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A Review of Piercing the Veil Cases in Arkansas

I. What Does it Mean to “Pierce the 
Veil”

Piercing the veil is an equitable doctrine 
developed at common law, which under certain 
circumstances allows a court to order that the 
separate legal existence of a business entity 
be disregarded. Originally, the doctrine was 
designed to allow creditors and other claim-
ants to recover against the shareholders of a 
corporation, despite the usual rule that share-
holders have no personal liability for debts of 
the corporation. Early cases held that piercing 
was available only if “the privilege of trans-
acting business had been illegally abused to 
the injury of a third party.”1 This evolved over 
time so that, in very general terms, the mod-
ern rule seems to be predicated on the notion 

that if certain owners of a business fail to re-
spect the separate existence of that business, 
third parties (and sometimes even insiders) 
need not recognize the business either. The 
language of these opinions often asks whether 
the corporation was “a mere instrumentality 
of the principals,”2 or whether the corporation 
was no more than the “alter ego” of the person 
against whom recovery is sought.3 In recent 
years, this doctrine has been applied to other 
limited liability enterprises, so it is no longer 
accurate to speak solely in terms of piercing 
the “corporate” veil.4 The veil of limited liabil-
ity can be pierced, when it is appropriate to do 
so, for entities such as the LLC as well.

Before turning to the specifics of when it 
might be appropriate to pierce the veil, some 
general observations may be helpful. First, 

1. E.g., Rounds & Porter Lumber Co. v. Burns, 216 Ark. 288, 290, 225 S.W.2d 1, 2-3 (1949). For a more detailed con-
sideration of the history of piercing in Arkansas, the opinion in Winchel v. Craig, 55 Ark. App. 373, 380-82, 934 S.W.2d 
946, 950-51 (1996), traces the progression of the doctrine in Arkansas through 1996. 

2. In re Ozark Rest. Equip. Co., Inc., 816 F.2d 1222, 1224 (8th Cir. 1987).

3. For example, consider the discussion of the alter ego analysis in Winchel v. Craig, 55 Ark. App. 373, 380; 934 
S.W.2d 946, 950 (Ark. App. 19960), citing Humphries v. Bray, 271 Ark. 962, 611 S.W.2d 791 (1981).

4. For example, in Anderson v. Stewart, 366 Ark. 203, 234 S.W.3d 295 (2006), the court expressly held that piercing 
could apply to LLCs.
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although the vast majority of piercing cases 
(in Arkansas and elsewhere) still involve cor-
porations, there are enough opinions deal-
ing with other forms of enterprise, and those 
opinions are consistent enough, to be reason-
ably confident that the general principles of 
piercing apply to more than just the corpo-
ration. Second, there has never been a suc-
cessful piercing case involving a publicly held 
enterprise; all of the piercing cases talk about 
closely held businesses, and usually a very 
small number of active owners (often a single 
owner) are being pursued. Third, the doctrine 
of piercing can also be used to collapse relat-
ed corporations and disregard the separate 
existence of parent and subsidiaries or even 
sister corporations (this is sometimes called 
triangular piercing). Fourth, reverse pierc-
ing is also theoretically possible, where the 
separate existence of the corporation or other 
enterprise is to be disregarded in order to en-
able an owner’s creditors to recover against 
enterprise assets or even to allow insiders to 
disregard the entity’s existence in a legal pro-
ceeding. Only in the case of reverse piercing 
do you see attempts by insiders to disregard 
the entity’s separate existence; traditional 
piercing was generally limited to outsiders. 
Thus, a corporate shareholder or director 
cannot normally pierce the veil of his or her 
corporation in order to have the courts disre-

gard its legal existence, unless the doctrine of 
reverse piercing is invoked. Presumably, the 
same limitations would apply to members or 
managers of an LLC, or partners in an LLP, 
limited partnership, or LLLP.

It is also worth emphasizing that pierc-
ing is not the only circumstance under which 
the owner of a limited liability business such 
as a corporation, LLC, LLP, limited partner-
ship (as to limited partners) or LLLP might 
wind up being liable for a business debt. In 
addition to being liable if the veil of limited 
liability is disregarded, business owners are 
also liable for their promised contributions 
(provided that the promise to make the con-
tribution is otherwise enforceable). Similarly, 
owners can be liable if they guarantee a debt 
of the business. Finally, owners are liable for 
their own conduct, and their status as owner 
in a limited liability business will not shield 
their personal assets from liability arising 
out of their own misconduct.5 For example, if 
they act as agents of the business and in the 
course of so acting, they commit a tort, they 
will be personally liable for any damage they 
inflict. The business may also be liable, for 
example under the doctrine of respondeat su-
perior,6 but the fact that the individual actors 
are corporate shareholders or LLC members 
will not insulate them from responsibility 
for their own malfeasance. Alternatively, if 

5. See Scott v. Central Arkansas Nursing Centers, Inc., 101 Ark. App. 424, 434, 278 S.W.3d 587, 595-96 (2008), not-
ing that while shareholders are “not ordinarily liable for the acts of their corporation or LLC,” they “may be liable for 
their own acts or conduct.”

