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A New Perspective on the Scope and Order of the Liability of Shareholders
Who Transferred Equity before the Expiration of the Contribution Period

[ Abstract] The newly amended Company Law, effective from July 1, 2024, introduces
a significant provision in Article 88: “Where a shareholder transfers equity for which capital
contributions have been subscribed but the payment deadline has not yet expired, the transferee
shall assume the obligation to make such contributions. If the transferee fails to fulfill the pay-
ment obligation in full and on time, the transferor shall bear supplementary liability for the un-
paid amount. ” This provision has stirred up considerable controversy in judicial practice. In
December 2024, the Legislative Affairs Commission of the Standing Committee of the National
People’ s Congress clarified that the rule does not have a retroactive effect. However, this legis-
lative review highlights the contentious and critical nature of the provision. After the implemen-
tation of the new Company Law, many issues remain unresolved regarding the scope and order of
supplementary liability imposed on former shareholders whe [ransferred equity before the expira-
tion of the payment deadline. The law should compi¢hensively assess the ex-ante and ex-post
effects of holding former shareholders liable, faiscapital contributions. Imposing liability on for-
mer shareholders—or even holding prior-shareholders more aceotntable than endorsers of negoti-
able instruments—lacks justification.4 $uch a rule may\ereate negative incentives for equity
transfers and installment capital“contributions, pctentially harming corporate development. Re-
quiring former shareholders to bear supplementary liability could deter investment ex ante.
Rather than placing excessive burdens\on-a few former shareholders, the law should make dis-
persed creditors bear reasonable risks of business operations. Under the current legal frame-
work , compared to the immediate predecessor liability doctrine, the multiple predecessors lia-
bility doctrine is more appropriate from a temporal perspective. This doctrine can be further di-
vided into the Universal Multiple Predecessors Liability Doctrine, according to which all prior
shareholders bear liability, and the Differentiated Liability Doctrine, according to which liabil-
ity is determined based on either (a) the timing of creditor claims or (b) the fault of prior
shareholders. According to the Dot Liability Doctrine, when a corporate creditor makes a claim,
liability traces back to the shareholder when the debt was incurred. According to the Belt Lia-
bility Doctrine, all successive shareholders from the time the debt arose form a “belt” of liable
persons when the creditor demands payment. The Semi-Belt (or Multi-Dot) Liability Doctrine
is based on the dot-like approach but also covers shareholders who maliciously transfer equity to
evade debts. For multiple prior shareholders, forward-chasing liability may be more equitable.
This liability can be divided into the Non-sequential model and the Sequential model. Additional-

ly, former shareholders should have stronger defenses against liability than current shareholders.
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