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Maximizing the Personal Protection from your New Corporation or Limited 

Liability Company 

 

So, you have set up your new corporation or Limited Liability Company.  Probably one 

of the biggest reasons you did so was to protect your personal assets from claims made 

against your business.   

 

The general rule is that the owners of a corporation or limited liability company will not 

be responsible for the debts of the corporation / company.   That said, having a separate 

company won’t protect you from all claims against your personal assets.  Because the 

owners of nearly all small to medium sized companies have to sign personal guarantees 

whenever their company uses credit, if the new company fails to pay these debts, the 

owners will be asked (forced) to make the payment.   

 

You can expect protection from claims made by outsiders dealing with your company to 

whom you haven’t made personal guarantees IF you follow certain rules.  So if your new 

company operates a construction company and, (Heaven forbid) a rock falls off the back 

of the company’s dump truck and goes through a driver’s window, your company would 

be responsible for paying for any damages caused – and you SHOULD not be.  However, 

just setting up the corporation or limited liability company won’t be enough to get you 

this protection if you don’t follow certain rules to treat the company as separate from you 

personally.  If the owner of the company fails to follow these basic rules, someone with a 

claim against the company can demand the owner’s assets.  In the context of 

corporations, this is called “piercing the corporate veil”.   

 

The following are some basic steps that you should take to ensure that, if a claim is made 

against your company, you are personally protected: 

 

1) Keep your money separate from your company’s funds.  Set up a separate bank 

account for the company.  Don’t borrow from the company or make a loan to the 

company without leaving a paper trail of what funds were transferred and the reason for 

the transfer.  If you bought supplies from the company while you were getting groceries, 

don’t just take funds to repay yourself.  Submit the receipt showing how much you spent, 

then write yourself a check from the company account to repay your spending, noting 

what it was for.  

2) Make sure people dealing with the company know they are not dealing with you 

personally.  Use your full company name for your sign out front, your advertisements, 

letterhead, checks, receipts and other places where your company name appears.  Include 

the reference to it as a “Corp.” or “L.L.C.”  This makes the public aware that this is a 

separately formed company. 
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3)  Make sure the company has enough assets to reasonably cover its obligations.  By 

this, I mean, when you set up the company make sure you and the other investors transfer 

enough funds into the company to allow it to meet its cash flow needs.  Have the 

company purchase insurance to cover its risks.  Owners that have failed to do this, 

whether for a corporation or limited liability company, have been found personally liable 

for failing to maintain a legitimate separate entity.  If you think about it, it makes sense.  

A court will refuse to protect the owners of a company who took all assets out of it and 

left creditors with nothing. 

4)  Read and follow the documents that lay the ground rules for how your company 

works.  By that, I mean if your corporation’s by-laws require an annual meeting in May 

to elect directors and officers, mark your calendar to hold that meeting in May.  If your 

limited liability company operating agreement requires a majority of its Members to 

approve a certain expense, make sure your records show all Members did vote and the 

majority approved the expense. 

This is by no means an all inclusive list, but it should provide a starting point.  I hope this 

information will be helpful to you in understanding the responsibilities you have assumed 

in forming and managing your new company.  If you have any questions, do not hesitate 

to click on “contact me”. 

 