6. The current Restatement of Agency specifies that “[a]n employer is subject to liability for torts committed by em-
ployees while acting within the scope of their employment.” Rest (3rd) Agency § 2.04. “Employer” and “employee” are 
terms of art, designed to replace the old fashioned language of “master and servant” that was found in earlier restate-
ments of the law.
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7. See, e.g., Oliver v. Eureka Springs Sales Co., 222 Ark. 94, 95, 257 S.W.2d 367, 368 (1953), applying the doctrine 
but using the phrase “partially identified principal,” which was the language of the earlier restatements rather than 
the current Restatement (3rd) of Agency. In Beech v. Crawford, Not Reported in S.W.3d, 1999 WL 1031310 (Ark. App. 
1999), the Arkansas Court of Appeals applied these principles without referring to the restatement or its terminology. 
The court stated: “It is the agent’s duty to disclose his capacity as agent of a corporation if he is to escape personal li-
ability for contracts made by him, and the agent bears the burden of proving that he was acting in his corporate, rather 
than individual, capacity.” Id., citing 19 C.J.S. Corporations § 540 (1990). Liability was imposed because there was no 
evidence showing that the agent told the third party “that he was contracting on behalf of the corporation.”

8. Frank Easterbrook and Daniel Fischel declared in the mid-1980s that veil piercing “[s]eems to happen freakishly. 
Like lightning, it is rare, severe, and unprincipled.” Frank H. Easterbrook & Daniel R. Fischel, Limited Liability and 
the Corporation, 52 u. chi. l. rev. 89, 89 (1985). Stephen Bainbridge once complained that its use is “rare, unprin-
cipled, and arbitrary,” and completely lacking in “bright-line rules for deciding when courts will pierce the corporate 
veil.” Stephen M. Bainbridge, Abolishing Veil Piercing, 26 J. corp. l. 479, 535, 513 (2001).

9. Robert B. Thompson, Piercing the Corporate Veil: An Empirical Study, 76 cornell l. rev. 1036, 1063 (1991).

they act as agents for the business and fail 
to fully disclose the existence and identity of 
the principal, they can be liable as agents for 
an unidentified principal under traditional 
agency law rules.7

The remainder of this note will provide a 
little more detail about the current rules ap-
plicable to traditional piercing in the corpo-
rate context (whether to hold shareholders or 
related corporations liable), piercing the veil 
as to other forms of enterprise, and finally, 
the doctrine of reverse piercing in Arkansas.

II. Traditional Piercing of the Corpo-
rate Veil

As alluded to in the introductory section of 
this note, piercing the veil is a judicially-cre-
ated and defined doctrine that allows courts 
to disregard statutorily authorized limited 
liability in business enterprises in order to 
allow persons who are ostensibly creditors 
of the business to access assets of owners or 
sometimes related entities. Originally devel-
oped and applied in the corporate context, 
the rule allowed courts to pierce the veil of 
limited liability traditionally available to cor-
porate shareholders when the shareholders 
themselves failed to respect the enterprise 

as a distinct legal entity. The test for pierc-
ing in a corporate context has been formu-
lated in a wide variety of ways, often asking 
whether the business is so controlled by its 
owners that it has become the mere alter ego 
or instrumentality of the owners. Of course 
those labels do not, in and of themselves, do 
much to help one understand when the “cor-
porate facade” is likely to be disregarded by 
the courts.

Unfortunately, it has always been ex-
tremely difficult (some would say impossible) 
to articulate an accurate and predictive test 
for when the veil of limited liability will be 
pierced.8 We are left with the task of search-
ing through cases to see how similar situa-
tions have been handled in the past, and this 
task is hampered by the facts that many of 
the written opinions offer only conclusory ob-
servations rather than a helpful recital of the 
actual facts.

Commentators have been very active in 
this area, attempting to analyze and dis-
sect the existing case law. One of the most 
influential and frequently cited articles was 
published by Professor Robert Thompson in 
1991, after an exhaustive review of more than 
1600 reported piercing decisions.9 Professor 
Thompson listed the following factors as being 
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10. Id. Two good, albeit older, articles with a listing of factors in other kinds of piercing cases (i.e., not necessar-
ily involving parent-subsidiaries) are Cathy S. Krendl & James R. Krendl, Piercing the Corporate Veil: Focusing the 
Inquiry, 55 Denv. u. l. rev. 1, 16-17 (1978); and David H. Barber, Piercing the Corporate Veil, 17 willaMette l. rev. 
371, 374-75 (1980).

