Walkovszky  v. Carlton 1966.

The facts: Plaintiff was injured by a taxi in NYC owned by the defendant- Seon Cab Corp. Carlton, is the stockholder of 10 corporations, each of which owns 2 cabs and only the minimum of insurance. Although the corporations are supposed to be separate entities, they work as a single unit. The plaintiff claims that all the stockholders are personally liable since the structure of the corporations is meant to defraud the public injured by the cabs. 

Fuld: The law permits incorporation in order to avoid personal liability. But this right is not without limits. The courts will pierce the corporate veil whenever necessary in order to prevent fraud or inequity. In determining whether to lift the veil we are guided by “general rules of agency.” Whenever a person uses the corporation to further his own interests as opposed to those of the corporation, he will be liable for the corporation’s acts. [2] This liability is not just for the corporation’s dealings, but also for its negligence. 

In a similar case it was proved that operating companies were only for the purpose of allowing the defendant without the weight of the financial responsibilities and other liabilities. But asserting that a corporation is part of a larger corporation that runs the business is different than claiming that the corporation is a “dummy” for individual stockholder who are doing it for personal gain as opposed to the companies well being. Both situations justify lifting the corporate veil, but they have different results. In the first, only the corporation is responsible. In the second, the stockholders may be personally responsible. [3]

If the separate corporations were undercapitalized and the assets intermingled, and personal funds were being shuttled in and out of the corporations without formality and to suit the immediate convenience of the stockholders, then such a perversion of corporations would justify personal liability on the stockholders. [4]

A corporation is not illicit or fraudulent because it consists of other corporations. [5]

Keating: The corporations were intentionally undercapitalized for the purpose of avoiding liability. Income was drained from the corporations continuously for that same purpose. Keating does not believe that the privilege of limited liability through the use of the corporate device can be abused no matter what the cost to the public. If a corporation exists without sufficient capital to pay its debts, it is inequitable that the shareholders should sustain such an organization only to escape personal liability. Attempting to do business without financial coverage is an abuse of the separate entity and will not exempt the shareholders from personal liability. The policy of the law is that shareholders should, in good faith, have enough capital in the business to secure the corporation. Otherwise grounds exist for denying the separate entity privilege. [5]

The equitable owners of a corporation are personally liable when they treat the company’s assets as their own and add or withdraw capital at will, or when they provide inadequate capital and actively participate in the corporation’s affairs. 

The sacrifice of limited liability happens when public policy must be defended or upheld. Fraud is part of this exception. Obvious inadequacy of capital is also considered to be a reason to deny the defense of limited liability. [6]

When the corporate income is not sufficient to cover unexpected liabilities or extraordinary bad times obviously the shareholders will not be held liable. However they will be when the corporation was designed solely to abuse the corporate privilege at the expense of public interest. [8].

