations were left out again.However,
corporations grew in power and in 1886 the U.S. Supreme Court recognized the corporation as a
“natural person” for purposes of the 14th Amendment. 6That decision laid the foundation for the
2010 U.S. Supreme Court decision in Citizens United v. Federal Election Commission7 which
held that the First Amendment prohibits the government from restricting independent
expenditures for political communications by corporations, including for-profit and nonprofit
corporations.But the original effects of the American Revolution are still felt and the good thing
about each of the 50 states having their own corporate law is that some states compete against
each other to have the most favorable law. Wyoming, Nevada and Delaware are at the forefront
of this competition, which works to all of our benefit.While each country has their own specific
rules on the limits of corporate power, corporations everywhere share three common
elements.Three Elements of CorporationsThe three elements are: (1) corporate separateness,
(2) entity shielding, and (3) limited liability.1. Corporate SeparatenessWhen people form a
corporation, they create a new legal identity separate from themselves and other identities in
society. Corporate entities are “legal persons.” While they don’t breathe or take a walk around the
block, they do have the legal capacity to conduct business operations and enter into contracts.
People create them to facilitate the production of goods and services or achieve other goals,
and to protect individuals from claims against the business. People create them for the veil of
protection.A good example of corporate separateness is illustrated by an incident in 1908 when
a developer tried to keep blacks and people of color from buying lots in his Virginia development.
Each deed contained a covenant preventing persons of African descent or colored persons from
taking title to the lots. To challenge this discrimination, a group of black people created a
corporation and purchased some of the lots. A white landowner near the purchased property
filed a lawsuit to have the sales canceled. But the court ruled in favor of the corporation, pointing
out that it was a legal personality separate, apart and distinct from its stockholders and,
consequently, the covenant was not breached.8 Despite what some say, not every corporation is
evil.Large corporations are complex organizations, or bureaucracies, that usually contain a
hierarchy of authority, a division of labor, rationality in decision-making (finding the most efficient
means to achieve a goal), and lots of written (formal) rules to regulate and control behavior.



Although people frequently complain about bureaucratic “red tape,” corporations are often the
most efficient way to manage large numbers of people.2. Entity ShieldingThe second corporate
element is entity shielding, which means the assets of the corporation are separate from the
assets of the individual investors, owners or managers. A creditor seeking payment on a debt
from a shareholder cannot force the corporation to pay the debt, as long as the two entities are
separate. The reverse also is true: A shareholder normally cannot be forced to pay the debt of a
corporation. (Unless they personally guaranteed the debt.)Individual assets are to be used for
individual purposes, and corporate assets for corporate purposes. As noted earlier though,
when these assets become blended, the potential for veil-piercing increases.3. Limited
LiabilityThe third element is the doctrine of limited liability, which protects shareholders from
liabilities created by the corporation. Voluntary creditors (such as lenders) and involuntary
creditors (such as victims of corporate fraud schemes) can obtain compensation only from the
corporation, not from its shareholders or owners. (Again, unless a personal guarantee is
signed.)In the case of a large corporation, the doctrine of limited liability is easy to justify, as
shareholders, who often have little knowledge of the day-to-day operations of the company,
should not be held culpable for the actions of managers who make bad financial decisions or
engage in illegal or unethical behavior.Limited liability is more difficult to justify, however, when it
comes to small corporations, because the shareholder or owner is also managing the
corporation. In fact, some people create LLCs with the intention of committing fraudulent actions.
They often assume their personal assets are protected. But veil piercing is designed in part to
provide a remedy for such illegal behaviors.Types of Protective EntitiesStatutory law varies from
nation to nation and, in the United States, from state to state, but American entities come in five
main types:1. C CorporationThis form refers to businesses that, under federal law, are taxed
separately from their owners. Most large businesses are C corporations, which have no limits on
the number of shareholders or the types of shareholders (i.e., trusts or other entities.) In general,
profits of C corporations are taxed once at the corporate level and then if the remaining funds
are distributed to the shareholders, they are taxed again. Hence, the double taxation of the C
corporation. Please note that salaries and bonuses are generally a pre-tax expense to the
corporate employer.2. S CorporationThis form of business passes corporate income, losses,
deductions and credits through to their shareholders. This means income is taxed only at the
shareholder level and not at the corporate level. In order to qualify as a S corporation, a business
must have only one class of stock and no more than 100 shareholders, who must all be U.S.
citizens or resident aliens.3. Limited Liability Company (LLC)An LLC blends elements of
corporations and partnerships. Like the C and S corporation, it provides limited liability to its
owners, and like an S corporation and a partnership, its profits are taxed as they pass through to
the owners. Single-owner (or single-member) LLCs work the same way.4. Limited Partnership
(LP)The limited partnership is a useful entity in certain circumstances, including estate planning.
The general partner (GP) has absolute control and the limited partners are limited in their
management activities. The GP, if consisting of individuals, is personally responsible for any



claims. So, to encapsulate that unlimited GP liability into a limited liability entity, an LLC or
corporation is formed to be the GP. As such, you need to form two entities for full LP protection.5.
Nonprofit OrganizationUnlike a for-profit corporation, a nonprofit organization uses surplus
revenues to achieve its beneficial goals rather than distributing them as profits. Employees who
receive a salary from the nonprofit organization pay taxes on those earnings, of course.I should
note here that there are other forms of business, such as the sole proprietorship and general
partnership. The doctrine of limited liability does not apply to the single owner of a sole
proprietorship or to the general partner in a partnership. Many people start out this way because
it is an easy and cheap way to operate. No extra filings with the state are needed. However,
when they are sued, they learn the hard way that all of their personal assets are exposed to the
claim.What Is the Corporate Veil?The word “veil” can be used as a noun or a verb. As a noun, as
mentioned, it conjures up images of a piece of clothing worn by women to protect or conceal
their faces. As a verb, it means to cover: “She veiled her face.”The use of the word “veil” is a
fitting metaphor. As a legal concept, it separates the corporate form of organization from the
personalities (and personal assets) of its shareholders or investors. But like most decorative
veils, the corporate ones are not bullet proof. It isn’t that hard to get behind them.And yet, most
large public corporations do stay protected. Lawsuits rarely ever pierce (or lift) their veils. First of
all, most large companies have the resources to pay off any claim, so a piercing is not needed.
Secondly, even if top management engages in illegal activities, passive shareholders who have
no knowledge of such activities will not be held personally liable for management’s actions. If the
corporation goes under the investors lose their investment, but nothing else.However, blanket
protection does not apply to smaller corporations, usually those with less than 30 shareholders
or investors. Single-member or small LLCs are the most vulnerable. Their veils are pierced more
often than their larger counterparts. In fact, the percentage of piercings generally decreases as
the size of the organization increases, perhaps because, as sociologists have discovered, the
more owners or members in a business or organization, the more internal scrutiny there will be
of illegal or unethical behavior. If you run a company by yourself you may have no one to check
you, which is when having a good attorney and CPA on your team becomes important. Listen
when they say: Don’t do that.
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