11. FreDerick J. powell, parent anD subsiDiary corporations § 6 (1931).

12. Id. For a more recent consideration of piercing particularly in the context of parent-subsidiaries, see John H. 
Matheson, The Modern Law of Corporate Groups: an Empirical Study of Piercing the Corporate Veil in the Parent-
subsidiary Context, 87 n.c. l. rev. 1091 (2009).

13. For example, one study found that in 1990 Arkansas courts pierced the veil in nearly 40% of the reported cases 
(or in 9 of the 23 reported cases where piercing was sought). Robert B. Thompson, Piercing the Corporate Veil: An 
Empirical Study, 76 cornell l. rev. 1036, 1039 (1991). A more recent study placed the percent at over 56%. Peter Oh, 
Veil Piercing, 89 tex. l. rev. 81, 115 (2010). Another commentator concluded that while Arkansas generally follows 
traditional rules governing piercing, the rules are applied so that the veil of limited liability has actually been pierced 
more easily here and that “it is particularly dangerous to fail to adhere to corporate formalities in Arkansas.” stephen 
b. presser, piercinG the corporate veil, § 2:4. Arkansas. 

most frequently cited by the courts when they 
were deciding whether to pierce the corporate 
veil: lack of meaningful separation between 
the shareholders and their corporation, com-
mingling of corporate and individual assets, 
inadequate (or grossly inadequate) capital-
ization of the corporation, failure to observe 
corporate formalities, shareholder domina-
tion and control of the corporation, and over-
lap of corporate personnel and management 
(when multiple corporations are involved).10 

The author of an earlier treatise listed 
these eleven factors as being the most impor-
tant in determining whether, in the context 
of subsidiary corporations, the parent had 
improperly dominated the subsidiary so as 
to justify piercing: (1) the parent corporation 
owned all or substantially all of the subsid-
iary’s stock; (2) the parent and subsidiary 
had common directors or officers; (3) the par-
ent financed the operations of subsidiary; (4) 
the parent caused the subsidiary to have been 
incorporated; (5) the subsidiary was grossly 
inadequately capitalized; (6) the parent paid 
the salaries, expenses and losses of the sub-
sidiary; (7) the subsidiary’s assets came solely 
from the parent, and the subsidiary conduct-
ed business only with the parent; (8) the par-
ent’s records referred to the subsidiary as a 
department or division of the parent, and the 
parent’s records reflected the subsidiary’s 

business as its own; (9) the parent used the 
property of the subsidiary as its own; (10) 
the directors or executives of the subsidiary 
acted on behalf of the parent rather than in-
dependently in the interest of the subsidiary, 
and (11) corporate formalities for the subsid-
iary were not observed.11 The author of that 
treatise also suggested that it was necessary 
to show some sort of impropriety in order to 
justify piercing, and listed these seven pos-
sibilities as bases for demonstrating such 
wrong-doing: (1) actual fraud; (2) violation of 
a statute; (3) stripping the subsidiary of its 
assets; (4) misrepresentation; (5) estoppel; 
(6) torts; or (7) other cases of wrong or injus-
tice.12 

There are a number of piercing cases in 
Arkansas. Most of them have involved situ-
ations where a third party sought to pierce 
the veil of a corporation to reach assets of ei-
ther individuals or distinct corporate entities, 
generally on the theory that as a result of the 
shareholder’s control over the corporations 
or the manner of operating the businesses 
in question, the shareholders or related cor-
porations should also be held responsible. 
Arkansas courts typically state that they 
are “quite liberal” in protecting the limited 
liability of corporate shareholders, but com-
mentators do not always agree with this as-
sessment.13
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14. Rounds & Porter Lumber Co. v. Burns, 216 Ark. 288, 290, 225 S.W.2d 1, 2-3 (1949); Neal v. Oliver, 246 Ark. 377, 
391, 438 S.W.2d 313, 320 (1969) (describing piercing as a method of avoiding “putting fiction above right and justice”); 
Banks v. Jones, 239 Ark. 396, 399, 390 S.W.2d 108, 110 (1965) (refusing to pierce because of lack of evidence to sup-
port a finding of illegal abuse of the corporate form to the injury of the appellant); Winchel v. Craig, 55 Ark. App. 373, 
380-82, 934 S.W.2d 946, 950-51 (1996) (tracing the progression of piercing law in Arkansas through 1996).

15. 271 Ark. 962, 611 S.W.2d 791 (Ark. App. 1981). Humphries has been an influential case on Arkansas law with 
regard to piercing. See, e.g., Epps v. Stewart Information Services Corp., 327 F.3d 642, 649 (8th Cir. 2003). 

16. Humphries, 271 Ark. at 965, 611 S.W.2d at 793. 

17. Humphries, 271 Ark. at 966, 611 S.W.2d at 793. 

18. stephen b. presser, piercinG the corporate veil, § 2:4. Arkansas.

19. 268 Ark. 94, 594 S.W.2d 13 (1980).

20. Woodyard, 268 Ark. at 99, 594 S.W.2d at 17 (1980).

Early Arkansas cases suggested that 
piercing should only occur if “the privilege 
of transacting business was illegally abused 
to the injury of a third party.”14 Gradually, 
Arkansas courts began to use other language 
to describe piercing factors. 

Perhaps the most liberal example of 
piercing to date can be found in a 1981 opin-
ion from the Arkansas Court of Appeals, 
Humphries v. Bray.15 In that case, the Court 
of Appeals pierced the veil of limited liabil-
ity to hold a sole shareholder liable under 
the Arkansas Workers Compensation Act, 
apparently without any evidence of illegality 
or wrongdoing on the part of the sole share-
holder. Technically, that Act applies only to 
businesses with five or more employees and 
the corporation in question had fewer em-
ployees. However, the sole shareholder also 
owned and operated two sole proprietorships, 
and if the businesses were considered togeth-
er, there were more than five employees. The 
court found that none of the three businesses 
had more than two employees and that sepa-
rate records were maintained for each of the 
three businesses; in its opinion it cited no 
evidence of any intent to circumvent applica-
tion of the Workers Compensation Act. The 
court did note that one bookkeeper kept ac-
counts for all three businesses, that it was 

sometimes difficult to distinguish between 
the businesses, that the businesses were 
all in the same building with a single sign, 
that the businesses had a shared listing in 
the phone book, that some funds were moved 
between businesses to meet payroll, and that 
employee W-2 forms did not always use the 
correct business names.16 Although the court 
in Humphries cited language to the effect 
that piercing should be applied based on the 
circumstances of each case “when the facts 
warrant its application to prevent an injus-
tice,” it offered no explanation of how piercing 
the veil would in fact “prevent an injustice.” 
Instead, the court merely offered its conclu-
sion that “application [of the doctrine] in the 
instant case was warranted.”17 

One commentator has suggested that the 
result in Humphries “may be to allow pierc-
ing the veil simply on the basis of a failure to 
adhere to corporate formalities, and without 
any evidence whatsoever on the part of the 
sole shareholder of an intent to perpetrate 
an injustice, wrongful act, or fraud.”18 This 
would be consistent with statements made in 
cases like Woodyard v. Ark. Diversified Ins. 
Co.,19 where the court stated that the veil of 
corporate liability could be pierced and the 
corporate form ignored “where fairness de-
mands it.”20
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21. 318 Ark. 457, 885 S.W.2d 863 (1994).

22. Douglass, 318 Ark. at 470, 885 S.W.2d at 870.

23. 366 Ark. 203, 234 S.W.3d 295 (2006). Technically, Anderson involved piercing the veil for a limited liability com-
pany. However, the court relied exclusively on corporate law, did not distinguish between corporations and LLCs, and 
in fact (inaccurately) referred to the LLC as a corporation and its members as “shareholders.”

24. EnviroClean, Inc. v. Arkansas Pollution Control & Ecology Comm’n, 314 Ark. 98, 858 S.W.2d 116 (1993), and Don 
G. Parker, Inc. v. Point Ferry, Inc., 249 Ark. 764, 461 S.W.2d 587 (1971).

25. Anderson, 366 Ark. at 206, 234 S.W.3d at 298.

26. Id., citing h. Murray claycoMb, arkansas corporations § 3–15 (1991). 

27. Anderson, 366 Ark. at 207, 234 S.W.3d at 298. 

28. 314 Ark. 98, 103, 858 S.W.2d 116, 119 (1993).

29. Id., citing Black and White, Inc. v. Love, 236 Ark. 529, 367 S.W.2d 427 (1963). 

More recently, the Arkansas Supreme 
Court stated in Arkansas Bank & Trust Co. 
v. Douglass,21 that fraud or illegal acts need 
not be alleged; mere allegation of wrongdo-
ing should be enough to pierce.22 The court 
in Douglass ignored the corporate form of a 
subsidiary on the grounds that it was a “mere 
tool” of the parent corporation, after conclud-
ing that there was sufficient evidence that 
the subsidiary had been established to do in-
directly what the parent company could not 
do directly under statute.

On the other hand, there are recent pierc-
ing cases in Arkansas that suggest that fraud, 
illegality, or injustice is an element of piercing 
in Arkansas. Perhaps the leading Arkansas 
case suggesting that fraud or illegality is nec-
essary in order to support an order of piercing 
is Anderson v. Stewart.23 Citing two earlier 
opinions,24 the Arkansas Supreme Court not-
ed that “[i]n special circumstances, the court 
will disregard the corporate facade when the 
corporate form has been illegally abused to 
the injury of a third party.”25 The Anderson 
court then cited a legal treatise listing the fol-
lowing five common grounds for disregarding 
the corporate existence, all of which include 

some sort of fraud or other wrongdoing: 1) the 
corporate form is used to evade the payment 
of income taxes; 2) it is used to hinder, delay, 
and defraud creditors; 3) it is used to evade 
a contract or tort obligation; 4) it is used to 
evade the obligations of a federal or state 
statute; or 5) it is used to perpetrate fraud 
and injustice generally.26 The Anderson court 
also bluntly claimed that “Arkansas cases 
in which the corporate veil has been pierced 
have generally involved some fraud or decep-
tion.”27

One of the cases cited in Anderson, 
EnviroClean, Inc. v. Arkansas Pollution 
Control and Ecology Com’n,28 ordered pierc-
ing on the grounds that there was abuse of 
the corporate facade in order to circumvent 
regulatory limitations on the transfer of cer-
tain facilities. While it did not specifically hold 
that fraud was required, it did cite the same 
language that was relied upon in Anderson, 
to the effect that “in special circumstances 
the court will disregard the corporate facade 
when the form has been illegally abused.”29 

Some opinions from the Arkansas Court 
of Appeals have apparently embraced the 
notion that fraud or illegality should be re-
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30. Bonds v. Hunt, 2010 Ark. App. 415, ____ S.W.3d ____, 2010 WL 1904565 (2010).

31. 80 Ark. App. 362, 363, 96 S.W.3d 734, 736 (2003).

32. 74 Ark. App. 372, 47 S.W.3d 920 (2001).

33. Rush-Bradley v. Van Ore, Not Reported in S.W.3d, 2009 WL 262114 (Ark. App., 2009), citing Quinn-Matchet 
Partners, Inc. v. Parker Corp., 85 Ark. App. 143, 147 S.W.3d 703 (2004).

34. Id., citations to the same supreme court case omitted.

35. Not Reported in S.W.3d, 2009 WL 262114 (Ark. App. 2009).

quired in order to pierce the veil. In a very 
recent opinion the court refused to award 
piercing where there “were no allegations, 
much less evidence, of fraud or other abuse 
of the corporate form.”30 Similarly, in Rhodes 
v. Veith,31 the Arkansas Court of Appeals re-
versed an award of piercing on the basis that 
the trial court had found no fraud, illegality 
or overreaching. The finding that there was 
no “illegal abuse” of the corporate form also 
lead the court to decline to support piercing 
in Dalrymple v. Dalrymple.32

On the other hand, other opinions tend 
to cite both the rules that piercing should be 
available when it is equitable as well as stat-
ing at least a preference for a finding of fraud 
or wrongdoing. In one fairly recent court of 
appeals decision not designated for publica-
tion, the court first acknowledged that the 
Arkansas Supreme Court “has stated that it 
is a nearly universal rule that a corporation 
and its stockholders are separate and distinct 
entities, and the court will only disregard the 
corporate facade when the corporate form has 
been illegally abused to the injury of a third 
party.”33 The court then paid homage to the 
more liberal position, stating that “[t]he con-
ditions under which the corporate entity may 
be disregarded or looked upon as the alter ego 
of the principal stockholder vary according to 
the circumstances of each case. The doctrine 
of piercing the corporate veil is applied when 
the facts warrant its application to prevent 
an injustice.”34 

If, instead of focusing on the general dis-
cussion of whether fraud or illegality is neces-
sary, attention is turned to the actual factors 
that are discussed in the cases, it does ap-
pear that the three most common grounds for 
piercing in Arkansas are significant failure to 
observe formalities, substantial undercapi-
talization of the corporation, and/or evidence 
that respecting the corporate form would al-
low the parties to evade the requirements of 
law. Not all of these factors need to be pres-
ent, and in most cases only one or two of these 
are mentioned or appear to have been a factor 
in the decision.

Failure to observe formalities is men-
tioned in a number of cases as being essential 
in finding that the corporate veil should be 
disregarded. Unreported decisions are sup-
posed to be those that break no new ground, 
and perhaps it is simply that the issue ap-
pears so well settled that the courts of appeal 
believe that they are saying nothing new. 
However, some of the clearest explanations 
of the importance of observing corporate for-
malities can be found in recent opinions not 
designated for publication. In Rush-Bradley v. 
Van Ore,35 the court (after reciting precedent 
to the effect that fraud or illegality should be 
present in order to pierce the veil), focused on 
the fact that the shareholder “failed to scru-
pulously follow corporate formalities. “There 
were no minutes of annual shareholder meet-
ings, and (despite the fact that the burden 
of proof in piercing cases is normally on the 
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36. Refco, Inc. v. Farm Prod. Ass’n., Inc., 844 F.2d 525, 529 (8th Cir. 1988).

37. Larco, Inc. v. Strebeck, 2010 Ark. App. 263, ____ S.W.3d ____ 2010 WL 956194 (2010).

38. Quinn-Matchet Partners, Inc. v. Parker Corp., Inc., 85 Ark. App. 143, 147 S.W.3d 703 (2004).

39. Quinn-Matchet Partners, 85 Ark. App. 149-50, 147 S.W.3d at 707.

40. Indiana Lumbermen’s Mut. Ins. Co. v. Phoenix Surety Group, Inc, Not Reported in S.W.3d, 2003 WL 22300304 
(Ark. App. 2003).

41. 55 Ark. App. 373, 934 S.W.2d 946 (1996).

42. Winchel, 55 Ark. App. at 379, 934 S.W.2d at 949.

43. Winchel, 55 Ark. App. at 381, 934 S.W.2d at 950. 

claimant, the court also relied on the fact 
that the shareholder “failed to introduce any 
financial records” proving the separate corpo-
rate existence. The court was also concerned 
with the omission of the word “Incorporated” 
from the corporation’s signs and letterhead. 
The corporation in that case had converted 
property belonging to the claimant, but the 
court ordered that the veil be pierced so as 
to permit recovery against the shareholder as 
well.

The Eighth Circuit Court of Appeals, ap-
plying Arkansas law in a 1988 opinion, also 
found that failure to observe formalities and 
respect the corporate accounts as assets to be 
used for corporate purposes alone could re-
sult in piercing.36 

In addition, when the corporate formali-
ties are observed, Arkansas courts appear re-
luctant to pierce the veil. In one 2010 opinion 
from the Arkansas Court of Appeals, the court 
relied on proper filing of tax returns, separate 
payroll records and reports, separate pay-
ments to employees, and separate workers’ 
compensation plans in declining to combine 
related corporations even though they were 
both owned and operated by the same per-
son, with the same employees.37 In an earlier 

case,38 the court focused on evidence that the 
failure to observe some formalities did not 
justify piercing when there was evidence that 
“the corporation adhered to corporate formal-
ities by keeping its own financial records and 
bank accounts, by filing separate tax returns, 
and by recording the loans made.”39 One year 
earlier, the court had upheld a trial court’s 
refusal to pierce the veil, relying on the facts 
that there was “no evidence that appellees 
failed to hold corporate meetings or other-
wise disregarded the corporate form” or that 
the corporate account was ever used for non-
business purposes.40

A second factor that appears to play a crit-
ical role in multiple reported cases is signifi-
cant undercapitalization of the corporation 
at issue. For example in Winchel v. Craig,41 a 
jury verdict ordering piercing of the veil was 
sustained on the basis that there was sub-
stantial evidence that the shareholders took 
no steps to provide for the contingent liability 
for personal injuries, and that the sharehold-
ers terminated the business and started a 
new one rather than making sufficient provi-
sion for such liability.42 The court also com-
mented on the corporation’s failure to provide 
insurance to cover such obligations.43 Failure 
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44. Mixon v. Anderson (In re Ozark Rest. Equip. Co., Inc.), 41 B.R. 476, 481 (Bankr. W.D. Ark. 1984). 

45. Mixon, 41 B.R. at 478-79.

46. 318 Ark. 457, 470, 885 S.W.2d 863, 870 (1994).  

47. 314 Ark. 98, 103, 858 S.W.2d 116, 119 (1993).

48. 268 Ark. 94, 594 S.W.2d 13 (1980).

49. 366 Ark. 203, 234 S.W.3d 295 (2006).

to adequately fund corporate operations was 
also the primary concern that led a bank-
ruptcy court to pierce the veil in an earlier 
opinion.44 The factors that indicated under-
capitalization in the bankruptcy case includ-
ed the fact that the corporation never turned 
a profit, had a negative net worth, the other 
shareholder-owned companies turned a profit 
on this corporation’s under-priced goods, and 
no interest was paid on accounts between the 
companies.45

The third factor that appears to be com-
monly relied upon as a justification for pierc-
ing in Arkansas is a finding that failure to 
pierce would allow the corporation, often the 
parent of a subsidiary corporation, to avoid 
application of a statutory or regulatory re-
quirement. Although the court emphasized 
that there was no fraud or illegality, use of 
a corporate subsidiary to allow the parent 
to accomplish “indirectly what they could 
not do directly” was found to be sufficient 
grounds for piercing in Arkansas Bank & 
Trust Co. v. Douglass.46 Similarly, the court 
in EnviroClean, Inc. v. Arkansas Pollution 
Control and Ecology Com’n,47 ordered pierc-
ing on the grounds that there was abuse of 
the corporate facade in order to circumvent 
regulatory limitations on the transfer of cer-
tain facilities. Woodyard v. Ark. Diversified 
Ins. Co.48 also permitted piercing in order to 

prevent a parent from avoiding application of 
statutes that would otherwise have applied 
to it. Interestingly, some of these opinions ap-
pear to suggest that this amounts to wrong-
doing or illegality and some (like Douglass) 
simply say that this kind of “unfairness” is 
enough.

Obviously, the preceding cases emphasize 
and talk about piercing in the corporate con-
text. The reasons for using this as the start-
ing point are that: (1) as incomplete as it is, 
the Arkansas law on piercing in the corporate 
context is far more complete than for any oth-
er form of business; and (2) when piercing has 
been awarded to hold owners of other kinds of 
business liable, the same essential rules have 
been followed.

III. Piercing the Veil of Limited Liabil-
ity for other Entities

There are only a handful of cases dealing 
with piercing of unincorporated entities in 
Arkansas, and they all appear to be focused 
on LLCs. 

The first reported decision in Arkansas to 
grant piercing in the context of an LLC was 
Anderson v. Stewart,49 and it would be easy 
to overlook this case when researching be-
cause the court keeps referring to piercing of 
the “corporate” veil to hold the “shareholders” 



26

ARKANSAS LAW NOTES 2011

50. Arkansas courts seem remarkably consistent in speaking about the doctrine of piercing the “corporate veil” to go 
after an LLC’s “shareholders.” For instance, In K.C. Properties of N.W. Arkansas, Inc. v. Lowell Inv. Partners, LLC, 
373 Ark. 14, 280 S.W.3d 1 (2008), the court repeatedly used this terminology in declining to pierce the veil.  The same 
language appears in the most recent LLC piercing case as of the date these materials were prepared, Marx Real Estate 
Investments, LLC v. Coloso, 2011 Ark. App. 426 __ S.W.3d __, 2011 WL 2368343 (June 15, 2011) (saying only that  
[t]he court pierced MREI’s corporate veil to hold [its owners] ... personally liable.”).

51. Anderson, 366 Ark. at 204, 234 S.W.3d at 296.  

52. ark. coDe ann. § 23-52-112(a).

53. Anderson, 366 Ark. at 204, 234 S.W.3d at 296. 

54. 2011 Ark. App. 426 __ S.W.3d __, 2011 WL 2368343 (2011).

55. Not Reported in S.W.3d, 2008 WL 4820996 (Ark. App. 2008).

56. 373 Ark. 14, 280 S.W.3d 1 (2008).

57. K.C. Properties, 373 Ark. at 33, 280 S.W.3d at 16. 

liable.50 Technically, in the context of an at-
tempt to pierce the veil of limited liability of 
an LLC, there is no corporation and there are 
no shareholders. Despite these errors in ter-
minology, however, the analysis of the court 
is basically sound. As stated by the court, the 
issue was “whether the trial court erred in ap-
plying the doctrine of ‘piercing the corporate 
veil’ and holding shareholders in a limited 
liability company individually liable.”51 The 
court determined that the trial court’s deci-
sion to pierce “the corporate veil” to hold the 
individual defendants liable was not clearly 
erroneous because the owners did not prop-
erly maintain business records as required by 
the Check Casher’s Act,52 withdrew assets in 
a manner designed to see that there were in-
sufficient assets, and arranged for the same 
individuals to carry on the business even af-
ter closing of the LLC.53 These are precisely 
the same kinds of issues that would lead to 
piercing in the corporate context–failure to 
observe required formalities, and evading 
regulatory requirements.

A more recent opinion confirms that 
piercing of the veil for an LLC is possible in 
Arkansas, but offers no explanation of the 
circumstances under which is it appropri-
ate. In Marx Real Estate Investments, LLC v. 

Coloso,54 the court mentions almost in passing 
that the LLC’s “corporate veil” was pierced so 
that its owners would be “personally liable.”

There are other cases that suggest the 
Arkansas courts are willing to consider pierc-
ing of the veil for an LLC, such as Sherry 
Holdings, LLC v. Hefley,55 in which the basis 
for declining to pierce the veil of the LLC was 
that evidence that a single member owned 
the business was insufficient grounds, just as 
there would be insufficient grounds to pierce 
a corporation’s veil solely on the grounds that 
it had a single shareholder. In K.C. Properties 
of N.W. Arkansas, Inc. v. Lowell Inv. Partners, 
LLC,56 the court provides a long discussion 
of piercing in the corporate context before 
concluding that the facts then before it did 
not justify piercing the veil of the LLC. This 
was a rather stringent interpretation of the 
piercing doctrine since the owners of the LLC 
had apparently admitted in discovery that a 
number of formalities had been completely 
ignored, including failure to properly admit 
members, draft an operating agreement, 
keep books and records, maintain assets, pay 
for its own debts, or receive contributions.57

This general approach of borrowing from 
corporate law in order to determine when it is 
appropriate to pierce the veil for unincorpo-
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rated entities is consistent with opinions on 
the subject from other jurisdictions. One com-
mentator has bluntly concluded that “[c]ase 
law suggests that corporate law piercing prin-
ciples will be applied to LLCs and there is no 
reason to believe that LLPs will be treated 
differently.”58

IV. “Reverse Piercing”

Traditionally, piercing involved attempts 
to hold shareholders personally liable for 
corporate debts, even though the corporate 
form was supposed to offer owners protection 
against personal liability. As noted in the pre-
ceding materials, there are cases that have 
applied these rules to hold owners of other 
limited liability but unincorporated entities 
(most notably members of LLCs) personal-
ly liable. In some cases, however, the effort 
shifted from going after the owner of the lim-
ited liability entity, and instead has focused 
on holding the corporate entity liable for the 
personal debts of its shareholders, generally 
based upon a showing that the corporate en-
tity was really the alter ego of the individual 
owner(s). There are only a very few reverse 
piercing cases applying Arkansas law.

Speaking in general terms, reverse pierc-
ing cases tend to arise in one of two different 
situations. “The most common reverse pierce 
cases involve ‘insider’ reverse piercing claims. 
Such claims involve a dominant shareholder 
or other controlling insider who ‘attempts to 
have the corporate entity disregarded to avail 
the insider of corporate claims against third 

parties or to bring corporate assets under the 
shelter of protection from third party claims 
that are available only for assets owned by the 
insider.’ Other reverse piercing cases, howev-
er, involve ‘outsider’ reverse piercing claims 
where third party claimants or judgment 
creditors with claims against a corporate in-
sider attempt to disregard the corporate en-
tity to reach the assets of the corporation to 
satisfy those claims.”59

It appears that most courts dealing with a 
“reverse piercing” claim tend to apply the tra-
ditional veil-piercing analysis, which requires 
abuse or failure to respect the corporate form 
in a manner that results in fraud, injustice 
or inequity in order to order piercing of the 
veil. Courts are often very concerned about 
the rights of innocent shareholders, and may 
be especially reluctant to order reverse pierc-
ing if their rights might be compromised.

Perhaps not surprisingly, there are very 
few reported decisions in Arkansas that seem 
to involve claims of reverse piercing at all. In 
1974, the Arkansas Supreme Court (without 
actually confirming that the issue before it 
involved a claim for reverse piercing by in-
siders) refused to allow shareholders to dis-
regard the corporate existence of an entity 
that they had formed and in which they each 
owned 50%. “A corporation is an entity sep-
arate from its stockholders. The fact these 
stockholders each held fifty percent of the 
stock in the Corporation does not make it 
tantamount to a partnership. The corporate 
existence cannot be so lightly regarded by its 
stockholders.”60
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The only “express” reference to reverse 
piercing in a reported case from an Arkansas 
state court appears in a 1999 opinion from 
the Arkansas Court of Appeals.61 That case 
involved an attempt by an outsider to recov-
er against the assets of a corporation on the 
basis of alleged wrongdoing by the corporate 
shareholder. The court specifically acknowl-
edged that this was an attempt to obtain “a 
‘reverse piercing of the corporate veil.’”62 In 
denying the request, the court recited the 
general principle that “[i]t is a nearly univer-
sal rule that a corporation and its stockhold-
ers are separate and distinct entities, even 
though a stockholder may own the majority of 
the stock.”63 Instead the court suggested that 
the corporate “facade” might be disregarded 
only in special circumstances where “corpo-
rate form has been illegally abused to the 
injury of a third party.”64 Based on its conclu-
sion that there was no evidence that the cor-
porate form had been “illegally abused,” the 
court declined to reverse pierce. 

In Nursing Home Consultants, Inc. v. 
Quantum Health Servs., Inc.,65 a federal cir-
cuit court (applying Arkansas law) observed 
that “the ‘reverse piercing’ doctrine . . . is itself 
controversial in that it allows corporations to 
be held liable for the acts of their sharehold-
ers. . . .”66

These cases make it appear that reverse 
piercing could be available in appropriate cir-
cumstances, for both businesses that are or-

ganized as corporations and potentially any 
other unincorporated business offering its 
owners limited liability as well. 

Conclusions

Piercing the veil is a doctrine that contin-
ues to arise under Arkansas law, and there 
have been a number of cases dealing with the 
issue. All too often, however, the courts pro-
vide insufficient guidance as to the precise 
type of behavior that will put owners of lim-
ited liability businesses at risk of losing their 
protection against personal liability. In advis-
ing business clients, it would seem important 
to warn them that they need to respect the 
separate existence of their business, and ob-
serve the formalities associated with having 
a business that is distinct from them. In addi-
tion, they should be advised that the privileg-
es of conducting business through a limited 
liability entity should not be used to improp-
erly avoid statutory or regulatory require-
ments, or to perpetrate a fraud or injustice on 
third parties. Because there is so little law on 
point, however, it is impossible to offer precise 
warnings about operational choices that are 
problematic. On the other hand, when seek-
ing to fully advance the rights of claimants 
against limited liability entities, the doctrine 
of piercing (or, in appropriate cases reverse 
piercing) should not be forgotten.


